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WHO WE ARE

For more than 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, annuities,
retirement-related services, mutual
funds, investment management and
real estate services. Today, we are one

of the

companies in the United States. We

largest financial services
have $648 billion in assets under
management, more than $2 trillion of

life insurance in force worldwide

and more than 50 million

/ / customers around the world.

We have operations in the

United States, Asia, Europe and

Latin America. We also have

one of the most recognized

and trusted brand symbols in

the world today: The Rock®, an icon
of strength, stability, expertise and
innovation. We measure our long-term
success on our ability to deliver value
for shareholders, meet customer needs,
offer an inclusive work environment
where employees can develop to their
full potential and give back to the

communities where we live and work.



MESSAGE FROM THE CHAIRMAN

Dear Fellow Shareholders:

2007 marked my final year as CEO of Prudential Financial.
As I reflect on my time with the company, I am reminded of
our rich 132-year history of helping people achieve financial
security. Over the last 13 years, [ am proud to say we not only
added to that legacy, we have also established a foundation for
Prudential’s continued growth in the future.

We have the right mix of businesses to capitalize on
opportunities in the marketplace. We have grown our high-
return businesses—our domestic retirement and annuities
businesses and our international businesses—both organically
and through acquisitions. We have significantly expanded our
distribution channels in the United States, as well as in the
international markets where we operate. We believe the
diverse mix of businesses we have now not only
differentiates us in the marketplace, but will
also help us grow at above-market rates.

We have made risk management a core
competency. Our global operations diversify
our business risk across a broad range
of both geographic and
demographic profiles. Our
diversified by
market because we serve
both individual and
institutional clients. And
they are diversified by

risks are

exposure  because we
manage a broad range of
insurance and market

risks—such as interest

rate, equity market and mortality risks—that are, to a large
extent, uncorrelated. Our ability to take appropriate risks and
manage those risks effectively enabled us to perform well despite
the highly unsettled market conditions in the second half
of 2007.

We have strengthened our financial position. We have
done so through a rigorous capital management strategy and
an unwavering commitment to meet our performance
objectives. In 2006, we set a return on equity (ROE*) goal of
between 15 percent and 17 percent by year-end 2009. For
2007, our ROE was 15.7 percent—already well within our
target range. We also pledged to deliver double-digit growth
in earnings per share on an adjusted operating income basis,*
and we have. From 2002 through 2007, our earnings per
share have grown at a compound annual rate of 30 percent.

We have developed a very strong talent base. We
| recently completed a multi-year succession planning
process and, as a result, we are confident we have the right
leaders in place to help align the company with the growth
opportunities we see in the marketplace.

In 2007, we delivered solid earnings
and shareholder value.
The improvements we have made to our business
mix and capabilities, combined with our risk
management, capital management and talent
management skills, are reflected in our financial
performance. We once again delivered solid
earnings and value for our sharecholders in 2007.

On an after-tax adjusted operating income

basis, our Financial Services Businesses earned
$3.37 billion in 2007 and posted earnings per
share of Common Stock of $7.31, a year-
over-year increase of 21 percent.

*ROE is based on after-tax adjusted operating
income for the Financial Services Businesses, a non-
GAAP 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.



enabled us to
continue our
record of
returning capital
to shareholders.
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On a generally accepted accounting principles basis (GAAP),
our Financial Services Businesses reported 2007 net income

of $3.51 billion, or $7.61 per share of Common Stock.

Our strong financial performance enabled us to continue our
record of returning capital to shareholders. 2007 marked the
fifth consecutive year we have raised our annual Common Stock
dividend, which year-over-year increased approximately
21 percent to $1.15 per share. Since Prudential went public in
2001, we have returned $2.2 billion
to Common Stock shareholders

Our StrOﬂg through our robust dividend
financial program and we repurchased nearly

$11 billion in Common Stock.
performance

Volatile equity and credit market
conditions characterized the second
half of 2007. Still, Prudential
proved to be a strong investment
for shareholders in terms of share
price appreciation. The price of
Prudential Financial Common
Stock rose more than 8 percent in
2007, the sixth year in a row our
stock has outpaced the S&P 500 and the Dow Jones Industrial
Average. From the beginning of 2002 through 2007, our share
price has appreciated at an average annual rate of 20 percent.

Market conditions continued to be challenging in early 2008.
While we are certainly not immune to this volatility, I believe
our diverse business mix and risk management capabilities
position us well to weather the storm.

We capitalized on growth opportunities

in our businesses.

Each of our operating divisions posted double-digit earnings
growth in 2007 on an adjusted operating income basis, which
serves as confirmation that we are in the right businesses with the
right strategies at the right time. Just as important, we
demonstrated our skills as a product innovator, asset manager
and multi-channel distributor—skills that have improved both
our long-term growth prospects and our leadership position in
markets around the world. In addition, we increased our overall
assets under management by $32 billion, to $648 billion.

Over the last five years, adjusted operating income from our
U.S. Businesses has nearly quadrupled, from $783 million in
2002 to $3 billion in 2007. Our U.S. portfolio is divided

into two components: businesses oriented toward growing

wealth for clients and those oriented toward protecting
wealth. Our growing wealth businesses of retirement,
annuities and asset management offer the most favorable
growth prospects, driven in large part by retirement-related
trends in the marketplace. And we are well positioned to
capitalize on this estimated $23 trillion market.

We are a top-tier player in the annuities marketplace.
Account values in our variable annuity products were
$80 billion at year-end 2007, up more than $5 billion over
year-end 2006, and our year-over-year gross sales were up
22 percent. Those results earned us the No. 4 spot among
variable annuity companies in terms of assets under
management in the advisor-sold market and the No. 5
position in terms of gross sales.

In 2006, we introduced a spousal version of our innovative
Lifetime Five living benefit option and Highest Daily
Lifetime Five, both of which are designed to help investors
grow and protect their retirement assets. Those options
enjoyed continued success from clients and advisors alike in
2007. Nearly 81 percent of Prudential variable annuity
purchases included one of our living benefit options in 2007.
In addition, Highest Daily Lifetime Five has become our top-
selling annuity benefit and was named by Boomer Market
Adpvisor, aleading publication serving insurance and financial
professionals, as the living benefit that best addresses the
income and longevity issues clients face. In addition, 10 out
of the 11 asset allocation portfolios associated with our living
benefit options outperformed their benchmarks in 2007.

We also grew our year-over-year sales of variable annuities
through third parties, including large securities firms that
represent the wirchouse channel, and the insurance agent
channel. In the latter, sales were boosted by our exclusive
rights to sell variable annuities through Allstate’s proprietary
distribution force of nearly 14,000 independent contractors
and financial professionals. In addition, for the third year in
a row we were the No. 1 seller of variable annuities through
independent broker-dealers, the fastest-growing market for
the sale of variable annuities. We believe our success in
bringing innovative products to market, expanding our
distribution capabilities and managing risk will continue to
give us a distinct competitive advantage in the annuities arena.

The story in our Prudential Retirement business is also one of
growth. Retirement account values grew $16 billion in 2007
to $164 billion. We're a top-10 manager of defined benefit
assets and a top-10 administrator of defined contribution



plans in the vast majority of the markets in which we choose
to compete. We're also a leader in the total retirement services
space, meaning we're one of only a handful of companies that
can offer broad retirement coverage in terms of products,
distribution and a full range of services.

And we added to those capabilities in 2007. We acquired a
portion of Union Bank of California’s book of retirement
business, comprising 20 defined benefit plans, and more than
600 defined contribution plans representing nearly 168,000
participants, with a total of more than $7.2 billion in account
values. We demonstrated our ability to effectively respond to the
market’s desire for risk management features in retirement
product portfolios with the introduction of IncomeFlex. This
new product is designed to help provide a lifetime stream of
income to participants in defined contribution plans. Our
combined asset management, risk management and product
development skills have earned us a best-in-class plan persistency
rate in our full-service retirement business of 96 percent.

Together, our retirement and annuities businesses are well
aligned to meet the marketplace’s increasing demand for
products that address individuals’ concerns about outliving
their assets. Through these two businesses, we offer innovative
solutions that span the retirement planning cycle, from the
early accumulation years to the income payout years.

Our Asset Management business represents the third of our
high-growth opportunities on the domestic front. We manage
$439 billion in assets across a wide range of asset classes for our
own general account, as well as for retail and institutional clients.
And we are a market leader in many investment disciplines, such
as commercial mortgages, real estate investment management,
fixed income—including private placements—and defined
benefit plan investments. With 8 percent growth in adjusted
operating income, our asset management business continues to
deliver solid earnings and is an important complementary
capability for our other businesses.

As 1 mentioned previously, we view our protection businesses
as important contributors to our earnings and cash flow, and
our individual life insurance business certainly performed
well in 2007. Adjusted operating income for our individual
life business was $614 million, a $70 million increase over
2006. We also posted 15 percent sales growth, excluding
corporate-owned life insurance. The increase was driven
mainly by sales of our term life products, which were up 43
percent in 2007. In December, we introduced a new term
life insurance policy called MyTerm, which offers customers

of select banks and other financial institutions term life
insurance over the Internet in just 10 minutes.

In 2006 and 2007, we made significant investments in the
recruitment, training and development of our carcer agent
force. As a result of those investments, we have increased our
penetration into high-potential diverse markets, and year-
over-year productivity among our agents was up 15 percent.

Third-party distribution is the real growth opportunity in the
individual life insurance business, and we continued to make
terrific progress here. In 2002, third-party sales represented just
26 percent of our individual life sales, excluding corporate-
owned life insurance. In 2007, that figure was 65 percent,
demonstrating that we are successfully offering products
through another avenue in which customers want to buy.

The group insurance market also offers growth prospects
for us, as more individuals are buying supplemental life
insurance through their employers. We are the second-
largest group life insurer in the United States, based on
premiums in force. While we are
committed to retaining our
market position, we will continue
to exercise discipline in order to
maintain our attractive returns,
including striving to acquire and
retain high-quality business.

Our strategy in the International
Insurance and
Division has not changed either,
because it is working. We

Investments

concentrate on a limited number of
attractive countries. We emphasize
proprietary distribution but have
extended our distribution platform
to third parties where it makes
sense. We target the affluent and mass affluent markets, and we
are focused on growing organically and through opportunistic
acquisitions.

We believe this approach has made us a leader at selling
protection life insurance, and the results in our International
Insurance business bear that out. We had $1.15 billion in
annualized new business premium in 2007 and ended the year
with more than 7 million total policies in force. Our Life Planner
business, which relies on a distribution force of highly trained,
well-educated life insurance sales professionals in eight countries

Each of our
operating
divisions posted
double-digit
earnings growth
in 2007 on an
adjusted
operating income
basis.



Our businesses
offer an
outstanding mix of
growth and return
opportunities,
deliver diverse
earnings streams
and create balance
in our risks.
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around the world, is the true driver behind our success and gives
us a distinct competitive advantage in the marketplace. In 2007,
we once again added to our Life Planner force through a very
selective recruiting process. And we posted a 92 percent first-
year policy persistency rate across all of our Life Planner
operations, which speaks to the quality of our Life Planner force
and the sales they make. The
increase in the number of Life
Planners, our corresponding sales
growth and excellent persistency
rate continue to give us a solid
platform for growth.

Japan remains our largest and

most important market for
International Insurance, and both
Prudendial of Japan, our flagship
Life Planner business, and
Gibraltar Life, our traditional
life insurance business there,
continued to perform well. While
the life insurance market in Japan
has been shrinking for more than
a decade, our market share has
been steadily increasing. Prudential of Japan and Gibraltar Life
posted solid adjusted operating income in 2007, and our policy
persistency rates in both operations continue to be among the
highest in the industry. Prudential of Japan celebrated its 20th
anniversary in 2007 and today, we believe it is one of the best

insurance companies in the world.

In 2006, we opened a new life insurance operation in
Mexico, and our first class of Life Planners have already started
selling protection-oriented life insurance products there. In
2007, we also entered the life insurance market in India,
partnering with real estate giant DLF Group to form a joint
venture. This new company will enable us to take advantage
of India’s rapidly growing insurance market.

Our investment—through a consortium of investors led by the
Carlyle Group—to acquire a minority stake in China Pacific
gave us access to another fast-growing market: China. While
we continue to explore strategic opportunities with China
Pacific, the value of our investment has already increased
substantially.

Our International Investments business once again produced
double-digit gains in adjusted operating income. While some
of the increase is attributable to income from the sale of our

interest in an operating joint venture in Germany, continued
strong results from our asset management business in Korea
also contributed to those gains.

We also have an exciting emerging markets story to tell on the
international investment front. Everbright Pramerica Fund
Management Company, our investment management joint
venture in China, increased its assets under management
from $258 million in 2006 to more than $7.8 billion in
2007. In December, we again partnered with DLF Group,
this time to form a new asset management joint venture in
India. This gives us a foothold in the mutual fund industry
of one of the world’s fastest-growing economies.

Our employees are making a difference.

We believe that our accomplishments in the marketplace start
in the workplace. The success we have achieved around the
world is a direct result of the talent, hard work and leadership
of our more than 40,000 employees, and our ability to
attract, retain and develop the best talent remains a key
competitive advantage for us. That is why we are deeply
committed to providing a work environment that fosters
respect, champions diversity, applauds innovation and gives
employees every opportunity to realize their potential.

Our success in providing an inclusive and opportunity-rich
workplace earned us significant recognition in 2007. For the
18th consecutive year, we ranked among Working Mother
magazine’s “Top 100 Companies for Working Mothers” list
and earned a permanent spot in the magazine’s Hall of Fame.
We received a perfect score on the Human Rights Campaign’s
Corporate Equality Index for the fifth year in a row, and we
earned a spot on Hispanic Business magazine’s Diversity Elite
60 list. We were also chosen by BusinessWeek as one of the
“Best Places to Launch a Career.”

We are especially proud of the recognition we received
from Fortune magazine in 2007. The magazine named
Prudential the most admired insurance company in the
world, and we scored particularly high marks in the areas
of innovation, long-term investment, global reach and
community involvement.

Our commitment to the community has been a hallmark
of our company, and in 2007 we continued our tradition
of improving the neighborhoods where we live and work.
The DPrudential Foundation directed approximately
$25 million in grants to organizations focused on
economic development and education, and Prudential
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directly contributed an additional $10 million to
strengthen relationships with nonprofits around the globe.
Our Social Investment Program provided approximately
$60 million in investments to support affordable housing,
education and economic development in 2007 alone, and
throughout the history of the program, we have invested
more than $1.2 billion in cumulative financing to address
these critical issues.

Our employees exemplify Prudential’s dedication to
revitalizing communities, and in 2007 they contributed
their time and talent in multiple ways. On October 5,
2007, 32,000 employees and their family members and
friends came together for our 13th Global Volunteer Day,
where they worked on 800 projects in 12 countries.
Throughout the year, they donated a total of more than
314,000 volunteer hours to make a difference in
communities around the world. And through their
philanthropic contributions, combined with matching
gifts from The Prudential Foundation and corporate

We have become a leader in the retirement market. We are
one of the few companies that can help people during every
phase of their lives—from saving to protecting their assets to
converting their savings into a guaranteed stream of income
to transferring their wealth.

We have improved upon our already strong brand. The
Rock® has always been one of the world’s most well-known
and trusted brand icons, and now the strength and stability
our brand stands for in the insurance market is resonating in
the retirement arena.

My successor as CEO—and as chairman after May 2008—
John Strangfeld, is the right leader to ensure we continue
meeting our objectives. John’s career at Prudential spans
30 years. Under his strategic leadership, our Investment
Management business has transformed into a high-
performing, standalone unit, we moved our brokerage
business into a successful joint

venture with Wachovia, and we

| am confident in
the quality team
we have in place
to realize our full

contributions, we gave nearly $14 million to charitable expanded our footprint in the

organizations supporting everything from disaster relief to  retirement market. Clearly, he
job training. has the qualities and skills
necessary to ensure Prudential’s

The best is yet to come. growth and success.

As I look back on my career with Prudential, I can’t help but
be proud of all that we have accomplished. Today, Prudential
has a business portfolio that is extremely diverse and,
I believe, unmatched by our competitors. Our businesses
offer an outstanding mix of growth and return opportunities,
deliver diverse earnings streams and create balance in our
risks. And each of our businesses is now an important
contributor to our earnings.

We now have diversified distribution channels, both here in
the United States and in our international markets. We
couldn’t say that just five years ago.

We have invested substantially more capital in our high-
growth businesses. That has not only enabled us to capitalize
on market opportunities today, but has also laid a solid
foundation for our future growth.

We have established a very strong acquisition track record.
Our successful integration of CIGNA's retirement business,
American Skandia’s annuity business and Kyoei Life—our
Gibraltar Life business today—has helped us establish strong
positions in the U.S. retirement and savings and international
insurance markets.

In addition, John has the support
of Vice Chairman Mark Grier,
who is also a member of our
board of directors. John and Mark have been members of
the Office of the Chairman for the last five years and have
played an integral role in shaping Prudential’s strategic
agenda. Together, they will continue to comprise the Office
of the Chairman, which is why you can expect consistency
of philosophy and consistency of strategy going forward.

As I leave the CEO position at Prudential, I am pleased with
our accomplishments, I am excited about our growth
prospects and I am confident in the quality team we have in
place to realize our full potential. I want to thank you, our
shareholders, for all of your support over the years. I think the
best is yet to come. #

-~
7
ARTHUR E RYAN

Chairman of the Board

potential.



FINANCIAL HIGHLIGHTS

Financial Services Businesses
In millions, except per share amounts

For the years ended December 31, 2007 2006 2005
RESULTS BASED ON ADJUSTED OPERATING INCOME (A)
Revenues $ 26,659 $ 24,562 $ 22,876
Benefits and expenses 21,962 20,461 19,338
Adjusted operating income before income taxes $ 4,697 $ 4,101 $ 3,538
Operating return on average equity (B) 15.71% 14.33% 12.28%
GAAP RESULTS
Revenues $ 26,420 $ 24,456 $ 23,321
Benefits and expenses 22,024 20,465 19,529
Income from continuing operations before income taxes
and equity in earnings of operating joint ventures $ 4,396 $ 3991 $ 3,792
Return on average equity (B) 16.20% 14.67% 15.48%
EARNINGS PER SHARE OF COMMON STOCK - diluted
Adjusted operating income after income taxes $ 7.31 $ 6.06 $ 4.81
Reconciling items:
Realized investment gains (losses), net, and related charges and adjustments 0.10 0.18 1.08
Other reconciling items 0.11 0.24 (0.17)
Tax benefit on above 0.06 (0.12) 0.76
Income from continuing operations (after-tax) $ 7.58 $ 6.36 $ 6.48
Consolidated Information
In millions, unless otherwise noted
As of or for the years ended December 31, 2007 2006 2005
GAAP RESULTS
Total revenues $ 34,401 $ 32,268 $ 31,347
Income (loss) after income taxes:
Continuing operations $ 3,687 $ 3,357 $ 3,613
Discontinued operations 17 71 (73)
Consolidated net income $ 3,704 $ 3,428 $ 3,540
Net income:
Financial Services Businesses $ 3,512 $ 3,144 $ 3,219
Closed Block Business 192 284 321
Consolidated net income $ 3,704 $ 3,428 $ 3,540
FINANCIAL POSITION
Invested assets $ 243,107 $ 235,417 $ 221,401
Total assets $ 485,814 $ 454,266 $ 413,374
Attributed equity:
Financial Services Businesses $ 22,170 $ 21,690 $ 21,654
Closed Block Business 1,287 1,202 1,109
Total equity $ 23,457 $ 22,892 $ 22,763
Assets under management (in billions) $ 648 $ 616 $ 532



Financial Services Businesses
Adjusted Operating Income®
and Income from
Continuing Operations
(pre-tax, in millions)

B Adjusted operating income

Income from continuing operations before
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(A) Adjusted operating income is a
non-GAAP measure of performance of
our Financial Services Businesses that
excludes “Realized investment gains
(losses), net,” as adjusted, and related
charges and adjustments; net
investment gains and losses on trading
account assets supporting insurance
liabilities; change in experience-rated
contractholder liabilities due to asset
value changes; results of divested
businesses and discontinued operations;
and the related tax effects thereof.
Adjusted operating income includes
equity in earnings of operating joint
ventures and the related tax effects
thereof. Revenues and benefits and
expenses shown as components of
adjusted operating income are
presented on the same basis as pre-tax
adjusted operating income and are

adjusted for the items above as well.

See Management’s Discussion and Analysis
of Financial Condition and Results of
Operations for a discussion of results based
on adjusted operating income and the
Consolidated Financial Statements for a
reconciliation of results based on adjusted
operating income to GAAP results.

(B) Operating return on average equity is
calculated by dividing adjusted operating
income after income taxes by average
attributed equity for the Financial Services
Businesses excluding accumulated other
comprehensive income related to
unrealized gains and losses on investments
and pension and postretirement benefits.
An alternative measure to operating return
on average equity is return on average
equity. Return on average equity is
calculated by dividing income from
continuing operations (after-tax) by
average total attributed equity for the
Financial Services Businesses. Both
income amounts above give effect to the
direct equity adjustment for earnings per
share calculation.



PRUDENTIAL OFFICERS AND DIRECTORS

(as of January 18, 2008)

Executive Officers
Arthur F. Ryan
Chairman of the Board

John R. Strangfeld Jr.
Chief Executive Officer
and President

Mark B. Grier
Vice Chairman

Edward P. Baird
Executive Vice President,
International Businesses

Richard J. Carbone
Executive Vice President
and Chief Financial Officer

Robert C. Golden
Executive Vice President,
Operations and Systems

Bernard B. Winograd
Executive Vice President,
U.S. Businesses

Susan L. Blount
Senior Vice President
and General Counsel

Helen M. Galt
Senior Vice President,

Company Actuary and
Chief Risk Officer

Sharon C. Taylor
Senior Vice President,
Corporate Human Resources

Board of Directors
Frederic K. Becker
President, Wilentz
Goldman & Spitzer, PA.

Gordon M. Bethune
Former Chairman of the
Board and Chief Executive
Officer, Continental
Airlines, Inc.

Gaston Caperton
President, The College
Board

Gilbert F. Casellas
Vice President, Corporate
Responsibility, Dell, Inc.

James G. Cullen

Retired President and Chief
Operating Officer, Bell
Atlantic Corporation

William H. Gray III
Chairman, The Amani
Group, LLC

Mark B. Grier
Vice Chairman, Prudential
Financial, Inc.

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

Christine A. Poon

Vice Chairman, Board of
Directors, Johnson &
Johnson

Arthur E Ryan
Chairman of the Board,
Prudential Financial, Inc.

John R. Strangfeld Jr.
Chief Executive Officer
and President, Prudential
Financial, Inc.

James A. Unruh
Founding Principal, Alerion
Capital Group, LLC

(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 “Realized investment gains (losses),
net,” as adjusted, and related charges and adjustments. A significant element of realized investment gains and losses are impairments and credit-
related and interest rate-related gains and losses. Impairments and losses from sales of credit-impaired securities, the timing of which depends
largely on market credit cycles, can vary considerably across periods. The timing of other sales that would result in gains or losses, such as interest
rate-related gains or losses, is largely subject to our discretion and influenced by market opportunities as well as our tax profile. Realized investment
gains (losses) 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 are included in adjusted
operating income. Realized investment gains and losses from products that are free-standing derivatives or contain embedded derivatives, and
from associated derivative portfolios that are part of an economic hedging program related to the risk of those products, are included in adjusted
operating income. Adjusted operating income also 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. In addition, 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. We believe that the presentation of adjusted operating
income as we measure it for management purposes enhances understanding of the results of operations of the Financial Services Businesses by
highlighting the results from ongoing operations and the underlying profitability of our businesses. However, adjusted operating income is not
a substitute for income determined in accordance with GAAP, and the excluded items are important to an understanding of our overall results
of operations. 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.

All facts and figures are as of or for the year ended December 31, 2007, unless otherwise noted.

Annuities issued by Pruco Life Insurance Company (in New York, Pruco Life Insurance Company of New Jersey), both located in Newark, NJ,
or Prudential Annuities Life Assurance Corporation, Shelton, CT, and distributed by Prudential Annuities Distributors, Inc.

Life Insurance issued by The Prudential Insurance Company of America, Newark, NJ, and its insurance affiliates.

We define customers as primary customers, plan participants and consumers of our products and services.



FINANCIAL SECTION

Some of the statements included in this Annual Report may contain forward-looking statements within the meaning of the U.S. Private
Securities Reform Act of 1995. Please see page 192 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.
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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, Individual 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 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, 2007, 2006 and 2005 and the selected
consolidated balance sheet data as of December 31, 2007 and 2006 from our Consolidated Financial Statements included elsewhere herein.
We derived the selected consolidated income statement data for the years ended December 31, 2004 and 2003 and the selected consolidated
balance sheet data as of December 31, 2005, 2004 and 2003 from consolidated financial statements not included herein.

On June 1, 2006, we acquired the variable annuity business of The Allstate Corporation through a reinsurance transaction. Results
presented below include the results of this business from the date of acquisition.

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 presented below include the results of this
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. As of December 31, 2007, we had a 38%
ownership interest in the joint venture, with Wachovia owning 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
ownership of the joint venture under the equity method of accounting. Prior to the formation of the joint venture on July 1, 2003, the results
of our previously wholly owned securities brokerage operations were included on a fully consolidated basis.

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

In the fourth quarter of 2003, we completed the sale of our property and casualty insurance companies. Results for 2003 include a
pre-tax loss of $491 million related to the disposition of these businesses. Results for 2003 also include a gain of $332 million from the
settlement of an arbitration award related to the capital markets activities of Prudential Securities that were terminated in 2000.

Our Gibraltar Life operations use a November 30 fiscal year end. Consolidated balance sheet data as of December 31, 2007, 2006,
2005, 2004 and 2003 includes Gibraltar Life assets and liabilities as of November 30. Consolidated income statement data for 2007, 2006,
2005, 2004 and 2003 includes Gibraltar Life results for the twelve months ended November 30, 2007, 2006, 2005, 2004 and 2003,

respectively.
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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,
2007 2006 2005 2004 2003
(in millions, except per share and ratio information)

Income Statement Data:

Revenues:
Premiums ... ... ...t $ 14351 $ 13,908 $ 13,756 $ 12,521 § 13,163
Policy charges and fee income .. ....... ... i 3,131 2,653 2,520 2,342 1,978
Net investment iNCOME . . . .ottt it e e e e e e e e 12,017 11,320 10,595 9,454 8,651
Realized investment gains (10SS€s), NEt . ... ..ottt 613 774 1,378 778 375
Asset management fees and otherincome ............... ... ... .. 4,289 3,613 3,098 2,718 3,131
Totalrevenues ................. ... 34,401 32,268 31,347 27,813 27,298
Benefits and expenses:
Policyholders’ benefits ............. ... . 14,749 14,283 13,883 12,863 13,301
Interest credited to policyholders’ account balances . ................ ... ... .... 3,222 2,917 2,699 2,359 1,857
Dividends to policyholders . .......... ... .. i 2,903 2,622 2,850 2,481 2,599
General and administrative eXPenses . ... .....ouutune ettt e 8,841 8,052 7,641 6,844 7,173
Loss on disposition of property and casualty insurance operations .................. — — — — 491
Total benefits and eXPensSes . .. ... .....utuit it 29,715 27,874 27,073 24,547 25,421
Income from continuing operations before income taxes, equity in earnings of operating joint
ventures, extraordinary gain on acquisition and cumulative effect of accounting change . . . 4,686 4,394 4,274 3,266 1,877
INCOME LAX EXPENSE . . . o v vttt ettt e e e e e e 1,245 1,245 803 931 621
Income from continuing operations before equity in earnings of operating joint ventures,
extraordinary gain on acquisition and cumulative effect of accounting change ........... 3,441 3,149 3,471 2,335 1,256
Equity in earnings of operating joint ventures, net of taxes ................... . ... ... 246 208 142 55 45
Income from continuing operations before extraordinary gain on acquisition and cumulative
effect of accounting change ........ ... ... 3,687 3,357 3,613 2,390 1,301
Income (loss) from discontinued operations, net of taxes . ... ... .. 17 71 (73) (76) (37)
Extraordinary gain on acquisition, net of taxes . . ...ttt — — — 21 —
Cumulative effect of accounting change, netof taxes ............ ... ... ... ... ..... — — — (79) —
NELINCOME ...ttt e e $ 3,704 $ 3428 $ 3540 $ 2256 $ 1,264
Basic income from continuing operations before extraordinary gain on acquisition and
cumulative effect of accounting change per share—Common Stock ................... $ 772 $ 649 $ 659 $ 363 $ 206
Diluted income from continuing operations before extraordinary gain on acquisition and
cumulative effect of accounting change per share—Common Stock . .................. $ 758 $ 636 $ 648 $ 356 $ 205
Basic net income per share—Common StOCK . . . ...ttt $ 775 $ 663 $ 645 $ 338 $ 199
Diluted net income per share—Common Stock . ... $ 761 $ 650 $ 634 $ 331 $ 198
Basic and diluted income from continuing operations per share—Class B Stock ........... $ 6850 $ 108.00 $ 119.50 $ 249.00 $ 89.50
Basic and diluted net income per share—Class B Stock . ..., $ 6950 $ 108.00 $ 119.50 $ 249.00 $ 89.50
Dividends declared per share—Common Stock . ............... i $ 115 $ 095 $ 078 $ 0625 $ 0.0
Dividends declared per share—Class B Stock .............. ... ... ... .. oL $ 9625 $ 9625 $ 9.625 $ 9.625 $ 9.625
Ratio of earnings to fixed charges(l) .......... ...t 2.05 2.12 2.19 2.10 1.78
As of December 31,
2007 2006 2005 2004 2003
(in millions)
Balance Sheet Data:
Total investments excluding policy loans . ............... i $233,770  $226,530  $213,031 $209,383  $174,042
Separate aCCOUNE ASSELS . . . .o vt vttt ettt e e e e e e e e e e 195,583 177,463 153,159 115,568 106,680
TOtAl @SSELS . . o v oottt et e e 485,814 454266 413,374 400,828 321,274
Future policy benefits and policyholders’ account balances ........................... 195,622 187,603 177,531 179,337 146,223
Separate account liabilities .. .............. ... 195,583 177,463 153,159 115,568 106,680
Short-term debt . . ... ... ... 15,657 12,536 11,114 4,044 4,739
Long-termdebt ........ ... ... ... 14,101 11,423 8,270 7,627 5,610
Total liabilities ......... ... ... 462,357 431,374 390,611 378,484 299,982
Stockholders’ equity(2) . . . ... v vttt $ 23457 $ 22,892 $ 22,763 $ 22,344 $ 21,292

(1) 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.

(2) The Company adopted Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans” effective December 31, 2006, which resulted in a reduction of stockholders’ equity of $556 million upon adoption.
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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 2007 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 eight segments, and our Corporate
and Other operations. The Insurance division consists of our Individual Life, Individual 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 10 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.

Revenues and Expenses

We earn our revenues principally from insurance premiums; mortality, expense, and asset management and administrative 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
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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;

 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,
which can fluctuate significantly from period to period;

* 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;

e 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;
* our ability to maintain our credit and financial strength ratings; and

* our ability to manage risk and exposures.

In addition, factors such as regulation, competition, interest rates, taxes, foreign exchange rates, securities, credit and real estate
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 2007 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 companies in the U.S., offers individual and institutional clients a wide array
of financial products and services, including life insurance, annuities, mutual funds, pension and retirement-related services and
administration, investment management, real estate brokerage and relocation services, and, through a joint venture, retail securities
brokerage services. We offer these products and services through one of the largest distribution networks in the financial services industry.

Significant developments and events in 2007 reflect our continued efforts to redeploy capital effectively to seek enhanced returns.
These developments included:

* The continuation of our share repurchase program. In 2007, we repurchased 32.0 million shares of Common Stock at a total cost of
$3.0 billion. In November 2007, Prudential Financial’s Board of Directors authorized us, under a new stock repurchase program, to
repurchase up to $3.5 billion of our outstanding Common Stock during 2008.

e A 21% increase in our annual Common Stock dividend, to $1.15 per share.
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.
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Shown below are the contributions of each segment and Corporate and Other operations to our adjusted operating income for the years
ended December 31, 2007, 2006 and 2005 and a reconciliation of adjusted operating income of our segments and Corporate and Other
operations to income from continuing operations before income taxes and equity in earnings of operating joint ventures.

Year ended
December 31,

2007 2006 2005

(in millions)

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

Individual Life .. ... $ 614 $ 544 § 498
Individual ANNUILIES . ... ..o 716 586 505
Group INSUTANCE . .. .. ...ttt e e e 279 229 224
ASSEt MANAZEIMCIL . . . oo\ttt ettt et e et e e e e e e e e e e e e e 638 593 464
Financial AdVISOTY . .. ..o 297 27 (255)
REUICIMENL . . o o .ottt ettt et et e e e e e e e 456 509 498
International INSUTANCE . . . . ... . e 1,488 1,423 1,310
International INVESIMENES ... ... ... .. 259 143 106
Corporate and OthET . . ... ...ttt et e e e e e (50) 47 188
Realized investment gains (losses), net, and related adjustments . . ............ . 106 73 669
Charges related to realized investment gains (I0SSES), NEL . .. ... .. ..ttt e 57 17 (108)
Investment gains (losses) on trading account assets supporting insurance liabilities,net ............................ — 35 (33)
Change in experience-rated contractholder liabilities due to asset value changes .............. ... .. 13 11 (44)
DAVEStEd DUSINESSES . o . v vttt ettt ettt e e e e e e e e e e 37 76 (16)
Equity in earnings of operating Joint VENTUIES . . ... ... ...ttt ettt e et e e e (400) (322) (214)
Income from continuing operations before income taxes and equity in earnings of operating joint ventures for Financial
SEIVICES BUSIIESSES . . .t ittt ittt et e e e e e e 4,396 3,991 3,792
Income from continuing operations before income taxes for Closed Block Business . .......... ... ... ... oo .. 290 403 482
Consolidated income from continuing operations before income taxes and equity in earnings of operating joint ventures . ... .. $4,686 $4,394 $4,274

Results for 2007 presented above reflect the following, including the impact of adverse market conditions in the latter half of 2007
which impacted results of certain of our segments:

* Results of several segments reflect decreases in the market value of certain externally managed investments in the European market
during 2007. These decreases in market value had an aggregate negative impact of $161 million on the adjusted operating income
of the segments of the Financial Services Businesses for 2007.

 Individual Life segment results for 2007 improved in comparison to 2006 as results for the current year reflect a greater benefit
from reductions in amortization of deferred policy acquisition costs and other costs, reflecting updates of our actuarial assumptions
based on annual reviews in both 2007 and 2006, and a greater benefit in 2007 from compensation received based on multi-year
profitability of third-party products we distribute.

* Individual Annuities segment results for 2007 improved in comparison to 2006 due primarily to higher fee income reflecting higher
average variable annuity asset balances. Results for 2007 also reflect a greater contribution from the operations of the variable
annuity business acquired from The Allstate Corporation, for which prior year results reflect operations from the June 1, 2006 date
of acquisition.

* Group Insurance segment results improved in 2007, compared to 2006, primarily reflecting more favorable claims experience in our
group life business.

* Asset Management segment results in 2007 improved in comparison to 2006 primarily reflecting higher asset management fees as a
result of increased asset values due to market appreciation and net asset flows, and increased transaction fees primarily related to
real estate investment management. These increases were partially offset by less favorable results from the segment’s commercial
mortgage operations driven by 2007 losses associated with unfavorable credit market conditions in the second half of the year.

» Financial Advisory segment results for 2007 improved in comparison to 2006 primarily due to lower expenses in 2007 related to
obligations and costs we retained in connection with businesses contributed to the retail brokerage joint venture with Wachovia, as
well as higher income from our share of the joint venture reflecting the venture’s greater income from fees and commissions.

» Retirement segment results for 2007 decreased from 2006 primarily reflecting an $82 million charge related to payments made to
plan clients associated with a legal action filed against an unaffiliated asset manager. This charge, and decreases in the market value
of certain externally managed investments in the European market included in adjusted operating income in 2007, more than offset
improved investment results from a larger base of invested assets in our institutional investment products business and growth in fee
income due to higher full service retirement account balances.

e The International Insurance segment is comprised of its Life Planner and Gibraltar Life operations. Results from the segment’s Life
Planner operations were lower in 2007, reflecting decreases in the market value of certain externally managed investments in the
European market, which more than offset the continued growth of our Japanese Life Planner operations and a more favorable
impact from foreign currency exchange rates. Results from the segment’s Gibraltar Life operation improved in 2007, due primarily
to improved investment income margins reflecting investment portfolio strategies and growth of account values for its U.S. dollar
denominated fixed annuity product.
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* International Investments segment results improved in 2007, compared to 2006, primarily reflecting the gain from the sale of an
interest in operating joint ventures during 2007, higher income from market value changes on securities relating to exchange
memberships, and a benefit in 2007 from recoveries related to a former investment, as well as more favorable results in the
segment’s asset management businesses.

 Realized investment gains (losses), net, and related adjustments for the Financial Services Businesses in 2007 amounted to $106
million. Results for 2007 reflect gains on sales of equity securities primarily by our Japanese and Korean insurance operations,
partially offset by derivative losses and other-than-temporary impairments of fixed maturity and equity securities.

 Income from continuing operations before income taxes in the Closed Block Business decreased $113 million in 2007 compared to
2006. Results reflect an increase in dividends to policyholders resulting from an increase in the dividend scale, as well as an
increase in the cumulative earnings policyholder dividend obligation expense and claim costs that continue to increase with the
aging of the Closed Block policyholders, in addition to a reserve release in the prior year period. These items are partially offset by
increases in net realized investment gains and net investment income.

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 U.S. 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 U.S. 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 prices obtained 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, 2007, 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 factors, the credit quality of the issuer and the reduced liquidity associated with private placements. In determining
the fair value of certain securities, the discounted cash flow model may also use unobservable inputs, which reflect our own assumptions
about the inputs market participants would use in pricing the asset. See “—Realized Investment Gains and General Account Investments—
General Account Investments—Fixed Maturity Securities—Private Fixed Maturities—Credit Quality” and “—Realized Investment Gains
and General Account Investments—General Account Investments—Trading Account Assets supporting Insurance Liabilities” 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,
currency or interest rate related); our ability and intent to hold the investment for a period of time to 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. In addition, for our impairment review of asset-
backed fixed maturity securities with a credit rating below AA, we forecast the prospective future cash flows of the security and determine
if the present value of those cash flows, discounted using the effective yield of the most recent interest accrual rate, has decreased from the
previous reporting period. When a decrease from the prior reporting period has occurred and the security’s market value is less than its
carrying value, the carrying value of the security is reduced to its fair value, with a corresponding charge to earnings. In both cases, this
corresponding charge to earnings is referred to as an impairment. Impairments are reflected in “Realized investment gains (losses), net” in
the statements of operations and are excluded from adjusted operating income. The new cost basis of an impaired security is not adjusted
for subsequent increases in estimated fair value. In periods subsequent to the recognition of an other-than-temporary impairment, the
impaired security is accounted for as if it had been purchased on the measurement date of the impairment. Accordingly, the discount (or
reduced premium) based on the new cost basis is accreted into net investment income, and included in adjusted operating income in future
periods based upon the amount and timing of the expected future cash flows of the security, if the recoverable value of the investment
based upon those cash flows is greater than the carrying value of the investment after the impairment. 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, 2007, 2006 and 2005.
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Commercial loans, which comprise 12% of our investments as of December 31, 2007, are carried primarily at unpaid principal
balances, net of unamortized premiums or discounts and a valuation allowance for losses. This valuation 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 the
Company’s assessment as to ultimate collectibility of loan principal. Valuation allowances for non-performing loans 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. A non-performing loan is defined as a loan for which it is probable that amounts due according to the
contractual terms of the loan agreement will not be collected. The portfolio reserve is based on a number of factors, such as historical
experience and portfolio diversification. We record subsequent adjustments to our valuation allowances when appropriate. 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, 2007 and 2006.

«

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, 2007, 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, 2007, represented 47% of our total future policy benefit reserves are determined using the net level premium method as
prescribed by U.S. GAAP. Under this method, the future policy benefit reserves are accrued as a level proportion of the premium paid by
the policyholder. 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
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 Individual Life segment, which as of December 31,
2007, represented 36% 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 U.S. GAAP as the present value of expected future benefits to or on behalf of
policyholders plus the present value of future maintenance expenses less the present value of future net premiums. The expected future
benefits and expenses are determined using assumptions as to mortality, lapse, and maintenance expense. Reserve assumptions 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 U.S. GAAP liabilities (i.e.,
reserves net of any DAC asset), the existing net U.S. GAAP liabilities are adjusted to the greater amount. Our best estimate assumptions are
determined by product group. 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.
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, 2007 represented 13% of our total future
policy benefit reserves, relate to our non-participating life contingent group annuity and structured settlement products. These reserves are
generally determined as the present value of expected future benefits and expenses based on assumptions as to mortality, retirement,
maintenance expense, and interest rates. Reserves 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. We generally review our mortality assumptions and conduct a full actuarial study of
these assumptions annually. We conduct a full actuarial study of our retirement assumptions every three to five years. Generally, we do not
expect our actual mortality or retirement 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.
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Unpaid claims and claim adjustment expenses

Our liability for unpaid claims and claim adjustment expenses of $2.1 billion as of December 31, 2007 is reported as a component of
“Future policy benefits” and relates primarily to the group long-term disability products of our Group Insurance segment. This liability
represents our estimate of future disability claim payments and expenses 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
U.S. GAAP, our liability is determined as the present value of expected future claim payments and expenses. Expected 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 the Company’s historical 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 gross margins,
gross profits, or gross premiums, depending on the type of contract. As of December 31, 2007, DAC in our Financial Services Businesses
was $11.4 billion and DAC in our Closed Block Business was $0.9 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 non-participating whole life and term life policies of our Individual Life segment and the non-participating
whole life, term life, endowment and health policies of our International Insurance segment 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 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 writedowns
to the related DAC.

DAC associated with the variable and universal life policies of our Individual Life and International Insurance segments and the
variable and fixed annuity contracts of our Individual Annuities segment 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 the variable and universal life policies of our Individual Life segment, a significant portion of our gross profits is derived from
mortality margins. As a result, our estimates of future gross profits are significantly influenced by our mortality assumptions. Our mortality
assumptions represent our expected claims experience over the life of these policies and are developed based on Company experience. We
review and update our mortality assumptions annually. Updates to our mortality assumptions in future periods could have a significant
adverse or favorable effect on the results of our operations in the Individual Life segment. For the variable and universal life policies in our
International Insurance segment, mortality assumptions impact to a much lesser extent our estimates of future gross profits due to
differences in policyholder demographics, the overall age of this block of business, the amount of mortality margins and our actual
mortality experience.

The DAC balance associated with the variable and universal life policies of our Individual Life segment as of December 31, 2007 was
$2.9 billion. The following table provides a demonstration of the sensitivity of that DAC balance relative to our future mortality
assumptions by quantifying the adjustments that would be required, assuming both an increase and decrease in our future mortality rate by
1%. This information considers only the effect of changes in our mortality assumptions and not changes in any other assumptions such as
persistency, future rate of return, or expenses included in our evaluation of DAC, and does not reflect changes in reserves, such as the
unearned revenue reserve, which would partially offset the adjustments to the DAC balance reflected below.

December 31, 2007
Increase/(Reduction) in

DAC
(in millions)
Decrease in future mortality by 1% . . .. ...t $ 37
Increase in future mortality by 1% . . . . ..ot $(37)
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For a discussion of DAC adjustments related to our Individual Life segment for the years ended December 31, 2007, 2006 and 2005,
see “—Results of Operations for Financial Services Businesses by Segment—Insurance Division—Individual Life.”

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 our 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.

The future rate of return assumptions used in evaluating DAC for our domestic annuity and variable life insurance products are
derived using a reversion to the mean approach, a common industry practice. Under this approach, we consider actual returns over a period
of time and adjust future projected returns 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 future rate of return. As part of our approach for
variable annuity contracts, we develop a range of total estimated gross profits each period using statistically generated rates of return that
take into consideration the latest actual rates of return experienced to date. If the previously determined total estimated gross profits are
greater than or less than the current period’s range, we adjust our future rate of return assumptions accordingly, to reflect the result of the
reversion to the mean approach. For variable annuities products, our expected rate of return across all asset types is 8.2% per annum, which
reflects, among other assumptions, an expected rate of return of 9.5% per annum for equity type assets. The future equity rate of return
used varies by product, but was under 9.5% per annum for all of our variable annuity products for our evaluation of deferred policy
acquisition costs as of December 31, 2007.

The DAC balance associated with our domestic variable annuity contracts was $1.9 billion as of December 31, 2007. The following
table provides a demonstration of the sensitivity of that DAC balance relative to our future rate of return assumptions by quantifying the
adjustments that we would be required to consider, subject to the range of estimated gross profits determined by the statistically generated
rate of returns described above, assuming both an increase and decrease in our future rate of return by 100 basis points. This information
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, 2007
Increase/(Reduction) in

(in millions)
Increase in future rate of return by 100 basis POINLS ... ... ...ttt e $ 28
Decrease in future rate of return by 100 basis POINES . . . . ..ottt ittt et et e e e e $(28)

For a discussion of DAC adjustments related to our Individual Annuities segment for the years ended December 31, 2007, 2006 and
2005, see “—Results of Operations for Financial Services Businesses by Segment—Insurance Division—Individual Annuities.”

In addition to DAC, we also recognize assets for deferred sales inducements and valuation of business acquired, or VOBA. The
deferred sales inducements are recognized in our Individual Annuities segment and are amortized over the anticipated life of the policy
using the same methodology and assumptions used to amortize deferred policy acquisition costs. For additional information about our
deferred sales inducements, see Note 9 to the Consolidated Financial Statements. VOBA represents the present value of future profits
embedded in acquired businesses, and is determined by estimating the net present value of future cash flows from the contracts in force at
the date of acquisition. We have established a VOBA asset primarily for our acquired traditional life, deferred annuity, defined contribution
and defined benefit businesses. VOBA is amortized over the effective life of the acquired contracts. For additional information about
VOBA including details on items included in our estimates of future cash flows for the various acquired businesses and its bases for
amortization, see Note 2 to the Consolidated Financial Statements.

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. A reporting unit
is defined as an operating segment or one level below an operating segment. 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, 2007, we have
$946 million of goodwill reflected on our statements of financial position. There were no goodwill impairment charges during 2007, 2006
or 2005.

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
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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 2007
was 8.00% for our pension plans and 9.25% for our other postretirement benefit plans. Given the amount of plan assets as of September 30,
2006, 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
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, 2007

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 .. ...t $(95) $(10)
Decrease in expected rate of return by 100 basis points . ................ ... ... .. ... $ 95 $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 2007 was 5.75% for both our pension plans and our
other postretirement benefit plans. Given the amount of pensions and postretirement obligation as of September 30, 2006, 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, 2007

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

(in millions)
Increase in discount rate by 100 basis POINLS ... ..ottt tt et $(11) $(5)
Decrease in discount rate by 100 basis POINS . . ... ... oottt ittt $ 74 $3

Given the application of Statement of Financial Accounting Standards, or SFAS, No. 87, “Employers’ Accounting for Pensions,” and
the deferral and amortization of actuarial gains and losses arising from changes in our assumed discount rate, the change in net periodic
pension cost arising from an increase in the assumed discount rate by 100 basis points would not be expected to equal the change in net
periodic pension cost arising from a decrease in the assumed discount rate by 100 basis points.

For a discussion of our expected rate of return on plan assets and discount rate for our qualified pension plan in 2008 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 U.S. 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.
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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. For example, the dividends received deduction reduces the amount of dividend income
subject to tax and is a significant component of the difference between our effective tax rate and the federal statutory tax rate of 35%. The
U.S. Treasury Department and the Internal Revenue Service, or Service, are addressing through new regulations the methodology to be
followed in determining the dividends received deduction related to variable life insurance and annuity contracts. A change in the dividends
received deduction, including the possible elimination of this deduction, could increase our effective tax rate and reduce our consolidated
net income.

On January 1, 2007, we adopted FIN No. 48, “Accounting for Uncertainty in Income Taxes,” an Interpretation of FASB Statement
No. 109. This interpretation prescribes a comprehensive model for how a company should recognize, measure, present, and disclose in its
financial statements uncertain tax positions that a company has taken or expects to take on a tax return. FIN No. 48 is a two-step process,
the first step being recognition. We determine whether it is more likely than not, based on the technical merits, that the tax position will be
sustained upon examination. If a tax position does not meet the more likely than not recognition threshold, the benefit of that position is not
recognized in the financial statements. The second step is measurement. We measure the tax position as the largest amount of benefit that is
greater than 50 percent likely of being realized upon ultimate resolution with a taxing authority that has full knowledge of all relevant
information. This measurement considers the amounts and probabilities of the outcomes that could be realized upon ultimate settlement
using the facts, circumstances, and information available at the reporting date.

An increase or decrease in our effective tax rate by one percent of income from continuing operations before income taxes and equity
in earnings of operating joint ventures, would have resulted in a decline or increase in consolidated income from continuing operations
before equity in earnings of operating joint ventures in 2007 of $47 million.

Our liability for income taxes includes the liability for unrecognized tax benefits, interest and penalties which relate to tax years still
subject to review by the Service or other taxing jurisdictions. Audit periods remain open for review until the statute of limitations has
passed. Generally, for tax years which produce net operating losses, capital losses or tax credit carryforwards, or tax attributes, the statute
of limitations does not close, to the extent of these tax attributes, until the tax year in which they are fully utilized. The completion of
review or the expiration of the statute of limitations for a given audit period could result in an adjustment to our liability for income taxes.
Any such adjustment could be material to our results of operations for any given quarterly or annual period based, in part, upon the results
of operations for the given period.

On January 26, 2006, the Service 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
included an income tax benefit of $720 million, reflecting a reduction in our liability for income taxes. The statute of limitations has closed
for these tax years; however, there were tax attributes in the closed years which were utilized in subsequent tax years for which the statute
of limitations remains open.

In December 2006, the Service completed all fieldwork with regards to its examination of the consolidated federal income tax returns
for tax years 2002-2003. The final report was submitted to the Joint Committee on Taxation for their review in April 2007. In July 2007,
the Joint Committee returned the report to the Service for additional review of an industry issue regarding the methodology for calculating
the dividends received deduction related to variable life insurance and annuity contracts. The Company is responding to the Service’s
request for additional information. As discussed above, the U.S. Treasury Department and the Service are addressing through new
regulations the methodology to be followed in determining the dividends received deduction related to variable life insurance and annuity
contracts. The statute of limitations for the 2002-2003 tax years expires in 2009.

The Company’s affiliates in Japan file separate tax returns and are subject to audits by the local taxing authority. For tax years after
April 1, 2004 the general statute of limitations is 5 years from when the return is filed. For tax years prior to April 1, 2004 the general
statute of limitations is 3 years from when the return is filed. The Tokyo Regional Taxation Bureau is currently conducting a routine tax
audit of the tax returns of Gibraltar Life Insurance Company, Ltd. for the three years ended March 31, 2005, 2006 and 2007.

In January 2007, the Service began an examination of tax years 2004 through 2006. For the tax year 2007, we participated in the
Service’s new Compliance Assurance Program, or CAP. Under CAP, the Service assigns an examination team to review completed
transactions contemporaneously during the 2007 tax year in order to reach agreement with us on how they should be reported in the tax
return. If disagreements arise, accelerated resolutions programs are available to resolve the disagreements in a timely manner before the tax
return is filed. It is management’s expectation this new program will significantly shorten the time period between the filing of our federal
income tax return and the Service’s completion of its examination of the return.

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 U.S. 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.
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Accounting Pronouncements Adopted and Recently Issued Accounting Pronouncements

See Note 2 to our Consolidated Financial Statements for a discussion of recently adopted accounting pronouncements, including the
effect of adopting FSP SFAS 13-2, “Accounting for a Change or Projected Change in the Timing of Cash Flows Relating to Income Taxes
Generated by a Leveraged Lease Transaction,” an amendment of FASB Statement No. 13 and FIN No. 48, “Accounting for Uncertainty in
Income Taxes,” an Interpretation of FASB Statement No. 109 and SOP 05-1, “Accounting by Insurance Enterprises for Deferred
Acquisition Costs in Connection With Modifications or Exchanges of Insurance Contracts.” See Note 2 to our Consolidated Financial
Statements for a discussion of recently issued accounting pronouncements.

The following provides additional discussion of certain accounting policies adopted.

Share-Based Payments

Effect of Adoption

We issued employee stock options during 2001 and 2002 that were previously 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 SFAS No. 123, “Accounting for Stock-Based Compensation,” prior to its revision. 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. Accordingly, the amount we included in the determination of net income
for periods prior to January 1, 2006, 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. We adopted SFAS No. 123(R) on January 1, 2006, using the modified
prospective application transition method. There were no unvested stock options issued prior to January 1, 2003, and, therefore, the
adoption of SFAS No. 123(R) had no impact to our consolidated financial condition or results of operations with respect to the unvested
employee options.

For the changes required prospectively in accounting for options and awards with non-substantive vesting conditions, see Note 2 to
our Consolidated Financial Statements.

Valuation of Stock Options Issued to Employees

As described above, we did not record any compensation cost for employee stock options issued prior to January 1, 2003. However,
we are required to disclose the net income and basic and diluted earnings per share that we would have reported if we had been recognizing
compensation cost associated with those options. See Note 2 to our Consolidated Financial Statements for this proforma disclosure. For
purposes of this disclosure the fair value of these options was determined using a Black-Scholes option-pricing model. This model
considers dividend yield, expected volatility, risk-free interest rate, and expected life of the option and uses an equation to produce a fair
value. For options issued on or after January 1, 2003, the fair value of each option was estimated using a binomial option-pricing model.
This model also considers dividend yield, expected volatility, risk-free interest rate, and expected life of the option but, unlike the Black-
Scholes options pricing model, it produces an estimated fair value based on the assumed changes in price of a financial instrument over
successive periods of time. We selected the binomial option pricing model because, absent observable market prices, we believe it produces
a fair value that best reflects the substantive characteristics of the employee stock options we issue. See Note 15 to our Consolidated
Financial Statements for the assumptions used in valuing employee stock options issued in 2007, 2006, and 2005.

Excess Tax Benefits

An excess tax benefit is generated whenever the tax deduction associated with share-based payment arrangements exceeds the related
cumulative compensation cost recognized for financial reporting purposes. Excess tax benefits are included in additional paid-in capital in
the period that the related tax deduction reduces our taxes payable. If the tax deduction associated with share-based payment arrangements
is less than the cumulative compensation cost recognized for financial reporting purposes, the unused portion of the deferred tax asset is
first offset against additional paid-in capital generated from past excess tax benefits then charged to tax expense. As of the date of adoption
of SFAS No. 123(R), we were required to determine the portion of our additional paid-in capital that was generated from the realization of
excess tax benefits prior to the date of adoption and is therefore available to offset deferred tax assets that may need to be written off in
future periods had we adopted the fair value recognition provisions of SFAS No. 123 beginning in 2001. We chose to calculate this “pool”
of additional paid-in capital using the alternative transition, or short cut, method provided for in FASB Staff Position FAS 123(R)-3,
“Transition Election to Accounting for the Tax Effects of Share-Based Payment Awards.” Under the short cut method, this “pool” of
additional paid-in capital was calculated as the sum of all net increases of additional paid-in capital recognized in our financial statements
related to tax benefits from share-based payment transactions subsequent to the adoption of SFAS No. 123 but prior to the adoption of
SFAS No. 123(R) less the cumulative incremental pre-tax compensation costs that would have been recognized if SFAS No. 123 had been
used to account for share-based payment transactions, tax effected at our statutory tax rate as of the adoption of SFAS No. 123(R).

Effect on Calculation of Diluted Earnings Per Share of Common Stock

In calculating the dilutive effect of share-based payment arrangements such as stock options issued to employees, we apply the
treasury stock method prescribed by SFAS No. 128, “Earnings Per Share.” In applying the treasury stock method to such arrangements we
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consider hypothetical excess tax benefits that would be recognized assuming all employee options are exercised and shares issued to
employees vest. As a result of the adoption of SFAS No. 123(R), we can now only include in this calculation the hypothetical excess tax
benefits that would have resulted in a reduction of taxes payable in the current period. Prior to our adoption of SFAS No. 123(R), we
considered hypothetical excess tax benefits in applying the treasury stock method if it was probable that the excess tax benefit would be
utilized for tax purposes prior to its expiration.

As described above, we did not use the fair value recognition provisions of SFAS No. 123, as amended, for employee stock options
issued prior to January 1, 2003. In applying the treasury stock method to these options, prior to our adoption of SFAS No. 123(R), the
hypothetical excess tax benefit from these options was calculated as the entire amount deductible on our tax return. Upon adoption of SFAS
No. 123(R), we elected to continue to apply this calculation methodology for options issued to employees prior to January 1, 2003.

Consolidated Results of Operations

The following table summarizes net income for the Financial Services Businesses and the Closed Block Business for the periods
presented.

Year ended
December 31,

2007 2006 2005
(in millions)

Financial Services Businesses by segment:

Individual Life . ... e $ 548 $§ 482 § 527
Individual ANNUITIES . . . oottt ettt e e e e e e e e e e e e e e e e s 672 539 503
Group INSUTANCE . . ... ...ttt et et 247 211 293
Total InSurance DIVISION . . . ..ottt ettt e e e e e e e e e e s 1,467 1,232 1,323
ASSet MANAZEMENL . .. ...ttt 657 589 465
Financial AdVISOTY . .. ..o e (73) (267) (447)
REUICIMENL . . . o oottt e et e e e e e e e e e e e e e 364 425 435
Total Investment DIVISION . . . . ..ottt e 948 747 453
International INSUTANCE . . .. ... oottt ettt ettt e e e e e e e e et e e e e e s 1,891 1,607 1,401
International INVESUMENES . . . . ..ottt ettt et et e e e e 227 176 84
Total International Insurance and Investments Division . ........... ... ..t 2,118 1,783 1,485
Corporate and Other . ... ... ... .. (137) 229 531
Income from continuing operations before income taxes and equity in earnings of operating joint ventures for Financial
SEIVICES BUSINESSES . o\ttt it ettt et e et e e e e e e e 4,396 3,991 3,792
INCOME tAX EXPENSE . . . o vttt ettt et e e et e e e e e e e e e e e e 1,145 1,126 642
Income from continuing operations before equity in earnings of operating joint ventures for Financial Services Businesses . . 3,251 2,865 3,150
Equity in earnings of operating joint ventures, Net Of taXeS .. ... ...ttt 246 208 142
Income from continuing operations for Financial Services Businesses . ... ...... ... ..ot 3,497 3,073 3,292
Income (loss) from discontinued operations, Net Of taXeS . . . . ... ..ottt e 15 71 (73)
Net income—Financial Services BUSineSSes . .. .. ...ttt e $3,512  $ 3,144 $ 3,219
Basic income from continuing operations per share—Common Stock . ......... ... $772 $ 649 $ 6.9
Diluted income from continuing operations per share—Common Stock . ................. i $ 758 $ 636 $ 648
Basic net income per share—Common StOCK . . . . .. ...ttt $775 $ 663 $ 645
Diluted net income per share—Common StOCK . . .. ...ttt $761 $ 650 $ 634

Closed Block Business:

Income from operations before income taxes for Closed Block Business ............... ... ... .. .. o i, $ 290 $ 403 § 482
INCOME tAX EXPENSE . . . o o vttt ettt e e et e e e e e e e e e e e e 100 119 161
Income from continuing operations for Closed Block Business .. ........... ... .. .. i 190 284 321
Income from discontinued operations, NEt Of LAXES . ... ...ttt ittt e 2 — —
Net income—Closed BIock BUSINESS . . . . . ..ottt et e e e e e e e s $ 192 $§ 284 § 321
Basic and diluted income from continuing operations per share—Class B Stock . ......... ... ... ... ... . i .. $68.50 $108.00 $119.50
Basic and diluted net income per share—Class B StOCK ... ..ottt $69.50  $108.00 $119.50
Consolidated:
NELINCOME .« o v v ettt e e e e e e e e e e e e $3,704 $ 3,428 $ 3,540
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Results of Operations—Financial Services Businesses

2007 to 2006 Annual Comparison. Income from continuing operations attributable to the Financial Services Businesses increased
$424 million, from $3.073 billion in 2006 to $3.497 billion in 2007. The increase reflects improved investment results, continued growth in
our international operations, the benefit of higher asset based fees, a greater contribution from the variable annuity business acquired from
The Allstate Corporation, for which the prior year period includes results from only the June 1, 2006 date of acquisition, as well as
increased earnings from our retail brokerage joint venture with Wachovia, including the benefit of lower retained expenses in 2007.
Partially offsetting these items were increased general and administrative expenses, consistent with the growth in the business, and a lower
level of net realized investment gains. On a diluted per share basis, income from continuing operations attributable to the Financial Services
Businesses for the year ended December 31, 2007 of $7.58 per share of Common Stock increased from $6.36 per share of Common Stock
for the year ended December 31, 2006. This increase reflects the increase in earnings discussed above and the benefit of a lower number of
shares of Common Stock outstanding due to our share repurchase program. We analyze the operating performance of the segments
included in the Financial Services Businesses using “adjusted operating income” as described in “—Segment Measures,” below. For a
discussion of our segment results on this basis see “—Results of Operations for Financial Services Businesses by Segment,” below. In
addition, for a discussion of the realized investment gains (losses), net, attributable to the Financial Services Businesses, see “—Realized
Investment Gains and General Account Investments—Realized Investment Gains,” below.

The direct equity adjustment increased income from continuing operations available to holders of the Common Stock for earnings per
share purposes by $53 million for the year ended December 31, 2007, compared to $68 million for the year ended December 31, 2006. As
described more fully in Note 14 to the Consolidated Financial Statements, the direct equity adjustment modifies earnings available to
holders of the Common Stock and the Class B Stock for earnings per share purposes. The holders of the Common Stock will benefit from
the direct equity adjustment as long as reported administrative expenses of the Closed Block Business are less than the cash flows for
administrative expenses determined by the policy servicing fee arrangement that is based upon insurance and policies in force and statutory
cash premiums. As statutory cash premiums and policies in force in the Closed Block Business decline, we expect the benefit to the
Common Stock holders from the direct equity adjustment to decline accordingly. If the reported administrative expenses of the Closed
Block Business exceed the cash flows for administrative expenses determined by the policy servicing fee arrangement, the direct equity
adjustment will reduce income available to holders of the Common Stock for earnings per share purposes.

2006 to 2005 Annual Comparison. Income from continuing operations attributable to the Financial Services Businesses of $3.073
billion declined slightly from 2005. Continued growth of international insurance operations, improved investment results, higher asset
based fees including the results of the business we acquired from Allstate in 2006, and increased earnings from our investment in the retail
brokerage joint venture with Wachovia were offset by a lower level of net realized investment gains and a higher level of general and
administrative expenses consistent with the growth in the businesses. The benefit of these items as compared to the prior year were more
than offset by the benefit recognized in 2005 of $720 million from a reduction of tax liabilities in connection with the Internal Revenue
Service examination of our tax returns for the years 1997 through 2001. On a diluted per share basis, income from continuing operations
attributable to the Financial Services Businesses for the year ended December 31, 2006 of $6.36 per share of Common Stock declined from
$6.48 per share of Common Stock for the year ended December 31, 2005. This decline reflects the decrease in earnings discussed above,
partially offset by the benefit of a lower number of shares of Common Stock outstanding due to our share repurchase program, the cost of
which contributed to the decline in earnings discussed above.

The direct equity adjustment increased income from continuing operations available to holders of the Common Stock for earnings per
share purposes by $68 million for the year ended December 31, 2006, compared to $82 million for the year ended December 31, 2005.

Results of Operations—Closed Block Business

2007 to 2006 Annual Comparison. Income from continuing operations attributable to the Closed Block Business for the year ended
December 31, 2007, was $190 million, or $68.50 per share of Class B stock, compared to $284 million, or $108.00 per share of Class B
Stock, for the year ended December 31, 2006. The direct equity adjustment decreased income from continuing operations available to the
Class B Stock holders for earnings per share purposes by $53 million for the year ended December 31, 2007, compared to $68 million for
the year ended December 31, 2006. For a discussion of the results of operations for the Closed Block Business, see “—Results of
Operations of Closed Block Business,” below.

2006 to 2005 Annual Comparison. Income from continuing operations attributable to the Closed Block Business for the year ended
December 31, 2006, was $284 million, or $108.00 per share of Class B Stock, compared to $321 million, or $119.50 per share of Class B
Stock, for the year ended December 31, 2005. The direct equity adjustment decreased income from continuing operations available to the
Class B Stock holders for earnings per share purposes by $68 million for the year ended December 31, 2006, compared to $82 million for
the year ended December 31, 2005.

Segment Measures

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 U.S. GAAP. Adjusted operating
income does not equate to “income from continuing operations before income taxes and equity in earnings of operating joint ventures” or
“net income” as determined in accordance with U.S. 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
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Businesses by adjusting each segment’s “income from continuing operations before income taxes and equity in earnings of operating joint
ventures” for 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 U.S. GAAP; and

* equity in earnings of operating joint ventures.

The items above are important to an understanding of our overall results of operations. Adjusted operating income is not a substitute
for income determined in accordance with U.S. 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,” except as indicated below,
and related charges and adjustments. A significant element of realized investment gains and losses are impairments and credit-related and
interest rate-related gains and losses. Impairments and losses from sales of credit-impaired securities, the timing of which depends largely
on market credit cycles, can vary considerably across periods. The timing of other sales that would result in gains or losses, such as interest
rate-related gains or losses, is largely subject to our discretion and influenced by market opportunities, as well as our tax profile. 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.

As noted above, certain “Realized investment gains (losses), net,” are included in adjusted operating income. We 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 that represent current period yield adjustments. The realized
investment gains or losses from products that are free standing derivatives, or contain embedded derivatives, along with the realized
investment gains or losses from associated derivative portfolios that are part of an economic hedging program related to the risk of these
products, are included in adjusted operating income. Adjusted operating income also includes for certain embedded derivatives, as current
period yield adjustments, a portion of the cumulative realized investment gains above the original fair value, on an amortized basis over the
remaining life of the related security, or cumulative realized investment losses, and recoveries of such losses, in the period incurred.
Adjusted operating income also includes those realized investment gains and losses that represent profit or loss of certain of our businesses
which primarily originate investments for sale or syndication to unrelated investors.

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

2007 2006 2005

(in millions)

Operating results:

REVENUES . . ..ot e $2,594  $2,216 $2,262
Benefits and EXPEeNSes . . ... oot e 1,980 1,672 1,764
Adjusted OPerating iNCOMIE . . . ... ...ttt ettt et ettt e e et e e e e e e e e 614 544 498
Realized investment gains (losses), net, and related adjustments(1) . ....... ... .. i (66) (62) 29

Income from continuing operations before income taxes and equity in earnings
Of Operating JOINt VENTUIES . . . o oo oottt ettt ettt et ettt e e e e e e e e e e e e e e e e e e e e $ 548 $ 482 § 527

¢

(1) Revenues exclude Realized investment gains (losses), net, and related adjustments. See “—Realized Investment Gains and General Account

Investments—Realized Investment Gains.”
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Adjusted Operating Income

2007 to 2006 Annual Comparison. Adjusted operating income increased $70 million, from $544 million in 2006 to $614 million in
2007. Adjusted operating income for 2007 includes a $78 million benefit from a net reduction in amortization of deferred policy acquisition
costs and other costs due to an increased estimate of total gross profits used as a basis for amortizing deferred policy acquisition costs and
unearned revenue reserves, based on an annual review, primarily reflecting improved future mortality expectations, compared to a $46
million benefit from the annual review in 2006. Results for 2007 also include a $57 million benefit from compensation received based on
multi-year profitability of third-party products we distribute while 2006 included a $25 million benefit for this item. Absent the effect of
these items, adjusted operating income for 2007 increased $6 million from the prior year, reflecting higher fees resulting primarily from
higher asset balances as a result of market value changes and higher margins from growth in term and universal life insurance in force.
Mortality experience, net of reinsurance, was slightly more favorable compared to 2006.

2006 to 2005 Annual Comparison. Adjusted operating income increased $46 million, from $498 million in 2005 to $544 million in
2006. Adjusted operating income for 2006 includes a $46 million benefit from a net reduction in amortization of deferred policy acquisition
costs and other costs. The net reduction in amortization and other costs was due to an increased estimate of total gross profits used as a
basis for amortizing deferred policy acquisition costs and unearned revenue reserves, based on an annual review, primarily reflecting
improved mortality and lower maintenance expenses, partially offset by refinements in other reserves. Results for 2006 also improved $20
million from the prior year, as 2006 includes a $25 million benefit and the prior year included a $5 million benefit from compensation
received based on multi-year profitability of third-party products we distribute. The benefit of these items to 2006 results, together with
higher fees resulting from higher asset balances reflecting market value changes and increased net investment income, net of interest
credited and interest expense, primarily reflecting higher yields in 2006, were partially offset by less favorable mortality experience, net of
reinsurance, compared to the prior year.

Revenues

2007 to 2006 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased by $378 million,
from $2.216 billion in 2006 to $2.594 billion in 2007. Policy charges and fee income increased $120 million, including $102 million due to
the effects of updates in both periods of our assumptions related to the amortization of unearned revenue reserves based on the annual
reviews discussed above. Absent this item, policy charges and fee income increased $18 million reflecting growth in our universal life
insurance in force. Asset management fees and other income increased $46 million, including a $32 million increase in compensation
received based on multi-year profitability of third-party products we distribute, as discussed above, as well as higher asset based fees due to
higher asset balances reflecting market value changes. Premiums increased $104 million, primarily due to increased premiums on term life
insurance reflecting continued growth of our in force block of term insurance. Net investment income increased $108 million, reflecting
higher asset balances primarily from the financing of statutory capital activity for certain term and universal life insurance policies and
higher yields in 2007.

2006 to 2005 Annual Comparison. Revenues decreased $46 million, from $2.262 billion in 2005 to $2.216 billion in 2006. Policy
charges and fee income decreased $175 million, including $190 million due to the update of our assumptions related to amortization of
unearned revenue reserves based on the annual review discussed above, amounting to a $147 million reduction in 2006, and a similar
update in 2005 resulting in a $43 million increase that was more than offset by an increase in amortization of deferred policy acquisition
costs and a decrease in change in reserves. Absent this item, policy charges and fee income increased $15 million. Premiums increased $38
million, primarily due to increased premiums on term life insurance reflecting continued growth of our in force block of term insurance
products. Net investment income increased $52 million, reflecting higher assets and higher yields in 2006, which included the benefit from
the sale of lower yielding bonds and reinvestment of proceeds at higher interest rates. The realized investment losses generated from these
sales are excluded from adjusted operating income. For a discussion of realized investment gains and losses, including those related to
changes in interest rates, see “—Realized Investment Gains and Losses and General Account Investments—Realized Investment Gains.”
This increase was partially offset by the collection of investment income on a previously defaulted bond in 2005. Asset management fees
and other income increased $39 million, including the benefit to adjusted operating income from compensation received based on multi-
year profitability of third-party products we distribute as discussed above. The remainder of the increase reflects higher asset based fees
due to higher asset balances from market appreciation.

Benefits and Expenses

2007 to 2006 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased $308
million, from $1.672 billion in 2006 to $1.980 billion in 2007. Absent the impacts of the annual reviews conducted in both 2007 and 2006
discussed above, benefits and expenses increased $238 million, from $1.865 billion in 2006 to $2.103 billion in 2007. On this basis,
policyholders’ benefits, including interest credited to policyholders’ account balances, increased $137 million, reflecting higher claims
payments and increases in reserves on term life insurance associated with growth in our in force block of term insurance compared to 2006.
Also on this basis, amortization of deferred policy acquisition costs increased $8 million, reflecting less favorable separate account fund
performance partially offset by more favorable policy persistency compared to 2006. Interest expense increased $83 million, primarily
reflecting interest on borrowings related to the financing of statutory capital activity for certain term and universal life insurance policies.

2006 to 2005 Annual Comparison. Benefits and expenses decreased $92 million, from $1.764 billion in 2005 to $1.672 billion in
2006. Absent the impacts of the annual reviews conducted in both 2006 and 2005, as discussed above, benefits and expenses increased
$158 million, from $1.707 billion in 2005 to $1.865 billion in 2006. On this basis, amortization of deferred policy acquisition costs
increased $11 million. Also on this basis, policyholders’ benefits, including interest credited to policyholders’ account balances, increased
$129 million, reflecting methodology refinements to certain reserves, growth in our in force block of term insurance products, as well as
less favorable mortality experience compared to the prior year.
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Sales Results

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, for the periods indicated. Sales of the individual life
insurance business do not correspond to revenues under U.S. 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.

Year ended December 31,
2007 2006 2005
(in millions)

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

Variable [ife .. ..o $106 $ 90 $ 83
Universal Life . . ... e 176 192 214

Term L@ . . o oo 212 148 122
Total excluding corporate-owned life InSUTANCe . ............ ... ... i 494 430 419
Corporate-owned 1ife INSUTANCE . . . ... ...t e e e 11 12 7

0 7 $505 $442 $426

Life insurance sales by distribution channel, excluding corporate-owned life insurance(1):

Prudential AGents . . .. ...ttt $174 $181 $212
TRITA PATLY . o oottt et e e e e e e e e e 320 249 207
8 $494 $430 $419

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

2007 to 2006 Annual Comparison. Sales of new life insurance, excluding corporate-owned life insurance, measured as described
above, increased $64 million, from $430 million in 2006 to $494 million in 2007. Sales of term life products increased $64 million. Sales
of variable life products increased $16 million, which included the benefit of several large case sales in 2007. Sales of universal life
products decreased $16 million.

The increase in sales of life insurance, excluding corporate-owned life insurance, was driven by a $71 million increase in sales from
the third party distribution channel, primarily in term life and variable life products, with universal life sales slightly lower than the prior
year due to a higher level of large universal life cases placed in 2006. Sales by Prudential Agents of $174 million in 2007 were $7 million
lower than the prior year, reflecting a large case placed in 2006 and a decline in the number of agents from 2,562 at December 31, 2006 to
2,425 at December 31, 2007.

2006 to 2005 Annual Comparison. Sales of new life insurance, excluding corporate-owned life insurance, measured as described
above, increased $11 million, from $419 million in 2005 to $430 million in 2006. Sales of our term life and variable life products increased
$33 million. This increase was partially offset by decreased sales of our universal life products.

Sales of life insurance, excluding corporate-owned life insurance, from the third party distribution channel increased $42 million,
reflecting increased term and variable life sales, with universal life sales remaining unchanged, as both periods benefited from a large level
of universal life sales. Sales of life insurance by Prudential Agents decreased $31 million, reflecting a decline in the number of agents from
2,946 at December 31, 2005 to 2,562 at December 31, 2006, which impacted all life insurance product lines. In 2006, for the first time,
more than half of our individual life insurance sales were generated through third party channels.

Policy Surrender Experience

The following table sets forth the individual life insurance business’ 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 U.S.
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,
2007 2006 2005

(in millions)
................................................................................ $752 $744 $698

Cash value of surrenders

Cash value of surrenders as a percentage of mean future benefit reserves, policyholders’ account balances, and separate
account balances .. ... ... ... 3.3% 3.5% 3.5%
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2007 to 2006 Annual Comparison. The total cash value of surrenders increased $8 million, from $744 million in 2006 to $752
million in 2007, reflecting a greater volume of surrenders of variable life insurance in 2007 compared to the prior year. The level of
surrenders as a percentage of mean future policy benefit reserves, policyholders’ account balances and separate account balances remained
essentially flat.

2006 to 2005 Annual Comparison. The total cash value of surrenders increased $46 million, from $698 million in 2005 to $744
million in 2006, reflecting an increase in surrenders of variable corporate-owned life insurance in 2006 compared to the prior year. The
level of surrenders as a percentage of mean future policy benefit reserves, policyholders’ account balances and separate account balances
remained flat.

Individual Annuities

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

2007 2006 2005

(in millions)

Operating results:

REVENUES . . . oottt e $2,495 $2,101 $1,717

Benefits and eXPenses . . ... ... 1,779 1,515 1,212

Adjusted OPerating INCOME . . . . . oottt et ettt et e e e e e e e e e e e e e e 716 586 505
Realized investment gains (losses), net, and related adjustments(1) .......... .. ... .. i 54) (72) 3
Related charges(1)(2) . ..ottt e e e e e e e e 10 25 (@)

Income from continuing operations before income taxes and equity
in earnings of OPerating JOINt VENLUIES . . . ..o v vttt ettt ettt et e e et e et e et e e e e e e e et e e e $ 672 $ 539 $ 503

(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. 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, deferred sales inducements and value of business acquired.

On June 1, 2006, we acquired the variable annuity business of The Allstate Corporation, or Allstate, through a reinsurance transaction
for $635 million of total consideration, consisting primarily of a $628 million ceding commission. Our initial investment in the business
was approximately $600 million, consisting of the total consideration, offset by the related tax benefits and an additional contribution of
$94 million to meet regulatory capital requirements. See Note 3 to the Consolidated Financial Statements for further discussion of this
acquisition.

Adjusted Operating Income

2007 to 2006 Annual Comparison. Adjusted operating income increased $130 million, from $586 million in 2006 to $716 million in
2007. Results for both periods include the impact of annual reviews of our estimate of total gross profits used as a basis for amortizing
deferred policy acquisition and other costs and the reserve for the guaranteed minimum death and income benefit features of our variable
annuity products. Adjusted operating income for 2007 included a $30 million benefit from this annual review, reflecting market value
increases in the underlying assets associated with our variable annuity products, and decreased cost of actual and expected death claims,
partially offset by the impact of model refinements and higher expected lapse rates for the variable annuity business acquired from Allstate.
Adjusted operating income for 2006 included a $37 million benefit from the annual review, primarily reflecting improved net interest
spread from increased investment yields.

Absent the effect of the annual reviews discussed above, adjusted operating income for 2007 increased $137 million from 2006.
Adjusted operating income from the variable annuity business acquired from Allstate, excluding the impact of the annual review discussed
above, increased $27 million, reflecting a $81 million contribution for 2007, compared to $54 million for 2006, which reflects results only
for the initial seven months of operations from the date of acquisition. The remainder of the increase came primarily from higher fee
income driven by higher average asset balances from market appreciation and positive net asset flows in our variable annuity account
values. Also contributing to the increase was a $17 million favorable variance in the mark-to-market of embedded derivatives and related
hedge positions associated with our living benefit features, net of amortization of deferred policy acquisition and other costs. Partially
offsetting these items was an increase in amortization of deferred policy acquisition and other costs reflecting increased gross profits in
2007, and an increase in general and administrative expenses, net of capitalization, reflecting higher distribution and asset management
costs associated with growth in variable annuity account values, as well as growth of the business. In addition, interest expense increased
driven by higher borrowings related to growth of the business, and net investment income, net of interest credited to policyholders’ account
balances, decreased primarily as a result of declining annuity account values invested in our general account, reflecting our emphasis on
sales of variable annuities together with asset allocation requirements associated with the living benefit features we offer in our variable
annuity products.
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The contribution of the acquired Allstate business to adjusted operating income for 2007, excluding the impact of the annual review
discussed above, consists of revenues of $383 million and benefits and expenses of $302 million. Revenues from the acquired business
consisted primarily of policy charges and fees of $254 million, net investment income of $70 million and asset management fees and other
income of $54 million. Benefits and expenses from this business, excluding the impact of the annual review discussed above, consisted
primarily of general and administrative expenses, net of capitalization, of $204 million and policyholders’ benefits, including interest
credited to policyholders’ account balances, of $93 million.

2006 to 2005 Annual Comparison. Adjusted operating income increased $81 million, from $505 million in 2005 to $586 million in
2006. Adjusted operating income for 2006 included a $37 million benefit from an annual review, as discussed above. Adjusted operating
income for 2005 included a net $87 million benefit from an annual review, reflecting improved net interest spread from increased yields,
decreased costs of actual and expected death claims and modeling refinements implemented. Absent the effect of these items, adjusted
operating income for 2006 increased $131 million from the prior year, including a $54 million contribution in 2006 from the variable
annuity business acquired from Allstate. The remainder of the $131 million increase came primarily from higher fee income driven by
higher average asset balances from market appreciation and net flows in our variable annuity account values. Partially offsetting these
items was an increase in distribution costs charged to expense associated with increased variable annuity sales and account values and
increased general expenses related to expansion initiatives. In addition, results for 2005 benefited $6 million, net of related amortization of
deferred policy acquisition costs, from the collection of investment income on a previously defaulted bond.

The contribution of the acquired Allstate business to adjusted operating income for 2006 consists of revenues of $221 million and
benefits and expenses of $167 million. Allstate’s revenues consisted primarily of policy charges and fees of $143 million, net investment
income of $46 million and asset management fees and other income of $28 million. Benefits and expenses consisted primarily of general
and administrative expenses, net of capitalization, of $107 million and policyholders’ benefits, including interest credited to policyholders’
account balances, of $59 million.

Revenues

2007 to 2006 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $394 million,
from $2.101 billion in 2006 to $2.495 billion in 2007, including increased revenues of $162 million related to the variable annuity business
acquired from Allstate. The remainder of the increase in revenues came primarily from a $306 million increase in policy charges and fees
and asset management fees and other income reflecting an increase in variable annuity account values driven by changes in average market
value and positive net flows. Included in the increase in asset management fees and other income is a $37 million favorable variance in the
mark-to-market of embedded derivatives and related hedge positions associated with our living benefit features. Partially offsetting these
items was a $62 million decrease in net investment income, excluding the impact from the business acquired from Allstate, primarily as a
result of declining annuity account values invested in our general account, as discussed above.

2006 to 2005 Annual Comparison. Revenues increased $384 million, from $1.717 billion in 2005 to $2.101 billion in 2006,
including revenues of $221 million from the Allstate business acquired during the second quarter of 2006. The remainder of the increase in
revenues, $163 million, came primarily from increases of $131 million in policy charges and fees and $65 million in asset management
fees and other income, which includes $9 million from the mark-to-market of embedded derivatives and related hedge positions associated
with our living benefits features. These increases were partially offset by a $43 million decrease in net investment income. The increase in
policy charges and fees reflects an increase in the average market value of variable annuity account values and positive net flows in our
variable annuities, including an increase in account values with living benefit options. The increase in asset management fees and other
income was primarily due to an increase in asset based fees driven by an increase in the average market value of variable annuity customer
accounts and positive net flows of our variable annuities. The decrease in net investment income came primarily from the impact of a shift
in customer funds from fixed income investments to variable investments. In addition, net investment income for 2005 included the
collection of investment income on a previously defaulted bond as indicated above. These decreases were partially offset by higher yields
in 2006 which benefited from the sale of lower yielding bonds and reinvestment of proceeds at higher available interest rates. The realized
investment losses generated from these sales are excluded from adjusted operating income. For a discussion of realized investment gains
and losses, including those related to changes in interest rates, see “—Realized Investment Gains and Losses and General Account
Investments—Realized Investment Gains.”

Benefits and Expenses

2007 to 2006 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased $264
million, from $1.515 billion in 2006 to $1.779 billion in 2007. Excluding the impact of the annual reviews discussed above and increased
benefits and expenses of $135 million related to the variable annuity business acquired from Allstate, benefits and expenses increased $122
million from 2006 to 2007. Contributing to this increase is a $88 million increase in general and administrative expenses, net of
capitalization, due to higher distribution and asset management costs associated with growth in variable annuity account values, and growth
of the business. Also contributing to this increase was a $56 million increase in amortization of deferred policy acquisition costs reflecting
increased gross profits in the current period. In addition, interest expense increased $9 million, driven by higher borrowings related to
growth of the business. Partially offsetting these items was an $31 million reduction in policyholders’ benefits, including interest credited
to policyholders’ account balances, primarily reflecting a decrease in interest credited to policyholders resulting from declining annuity
account values invested in our general account, as discussed above.

2006 to 2005 Annual Comparison. Benefits and expenses increased $303 million, from $1.212 billion in 2005 to $1.515 billion in
2006. Excluding the impact of the annual reviews discussed above and benefits and expenses of $167 million from the Allstate business
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acquired during the second quarter of 2006, benefits and expenses increased $86 million. This increase primarily relates to a $75 million
increase in general and administrative expenses reflecting increased distribution costs charged to expense associated with increased
variable annuity account value and sales, increased expenses related to expansion initiatives and growth of the business, and increased asset
management costs associated with the growth in variable annuity account values. Also contributing to this increase was a $9 million
increase in amortization of deferred policy acquisition costs reflecting increased gross profits in 2006. Partially offsetting these items was a
$17 million reduction in policyholders’ benefits, including interest credited to policyholders’ account balances, reflecting lower costs of our
guaranteed benefits in 2006, resulting from reduction in our net amount at risk.

Account Values

The following table sets forth changes in account values for the individual annuity business, for the periods indicated. 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,
2007 2006 2005
(in millions)

Variable Annuities(1):

Beginning total ACCOUNT VAIUE . . . . oottt ettt e e et e e et e e e e e e $74,555  $50,778  $47,418
Sl ot 11,678 9,593 7,106
Surrenders and Withdrawals . ... ... ... ... (9,568) (7,722) (5,691)
Nt SALES . ettt et e e e e e e e e e e e 2,110 1,871 1,415
Benefit PAYMENLS . . .. oot e e e (1,131) (918) (678)
Nt FlOWS .ttt et e e e e 979 953 737
Change in market value, interest credited and other activity .. ......... ... ... it 6,076 7,448 3,299
POliCy Charges . . ..ot (1,280) (936) (676)
ACQUISILION o . ettt ettt e et et et e e e e e e — 16,312 —
Ending total acCount VAIUE (2) . ..ottt ettt e e e e e e e $80,330 $74,555 $50,778

Fixed Annuities:

Beginning total account valte . . . . ... ... e $ 3,748 $ 3991 $ 3,879
LS ot 73 119 361
Surrenders and Withdrawals . . ... ... ... .. e s (286) (313) (231)
Net sales (edemPtions) . . . . oo vttt ettt e e e e e e e e (213) (194) 130
Benefit PAYMENLS .. .. ...t e e (167) (176) (160)
Nt IOWS oottt e et e e e e e (380) (370) (30)
Interest credited and Other aCtiVity . ... ... ... ittt 124 131 147
POLiCY Char@es . . . .ottt e “4) “4) [®)]
Ending total aCCOUNt VAIUE . . . . ..ottt ettt e e e e e e e $ 3,488 §$ 3,748 § 3,991

(1) Variable annuities include only those sold as retail investment products. Investments through defined contribution plan products are included with such
products within the Retirement segment.

(2) As of December 31, 2007, variable annuity account values are invested in equity funds ($39 billion or 49%), balanced funds ($22 billion or 27%), bond
funds ($8 billion or 10%), and other ($11 billion or 14%). Variable annuity account values with living benefit features were $37.1 billion, $28.4 billion,
and $14.0 billion as of December 31, 2007, 2006, and 2005, respectively. See Note 9 to the Consolidated Financial Statements for additional
information regarding the net amount at risk related to our variable annuity benefit features.

2007 to 2006 Annual Comparison. Total account values for fixed and variable annuities amounted to $83.8 billion as of
December 31, 2007, an increase of $5.5 billion from December 31, 2006. The increase came primarily from increases in the market value
of customers’ variable annuities and positive variable annuity net flows. Individual variable annuity gross sales increased by $2.1 billion,
from $9.6 billion in 2006 to $11.7 billion in 2007, reflecting increased sales of $838 million related to the business acquired from Allstate,
increased sales from our optional living benefit product features, and growth of our distribution relationships. Individual variable annuity
surrenders and withdrawals increased by $1.9 billion, from $7.7 billion in 2006 to $9.6 billion in 2007, including increased surrenders and
withdrawals of $1.1 billion related to the business acquired from Allstate, as well as the impact of higher average account values due to
market appreciation.

2006 to 2005 Annual Comparison. Total account values for fixed and variable annuities amounted to $78.3 billion as of
December 31, 2006, an increase of $23.5 billion from December 31, 2005, primarily reflecting $16.3 billion of variable annuity account
values acquired from Allstate, as well as increases in the market value of customers’ variable annuities and variable annuity net flows.
Individual variable annuity gross sales increased by $2.5 billion, from $7.1 billion in 2005 to $9.6 billion in 2006, reflecting increased sales
which benefited from the popularity of our optional living benefit product features, particularly guaranteed lifetime withdrawal benefit
programs introduced in 2005 and 2006, growth of our distribution relationships, including those associated with the business acquired from
Allstate, our retirement marketing strategy and sales of $1.0 billion related to the business acquired from Allstate. Individual variable
annuity surrenders and withdrawals increased by $2.0 billion, from $5.7 billion in 2005 to $7.7 billion in 2006, including $1.4 billion of
surrenders and withdrawals in the current year related to the business acquired from Allstate.

30



Group Insurance

Operating Results

The following table sets forth the Group Insurance segment’s operating results for the periods indicated.

Year ended
December 31,

2007 2006 2005

(in millions)

Operating results:

REVENUES . . oot e $4,792  $4,555  $4,200
Benefits and EXPEeNSes . . . .. oot e e 4,513 4,326 3,976
Adjusted OPerating iNCOMIE . . . ... ...ttt ettt ettt e e e et e e e e e e e e 279 229 224
Realized investment gains (losses), net, and related adjustments(1) .......... .. ... i (30) (16) 71
Related charges(2) ... ... oo e 2) 2) 2)
Income from continuing operations before income taxes and equity in earnings of operating joint ventures ............. $ 247 $ 211 $ 293

«

(1) Revenues exclude Realized investment gains (losses), net, and related adjustments. 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 interest

credited to policyholders’ account balances.

Adjusted Operating Income

2007 to 2006 Annual Comparison. Adjusted operating income increased $50 million, from $229 million in 2006 to $279 million in
2007, primarily reflecting more favorable claims experience in our group life business and, to a lesser extent, growth in our group disability
business. The increase in adjusted operating income was partially offset by higher operating expenses in 2007 and a lower benefit in 2007
compared with 2006 from refinements in reserves as a result of annual reviews. The increase in operating expenses is due to growth in the
disability business and increased compensation and benefit costs in 2007, and was partially offset by higher costs incurred in 2006 related
to legal and regulatory matters. The annual reviews discussed above benefited 2007 $13 million, primarily associated with our long-term
disability products, while benefiting 2006 $19 million, primarily associated with our long-term care products.

2006 to 2005 Annual Comparison. Adjusted operating income increased $35 million, from $224 million in 2005 to $229 million in
2006. This increase primarily reflects more favorable claims experience in our group disability business and, to a lesser extent, a greater
benefit from refinements in group disability reserves as a result of annual reviews. These reserve refinements benefited 2006 $19 million,
primarily associated with our long-term care products, while benefiting 2005 $8 million. In addition, adjusted operating income in 2006
benefited from an increased contribution from investment results, primarily reflecting growth in invested assets and higher interest rates on
shorter-term investments. Less favorable claims experience in our group life business and higher expenses, including higher costs in 2006
related to legal and regulatory matters, largely offset these increases.

Revenues

2007 to 2006 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased by $237 million,
from $4.555 billion in 2006 to $4.792 billion in 2007. Group life premiums increased by $37 million, from $2.795 billion in 2006 to $2.832
billion in 2007, primarily reflecting increased premiums on experience-rated group life business resulting from the increase in policyholder
benefits on these contracts as discussed below. Group life persistency remained strong, but deteriorated slightly from 95% in 2006 to 94%
in 2007. Group disability premiums, which include long-term care products, increased by $86 million from $761 million in 2006 to $847
million in 2007, primarily reflecting growth in business in force resulting from new sales and persistency which remained strong, but
deteriorated from 90% in 2006 to 88% in 2007. The declines in group life and group disability persistency are reflective of highly
competitive pricing in the marketplace and the pricing discipline we apply in writing business. Policy charges and fee income also
increased by $59 million primarily reflecting growth of business in force. In addition, net investment income increased $50 million
primarily reflecting a larger base of invested assets due to business growth.

2006 to 2005 Annual Comparison. Revenues increased $355 million, from $4.200 billion in 2005 to $4.555 billion in 2006. Group
life premiums increased $249 million, from $2.546 billion in 2005 to $2.795 billion in 2006, primarily reflecting growth in business in
force resulting from new sales and continued strong persistency, which remain unchanged at 95% for both years. Group disability
premiums, which include long-term care products, increased $37 million, from $724 million in 2005 to $761 million in 2006, primarily
reflecting growth in business in force resulting from new sales and continued strong persistency, which improved from 85% in 2005 to
90% in 2006. Net investment income also increased $30 million primarily reflecting a larger base of invested assets due to business growth,
as well as higher interest rates on shorter-term investments.
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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,
2007 2006 2005

Benefits ratio(1):
Group [ife . .. oo 904%  91.8%  88.9%
Group disability . . ... oottt 86.6 85.5 95.4
Administrative operating expense ratio(2):
Group Life . ... 9.3 9.6 8.9
Group disability . . ... oottt 21.0 21.5 20.9

(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.

2007 to 2006 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased by
$187 million, from $4.326 billion in 2006 to $4.513 billion in 2007. The increase was driven by an increase of $126 million in
policyholders’ benefits, including the change in policy reserves, reflecting growth of business in force in our group disability business, the
lower benefit in 2007 of the group disability reserve refinements discussed above, and greater benefits on experience-rated group life
business which, as discussed above, resulted in increased premiums. In addition, interest credited to policyholder account balances
increased $36 million primarily due to an increase in policyholder account balances as a result of growth in the business. Also contributing
to the increase in benefits and expenses were higher operating expenses reflecting growth in the disability business and increased
compensation and benefit costs, partially offset by lower costs related to legal and regulatory matters.

The group life benefits ratio improved 1.4 percentage points from 2006 to 2007, reflecting more favorable mortality experience in our
group life business. The group disability benefits ratio deteriorated 1.1 percentage points from 2006 to 2007. Excluding the effect of the
reserve refinements discussed above, the group disability benefits ratio was relatively unchanged. Both the group life and group disability
administrative operating expense ratios improved slightly from 2006 to 2007, reflecting lower costs related to legal and regulatory matters.
Excluding these costs, the administrative operating expense ratios for both group life and group disability were relatively flat.

2006 to 2005 Annual Comparison. Benefits and expenses increased $350 million, from $3.976 billion in 2005 to $4.326 billion in
2006. The increase was primarily driven by an increase of $283 million in policyholders’ benefits, including the change in policy reserves,
reflecting the growth of business in force and less favorable claims experience in our group life business, partially offset by more favorable
claims experience in our group disability business. Also contributing to the increase in benefits and expenses were higher operating
expenses primarily reflecting growth in the business, as well as higher costs in 2006 related to legal and regulatory matters.

The group life benefits ratio deteriorated 2.9 percentage points from 2005 to 2006, reflecting less favorable claims experience in our
group life business. The group disability benefits ratio improved by 9.9 percentage points from 2005 to 2006, due to more favorable claims
experience in our group disability business, and to a lesser extent, the benefit from the reserve refinements discussed above. Both the group
life and group disability administrative operating expense ratios deteriorated from 2005 to 2006, as a result of the higher costs in 2006
related to legal and regulatory matters.

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 U.S. 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,
2007 2006 2005

(in millions)

New annualized premiums(1):

GroUp 1ife . . e $197 $366 $370
Group disability(2) . . . ..o ettt 155 138 154
Otal . oo $352 $504 $524

(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.
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2007 to 2006 Annual Comparison. Total new annualized premiums decreased $152 million, or 30%, from $504 million in 2006 to
$352 million in 2007. This decrease is primarily due to lower large case sales in the group life business during 2007, reflective of highly
competitive pricing in the marketplace and the pricing discipline we apply in writing business. Partially offsetting this decrease were higher
large case and middle-market sales in the group disability business during 2007.

2006 to 2005 Annual Comparison. Total new annualized premiums decreased $20 million, from $524 million in 2005 to $504
million in 2006. This decrease was primarily attributable to lower sales in our group disability business, as 2005 reflects higher premiums
relating to our assumption of existing liabilities from a third party. Group life sales were relatively unchanged, as a significant large case
sale in the first quarter of 2005 was offset by several large case sales during 2006.

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,
2007 2006 2005
(in millions)

Operating results:

REVENUES . . .ot $2,265  $2,050  $1,696
EXPONSES . o ettt et e 1,627 1,457 1,232
Adjusted Operating iNCOME . . ... ... ...ttt et ettt e e ettt e e e e e e e e 638 593 464

Realized investment gains, net, and related adjustments(1) . ....... ... ... i 19 4) 1
Income from continuing operations before income taxes and equity in earnings of operating joint ventures ........... $ 657 $ 589 § 465

«

(1) Revenues exclude Realized investment gains (losses), net, and related adjustments. See “—Realized Investment Gains and General Account

Investments—Realized Investment Gains.”

Adjusted Operating Income

2007 to 2006 Annual Comparison. Adjusted operating income increased $45 million, from $593 million in 2006 to $638 million in
2007. Results for 2007 benefited from an increase in asset management fees of $107 million, primarily from institutional and retail
customer assets as a result of increased asset values due to market appreciation and net asset flows. Adjusted operating income also
benefited from increased transaction fees primarily from real estate investment management activities and increased revenues from the
segment’s proprietary investing business. Less favorable results from the segment’s commercial mortgage securitization operations, which
resulted in pretax losses of $62 million in 2007 compared to a contribution to adjusted operating income of $45 million in 2006, as well as
higher expenses, including performance-related compensation costs, was a partial offset. The losses in the segment’s commercial mortgage
securitization operations in 2007 resulted primarily from unfavorable credit market conditions during the second half of the year, which
resulted in decreases in value of positions held and losses on securitizations due to increased credit spreads. As of December 31, 2007, our
commercial mortgage operations held $542 million in loans and $188 million in applications and commitments as inventory for future
securitizations, in addition to $792 million of bonds it retained from 2007 securitizations. Net of the derivatives purchased as hedges, about
$750 million of these positions continue to be subject to changes in credit spreads.

2006 to 2005 Annual Comparison. Adjusted operating income increased $129 million, from $464 million in 2005 to $593 million in
2006. Results for 2006 benefited from an increase in performance based incentive fees of $61 million associated with appreciation and
gains on sale of real estate investments which we manage, and from income from our proprietary investing business, also associated with
appreciation and gains on sale of real estate related investments, including $23 million relating to a single investment in 2006. Proprietary
investing income in 2005 included $58 million relating to two sale transactions. Results for 2006 benefited from increased asset
management fees of $88 million, primarily from institutional and retail customer assets as a result of increased asset values due to market
appreciation and net asset inflows. Higher expenses, including performance-related compensation costs, partially offset the foregoing
increases.
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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 type, asset management fees by source and assets under management for the periods indicated. In managing our
business we analyze assets under management, which do not correspond to U.S. GAAP assets, because a principal source of our revenues
are fees based on assets under management.

Year ended December 31,
2007 2006 2005

(in millions)

Revenues by type:
ASSEt MANAZEMENE FEES . . . . . $1,081 $ 974 $ 886
Incentive, transaction, principal investing and capital markets revenues . .. .............ouniin e 506 581 345
Service, distribution and other revenues(1) ... ... ...t e 678 495 465
TOtal TEVEIUES . . . oottt e e e e e e e $2,265 $2,050 $1,696

(1) Includes revenues under a contractual arrangement with Wachovia Securities, related to managed account services, which was originally scheduled to
expire on 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 on July 1, 2008. Revenues in 2007 include $40 million for these managed account services. Also includes payments from Wachovia
Corporation 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 Corporation. The agreement extends for ten years
after termination of the joint venture. The revenue from Wachovia Corporation under this agreement was $51 million in 2007, $51 million in 2006 and
$54 million in 2005.

Year ended December 31,
2007 2006 2005
(in millions)

Asset management fees by source:

INSHEULIONAl CUSLOMIETS . . . o o\ttt ettt et e ettt e e e e e e e e e e e e e e e e e e e e e e e $ 488 $426 $359
Retail CuStOmMETS(1) . ...ttt ettt et e e e e e 347 310 289
General ACCOUNL . . ..ottt ettt e e e e e e e e e e e e e e e e 246 238 238

Total asset MANAZEMENE FEES . . . . ..\ vttt ettt ettt ettt $1,081 $974 $886

(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.

December 31, December 31,
2007 2006

(in billions)

Assets Under Management (at fair market value):

Institutional CUStOMETS(1) . . . . oo\ttt ettt e e e e e e e e e $176.4 $156.8
Retail CUStOMETS(2) . . . oot ettt e e e e e e e 86.6 79.0
General ACCOUNL . . . ..ottt ettt e et e e e e e e e e e 175.5 167.6

Ot ot $438.5 $403.4

(1) Consists of third party institutional assets and group insurance contracts.

(2) Consists of individual mutual funds 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.

2007 to 2006 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $215 million,
from $2.050 billion in 2006 to $2.265 billion in 2007. Asset management fees increased $107 million, primarily from the management of
institutional and retail customer assets as a result of increased asset values due to market appreciation and net asset flows. Service,
distribution and other revenues increased $183 million primarily due to increased revenues in certain real estate funds, which is fully offset
by higher expenses related to minority interest in these funds. Revenues from incentive, transaction, principal investing and capital markets
revenues decreased $75 million primarily reflecting a decline in revenues from our commercial mortgage operations and performance
based incentive fees, partially offset by greater transaction fees primarily from real estate investment management activities and increased
revenues from the segment’s proprietary investing business. The decrease in performance based incentive fees resulted from a higher level
of gains in 2006 on sale of real estate related investments we manage. Certain of our incentive fees are subject to positive or negative future
adjustment based on cumulative fund performance in relation to specified benchmarks. As of December 31, 2007, approximately $90
million of cumulative incentive fee revenue, net of compensation, is subject to future adjustment.

2006 to 2005 Annual Comparison. Revenues increased $354 million, from $1.696 billion in 2005 to $2.050 billion in 2006.

Incentive, transaction, principal investing and capital markets revenues increased $236 million, including a $155 million increase in
performance based incentive fees primarily related to appreciation and gains on sale of real estate related investments which we manage,
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for which $92 million of the fees are offset in incentive compensation expense in accordance with the terms of the contractual agreements.
Certain of these incentive fees are subject to positive or negative future adjustment based on cumulative fund performance in relation to
specified benchmarks. The increase also reflects $68 million greater revenues from proprietary investing mainly due to appreciation and
gains on sale of real estate related investments, including income of $12 million relating to a single investment in the current period and
$58 million relating to two sale transactions in the prior year. Asset management fees increased $88 million mainly from institutional and
retail customer assets as a result of increased asset values due to market appreciation and net asset flows.

Expenses

2007 to 2006 Annual Comparison. Expenses, as shown in the table above under “—Operating Results,” increased $170 million,
from $1.457 billion in 2006 to $1.627 billion in 2007. The increase is primarily driven by higher expenses associated with certain real
estate funds, as discussed above.

2006 to 2005 Annual Comparison. Expenses increased $225 million, from $1.232 billion in 2005 to $1.457 billion in 2006. The
increase in expenses was primarily due to higher performance-based compensation costs resulting from favorable performance in 2006,
higher expenses related to proprietary investing activities and incentive compensation related to performance based incentive fees, as
discussed above.

Financial Advisory

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

2007 2006 2005

(in millions)

Operating results:

S 1T P $ 373 $314 $199
B PO ES . o 76 287 454
Adjusted OPerating INCOME . . .« ..ottt ittt ettt et e et e e e e e e e e e 297 27 (255)
Equity in earnings of operating joint ventures(l) . ... ... ... ... e (370) (294) (192)
Income (loss) from continuing operations before income taxes and equity in earnings of operating joint ventures ... ... $ (73)  $(267)  $(447)

(1) Equity in earnings of operating joint ventures are included in adjusted operating income but excluded from income from continuing operations before
income taxes and equity in earnings of operating joint ventures, as they are reflected on a U.S. GAAP basis on an after-tax basis as a separate line on
our Consolidated Statements of Operations.

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 now headquartered in St.
Louis, Missouri. As of December 31, 2007, we had a 38% ownership interest in the joint venture, with Wachovia owning the remaining
62%. 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 ownership of the joint venture under the equity method of accounting.

On October 1, 2007, Wachovia completed the acquisition of A.G. Edwards, Inc., or A.G. Edwards, for $6.8 billion and on January 1,
2008 combined the retail securities brokerage business of A.G. Edwards with Wachovia Securities. As discussed in Note 6 to the
Consolidated Financial Statements, we have elected the “lookback” option under the terms of the agreements relating to the joint venture in
connection with the combination of the A.G. Edwards business with Wachovia Securities. The “lookback™ option permits us to delay for
approximately two years following the combination of the A.G. Edwards business with Wachovia Securities our decision to make or not to
make payments to avoid or limit dilution of our ownership interest in the joint venture. During this “lookback™ period, our share in the
earnings of the joint venture, as well as our share of the one-time costs associated with the combination, will be based on our diluted
ownership level, which is in the process of being determined. Any payment at the end of the “lookback” period to restore all or part of our
ownership interest in the joint venture would be based on the appraised or agreed value of the existing joint venture and the A.G. Edwards
business. In such event, we would also need to make a true-up payment of one-time costs associated with the combination to reflect the
incremental increase in our ownership interest in the joint venture. Alternatively, we may at the end of the “lookback™ period “put” our
joint venture interests to Wachovia based on the appraised value of the joint venture, excluding the A.G. Edwards business, as of the date
of the combination of the A.G. Edwards business with Wachovia Securities.

We also retain our separate right to “put” our joint venture interests to Wachovia at any time after July 1, 2008 based on the appraised
value of the joint venture, including the A.G. Edwards business, 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. However, if in connection with the “lookback™ option we
elect at the end of the “lookback” period to make payments to avoid or limit dilution, we may not exercise this “put” option prior to the first
anniversary of the end of the “lookback” period.
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On June 6, 2007, we announced our decision to exit the equity sales, trading and research operations of the Prudential Equity Group,
or PEG, the results of which were historically included in the Financial Advisory segment. As discussed in Note 3 to the Consolidated
Financial Statements, PEG’s operations were substantially wound down by June 30, 2007 and the results of PEG are excluded from the
results of the Financial Advisory segment and reflected in discontinued operations for all periods presented.

2007 to 2006 Annual Comparison. Adjusted operating income increased $270 million, from $27 million in 2006 to $297 million in
2007. The segment’s results for 2007 include our share of earnings from Wachovia Securities, on a pre-tax basis, of $370 million,
compared to $294 million in 2006, reflecting increased income from fees and commissions, including a greater contribution from equity
syndication activity, of the joint venture. The segment’s results also include expenses of $73 million in 2007 related to obligations and
costs we retained in connection with the contributed businesses, primarily for litigation and regulatory matters, compared to $267 million in
2006. These expenses, in 2006, reflected an increase in our reserve for settlement costs related to market timing issues involving the former
Prudential Securities operations, with respect to which a settlement was reached in August 2006.

2006 to 2005 Annual Comparison. Adjusted operating income increased $282 million, from a loss of $255 million in 2005 to
income of $27 million in 2006. The segment’s results for 2006 include our share of earnings from Wachovia Securities, on a pre-tax basis,
of $294 million, compared to $217 million in 2005 before transition costs, reflecting increased fee income of the joint venture. The
segment’s results also include expenses of $267 million in 2006 related to obligations and costs we retained in connection with the
contributed businesses primarily for litigation and regulatory matters, compared to $452 million during 2005. Expenses in 2006 and 2005
reflected increases in our reserve for settlement costs related to market timing issues involving the former Prudential Securities operations,
with respect to which the Company announced that a settlement was reached in August 2006. There are no transition costs in 2006 as the
business integration was completed during the first half of 2005. Transition costs were $20 million in 2005.

Retirement

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

2007 2006 2005

(in millions)

Operating results:

REVENUES . . oottt e e $4,682  $4,378  $4,025
Benefits and EXPEeNSES . . . ... vttt e e e e e e e e 4,226 3,869 3,527
Adjusted OPerating INCOME . . .« ..ottt ittt ettt et e et e e e e e e e e e 456 509 498
Realized investment gains (losses), net, and related adjustments(1) .. ......... ... i (102) (137) 26
Related Char@es(2) . . ...ttt (1 5 (12)
Investment gains (losses) on trading account assets supporting insurance liabilities, net(3) ............... ... ..... 97 9 (219)
Change in experience-rated contractholder liabilities due to asset value changes(4) ................. ... .......... (86) 39 142
Income from continuing operations before income taxes and equity in earnings of operating joint ventures ........... $ 364 $ 425 § 435

«

(1) Revenues exclude Realized investment gains (losses), net, and related adjustments. 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.

(3) Revenues exclude net investment gains and losses on trading account assets supporting insurance liabilities. 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. 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. In addition, as a result of a change in the reinsurance arrangement governing the purchase of the guaranteed cost business from
CIGNA, the results of this business that were previously presented on a net basis in “Asset management fees and other income” are,
beginning on April 1, 2006, presented on a gross basis in our results of operations. See Note 3 to the Consolidated Financial Statements for
further discussion of this acquisition, including a discussion of the change in the reinsurance arrangement associated with the guaranteed
cost business.

On December 31, 2007 we acquired a portion of Union Bank of California, N.A.’s retirement business, including $7.3 billion in full
service retirement account values, for $103 million of cash consideration. The retirement account values related to this acquisition
primarily consist of mutual funds and other client assets we administer, and are not reported on our balance sheet.
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Adjusted Operating Income

2007 to 2006 Annual Comparison. Adjusted operating income for the Retirement segment decreased $53 million, from $509 million
in 2006 to $456 million in 2007. Included within adjusted operating income in 2007 is an $82 million charge related to payments made to
plan clients associated with a legal action filed against an unaffiliated asset manager, State Street Global Advisors, Inc., or SSgA. This
action seeks, among other relief, restitution of certain losses experienced by plan clients attributable to certain investment funds managed
by SSgA as to which we believe SSgA employed investment strategies and practices that were misrepresented by SSgA and failed to
exercise the standard of care of a prudent investment manager. In order to protect the interests of the affected plans and their participants
while we pursue these remedies, we have made payments to affected plan clients that authorized us to proceed on their behalf.

Excluding the charge discussed above, adjusted operating income for 2007 increased $29 million compared to 2006, reflecting
improved results from our full service business and essentially unchanged results for our institutional investment products business. The
full service business benefited primarily from higher fees, driven by increases in full service retirement account values related primarily to
market appreciation. Contributing to the increase to a lesser extent was the lack of transition expenses in 2007, as 2006 included $6 million
of transition expenses related to the completion of the integration of the retirement business acquired from CIGNA. Partially offsetting
these items within the full service business was an increase in general and administrative expenses driven by expenses incurred to expand
our product and service capabilities. In addition, adjusted operating income for 2006 included a benefit from the disposition of real estate
within an investment joint venture. In our institutional investment products business, a greater contribution from investment results,
primarily due to a larger base of invested assets and higher portfolio yields, and improved case experience essentially offset decreases in
the market value of certain externally managed investments in the European market during 2007, a decrease in the level of mortgage
prepayment income, and a lower benefit from reserve refinements reflecting updates of client census data on a group annuity block of
business. For information regarding our externally managed investments in the European market, see “—Realized Investment Gains and
Losses and General Account Investments—General Account Investments—Fixed Maturity Securities—Fixed Maturity Securities and
Unrealized Gains and Losses by Industry Category.” Contributing to the higher portfolio yields in 2007 is the benefit from the sale of lower
yielding bonds and reinvestment of proceeds at higher available interest rates, which primarily occurred in the first half of 2006. The
realized investment losses generated from these sales are excluded from adjusted operating income. For a discussion of realized investment
gains and losses, including those related to changes in interest rates, see “—Realized Investment Gains and Losses and General Account
Investments—Realized Investment Gains.”

2006 to 2005 Annual Comparison. Adjusted operating income for the Retirement segment increased $11 million, from $498 million
in 2005 to $509 million in 2006. Results for 2006 include $25 million from mortgage prepayment income, a $13 million benefit from the
disposition of real estate within an investment joint venture, $12 million from reserve releases mainly reflecting updates of client census
data on a group annuity block of business and $6 million of transition expenses related to the integration of the retirement business acquired
from CIGNA, which was completed in the first quarter of 2006. Results for 2005 include $49 million from mortgage prepayment income,
$27 million from reserve releases mainly reflecting updates of client census data on a group annuity block of business, $36 million of
transition expenses and $7 million from the collection of investment income on a previously defaulted bond.

Excluding the items discussed above, adjusted operating income for the Retirement segment increased $14 million. This increase
primarily reflects an increase in adjusted operating income from our institutional investment products business reflecting a greater
contribution from investment results due principally to a larger base of invested assets. Partially offsetting this increase was a decrease in
adjusted operating income from our full service business. The decrease in our full service business reflects higher general and
administrative expenses relating to the expansion of our distribution and client servicing capabilities, as well as costs associated with
expense reduction initiatives. Also contributing to the decrease in our full service business were higher crediting rates on general account
liabilities. Partially offsetting these decreases were increased fees due to higher full service retirement account values primarily resulting
from market appreciation. In addition, the adjusted operating income of both businesses reflect the benefit from the sale of lower yielding
bonds and reinvestment of proceeds at higher available interest rates. The realized investment losses generated from these sales are
excluded from adjusted operating income. For a discussion of realized investment gains and losses, including those related to changes in
interest rates, see “—Realized Investment Gains and Losses and General Account Investments—Realized Investment Gains.”

Revenues

2007 to 2006 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $304 million, from
$4.378 billion in 2006 to $4.682 billion in 2007. Net investment income increased $251 million, primarily due to a larger base of invested
assets due to sales of guaranteed investment products in the institutional and retail markets and higher portfolio yields, partially offset by a
benefit in 2006 from the disposition of real estate within an investment joint venture and decreases in the level of mortgage prepayment
income. Also contributing to the increase in net investment income is $24 million relating to the change in the reinsurance arrangement
with respect to the guaranteed cost business acquired from CIGNA. Due to this change, the results of this business, which were previously
presented on a net basis in “Asset management fees and other income” are, beginning on April 1, 2006, presented on a gross basis in our
results of operations. In addition, asset management fees and other income increased $25 million reflecting growth in fees due to higher full
service retirement account values primarily resulting from market appreciation, partially offset by decreases in the market value of certain
externally managed investments in the European market. Premiums increased $35 million, driven by higher single premium group annuity
and life-contingent structured settlement sales, and resulted in a corresponding increase in policyholders’ benefits, including the change in
policy reserves, as discussed below.

2006 to 2005 Annual Comparison. Revenues increased $353 million, from $4.025 billion in 2005 to $4.378 billion in 2006. Net
investment income increased $385 million, of which $75 million is due to the change in the reinsurance arrangement related to the
guaranteed cost business acquired from CIGNA as discussed above. The remainder of the increase in net investment income primarily
reflects a larger base of invested assets due to sales of guaranteed investment products in the institutional and retail markets and
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investments financed by borrowings. As noted above, net investment income also includes the impact of mortgage prepayments, the benefit
from the disposition of real estate within an investment joint venture, and the collection of investment income on a previously defaulted
bond, as well as the benefit from the sale of lower yielding bonds and reinvestment of proceeds at higher available interest rates. Partially
offsetting the increases in revenue discussed above, was a decrease in premiums of $26 million reflecting lower sales of life-contingent
structured settlements in 2006, partially offset by a single large sale of a group annuity product in the first quarter of 2006.

Benefits and Expenses

2007 to 2006 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased $357
million, from $3.869 billion in 2006 to $4.226 billion in 2007. Interest credited to policyholders’ account balances increased $220 million,
primarily reflecting higher interest credited on a greater base of guaranteed investment products sold in the institutional and retail markets
and higher crediting rates on general account liabilities. General and administrative expenses, net of capitalization, increased $88 million
primarily reflecting payments made to plan clients related to a legal action filed against an unaffiliated asset manager, as discussed above,
and increased expenses incurred to expand our full service product and service capabilities. In addition, policyholders’ benefits, including
the change in policy reserves, increased $41 million primarily reflecting the increase in premiums on higher single premium group annuity
and life-contingent structured settlement sales discussed above, as well as a lower benefit from reserve refinements relating to updates of
client census data on a group annuity block of business. Also contributing to the increase in policyholders’ benefits is a $21 million
increase due to the change in the reinsurance arrangement with respect to the guaranteed cost business acquired from CIGNA discussed
above. These increases in policyholders’ benefits were partially offset by improved case experience in 2007.

2006 to 2005 Annual Comparison. Benefits and expenses increased $342 million, from $3.527 billion in 2005 to $3.869 billion in
2006. Interest credited to policyholders’ account balances increased $220 million reflecting higher interest credited on the greater base of
guaranteed investment products sold in the institutional and retail markets, as well as higher crediting rates on full service general account
liabilities. Interest expense increased $98 million primarily due to increased financing costs on increased borrowings, the proceeds of which
were used to purchase invested assets. Policyholders’ benefits, including the change in policy reserves, increased $55 million and reflects a
$66 million increase due to the change in the reinsurance arrangement related to the guaranteed cost business acquired from CIGNA as
discussed above and a $15 million increase due to lower reserve releases in 2006 as discussed above. Excluding these items, policyholders’
benefits, including the change in policy reserves, decreased $26 million, primarily from the $26 million decrease in premiums discussed
above. General and administrative expenses were relatively stable as the decrease in transition expenses in 2006, were mostly offset by
expenses incurred to expand our full service distribution and client servicing capabilities, as well as costs incurred related to expense
reduction initiatives.

Sales Results and Account Values

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

Year ended December 31,
2007 2006 2005

(in millions)

Full Service(2):
Beginning total account valle ... .. ... ... e $ 97,430 $ 88,385 $ 83,801
Deposits and SAIES . . ... .ot 14,692 16,156 13,006
Withdrawals and benefits . .. .. ... (13,749)  (15,989) (13,918)
Change in market value, interest credited and interest income(3) . ... ...ouut ittt e 6,563 8,878 5,406
ACQUISTLON(L) « . oot e 7,256 — —
Ending total account value . . .. ... ...t $112,192 $97,430 $ 88,385
Net additions (WIthdrawalS) . .. ... ... .ttt e e e e e e $ 943 § 167 $ (912)

Institutional Investment Products(4):

Beginning total account Valle ... ... ... ...ttt $ 50,269 $48,080 $ 47,680
AIIONS .« ottt e e e e 4,973 5,993 4,065
Withdrawals and benefits(5) . ... ..ottt e e (5,866) (4,881) (4,347)
Change in market value, interest credited and interest iNCOME .. ... ... vttt ittt 2,765 2,247 2,319
Other(5)(6) v vttt e e e e (550) (1,170) (1,637)
Ending total account valte . ... ... ...t $ 51,591  $50,269 $ 48,080
Net additions (WIthdrawals) . ... . ... ...ttt e e e e e e e e e e $ (893) $ 1,112 $ (282)

(1) On December 31, 2007 we acquired a portion of Union Bank of California, N.A.’s retirement business for $103 million of cash consideration.

(2) Ending total account value for the full service business includes assets of Prudential’s retirement plan of $5.7 billion, $5.6 billion and $5.3 billion as of
December 31, 2007, 2006 and 2005, respectively.

(3) Change in market value, interest credited and interest income includes $511 million for 2007 representing a transfer from Institutional Investment
Products to Full Service as a result of one client’s change in contract form.
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(4) Ending total account value for the institutional investment products business includes assets of Prudential’s retirement plan of $5.5 billion, $5.3 billion
and $6.4 billion as of December 31, 2007, 2006 and 2005, respectively.

(5) Transfers between the Retirement and Asset Management segments, previously presented within Withdrawals and benefits, have been reclassified to
Other for all periods presented.

(6) Other includes transfers from (to) the Asset Management segment of $185 million, $(1,475) million, and $(1,186) million for 2007, 2006, and 2005
respectively. Other also includes $(511) million for 2007 representing a transfer from Institutional Investment Products to Full Service as a result of one
client’s change in contract form. Remaining amounts for all periods presented primarily represent changes in asset balances for externally managed
accounts.

2007 to 2006 Annual Comparison. Account values in our full service business amounted to $112.2 billion as of December 31, 2007,
an increase of $14.8 billion from December 31, 2006. The increase in account values was driven primarily by an increase in the market
value of customer funds and $7.3 billion of account values acquired from Union Bank of California, N.A. Net additions (withdrawals)
increased $776 million, from net additions of $167 million in 2006 to net additions of $943 million in 2007, reflecting lower plan lapses,
partially offset by lower new plan sales. Net additions in 2006 included three large client sales totaling $2.7 billion, and four large plan
terminations totaling $2.7 billion primarily associated with merger and plan consolidation activity.

Account values in our institutional investment products business amounted to $51.6 billion as of December 31, 2007, an increase of
$1.3 billion from December 31, 2006, primarily reflecting interest on general account business and an increase in the market value of
customer funds, partially offset by net withdrawals of $893 million. Net additions (withdrawals) decreased $2.0 billion, from net additions
of $1.1 billion in 2006 to net withdrawals of $893 million in 2007. This decrease reflects lower additions driven by lower sales of
guaranteed investment products in the institutional markets due to unfavorable market conditions in 2007, as well as higher withdrawals
from fee-based account values.

2006 to 2005 Annual Comparison. Account values in our full service business amounted to $97.4 billion as of December 31, 2006,
an increase of $9.045 billion from December 31, 2005. The increase in account values was driven principally by an increase in the market
value of customer funds, together with the reinvestment of income. Net additions (withdrawals) improved $1.079 billion, from net
withdrawals of $912 million in 2005 to net additions of $167 million in 2006, primarily reflecting an increase in net plan sales, as an
increase in new plan sales was partially offset by an increase in plan lapses. Partially offsetting this increase were greater deposits in 2005
for existing defined benefit plans, including a significant deposit by a single client.

Account values in our institutional investment products business amounted to $50.3 billion as of December 31, 2006, an increase of
$2.189 billion from December 31, 2003, primarily reflecting interest on general account business and an increase in the market value of
customer funds. Net additions (withdrawals) improved $1.394 billion, from net withdrawals of $282 million in 2005 to net additions of
$1.112 billion in 2006, reflecting higher sales of guaranteed investment products in the institutional and retail markets.

International Insurance and Investments Division

As a U.S.-based company with significant business operations outside the U.S., we seek to mitigate the risk that future unfavorable
foreign currency exchange rate movements will reduce our U.S. dollar equivalent earnings. 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. As discussed further below, we enter into forward currency
derivative contracts, as well as “dual currency” and “synthetic dual currency” investments, as part of our strategy to effectively fix the
currency exchange rates for a portion of our prospective non-U.S. dollar denominated earnings streams.

The financial results of our International Insurance segment and International Investments segment, excluding the global commodities
group, for all periods presented reflect the impact of an intercompany arrangement with Corporate and Other operations pursuant to which
the segments’ non-U.S. dollar denominated earnings in all countries are translated at fixed currency exchange rates. The fixed rates are
determined in connection with a currency income hedging program designed to mitigate the risk that unfavorable exchange rate changes
will reduce the segments’ U.S. dollar equivalent earnings. Pursuant to this program, Corporate and Other operations executes forward
currency contracts with third parties to sell 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 identified non-U.S. dollar denominated 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. The intercompany arrangement with Corporate and Other operations
increased (decreased) revenues and adjusted operating income of each segment as follows for the periods indicated:

Year ended December 31,
2007 2006 2005

(in millions)

Impact on revenues and adjusted operating income:

International INSUTANCE . . . . .. .o\ttt ettt ettt e e e e e e e e e e e e e $ 88 $50 $(38)
International INVESTMENTS . . . . . ... .ttt et e e e e e e (14) 7 (6)
Total International Insurance and Investments DiVISION ... ... ... ... ittt et $ 74 $43 $(44)

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 currency contracts. The consolidated net impact of this program recorded within the
Corporate and Other operations was a gain of $4 million, and losses of $1 million and $11 million, for the years ended December 31, 2007,
2006, and 2005, respectively.

39



In addition, our Japanese insurance operations hold dual currency investments in the form of fixed maturities and loans. The principal
of these dual currency investments are yen-denominated while the related interest income is U.S. dollar denominated. These investments
are the economic equivalent of exchanging what would otherwise be fixed streams of yen-denominated interest income for fixed streams of
U.S. dollars. Our Japanese insurance operations also hold investments in yen-denominated investments that have been coupled with cross-
currency coupon swap agreements, creating synthetic dual currency investments. The yen/U.S. dollar exchange rate is effectively fixed, as
we are obligated in future periods to exchange fixed amounts of Japanese yen interest payments generated by the yen-denominated
investments for U.S. dollars at the yen/U.S. dollar exchange rates specified by the cross-currency coupon swap agreements. The effect of
these dual currency and synthetic dual currency investments is taken into account as part of our currency income hedging program. As of
December 31, 2007 and December 31, 2006, the principal of these investments were ¥538 billion, or $4.8 billion, and ¥545 billion, or $4.9
billion, respectively. For the years ended December 31, 2007, 2006 and 2005, the weighted average yield generated by these investments
was 2.3%, 2.7% and 2.5%, respectively. For information regarding the weighted average exchange rate resulting from these investments
see “—Dual Currency Investments,” below.

Presented below is the fair value of these instruments as reflected on our balance sheet for the periods presented.

December 31, December 31,

2007 2006

(in millions)
Forward CUrtency CONLIACES . . ... ..ottt ettt ettt e e et e e e e e e e e e e e e e e $12 $105
Cross-currency Coupon SWap aZEEIMENLS . . . ... v vttt et ettt ettt et e et e e e et e et e e e e e 40 54
Foreign exchange component of interest on dual currency investments .. ................ooeuniinnennnenneennen.. (11) 11
TOtal oottt e $ 41 $170

We also seek to mitigate the risk that future unfavorable foreign currency exchange rate movements will reduce our U.S. dollar
equivalent equity in foreign subsidiaries through various hedging strategies. In the case of our Japanese insurance operations, which
constitute our most significant foreign operations, we hedge 100% of our U.S. GAAP equity in these subsidiaries by maintaining U.S.
dollar denominated investments equivalent to their U.S. GAAP equity. In addition, we currently hedge a portion of the economic surplus,
which represents the amount by which the present value of the future cash flows of the Japanese insurance operations’ current in force
block of business, after considering various shock scenarios, exceeds their current U.S. GAAP equity, through increased investment in U.S.
dollar denominated investments.

As of December 31, 2007, our Japanese insurance operations have U.S. dollar denominated investments of $4.0 billion which serve as
a natural hedge of the yen-based U.S. GAAP equity of these operations and $0.9 billion that serve to hedge a portion of the economic
surplus in excess of U.S. GAAP equity of these operations. These U.S. dollar denominated investments pay a coupon, which is reflected
within ”Net investment income,” and, therefore, included in adjusted operating income, and generally pay a coupon greater than that which
a similar yen-based investment would pay. See “—Realized Investment Gains and General Account Investments—General Account
Investments—Investment Results” for the investment yields generated by our Japanese insurance operations. Since these U.S. dollar assets
are recorded on the books of a yen-based entity, changes in foreign currency exchange rates impact the fair value of these investments. To
the extent the value of the yen strengthens as compared to the U.S. dollar, the value of these U.S. dollar denominated investments will
decrease related to foreign currency exchange rates. These investments are designated as available-for-sale under U.S. GAAP and are
recorded at fair value on the balance sheet with changes in fair value, including those from changes in foreign currency exchange rates,
recorded as unrealized gains or losses in “Accumulated other comprehensive income” within Stockholders’ Equity. As of December 31,
2007, the U.S. dollar investments serving as a hedge of our economic surplus in excess of U.S. GAAP equity were in an unrealized gain
position related to foreign currency exchange rates. Upon sale or maturity of these investments any remaining unrealized gain or loss will
be included in “Realized gains (losses), net” within the income statement and, excluded from adjusted operating income. Similarly, any
impairment recognized on these investments, including those for an other-than-temporary decline in value that may include the impact of
changes in foreign currency exchange rates, will be included in “Realized gains (losses), net” within the income statement, and, as such,
excluded from adjusted operating income. See “—Realized Investment Gains and General Account Investments—General Account
Investments—Fixed Maturity Securities—Other-than-Temporary Impairments of Fixed Maturity Securities” for a discussion of our
policies regarding impairments. Prospectively, we will seek to continue to hedge 100% of the U.S. GAAP equity, and, to varying degrees,
the economic surplus of the Japanese insurance operations, which we may accomplish through holding U.S. dollar investments within the
Japanese insurance operations (either available-for-sale or held-to-maturity) or through yen denominated borrowings issued within our U.S.
operations.

As of December 31, 2007, our Japanese insurance operations also have $4.1 billion of U.S. dollar denominated investments that offset
the foreign currency exposure of U.S. liabilities from U.S. dollar denominated products issued by these operations, as well as $1.1 billion
of U.S. dollar denominated investments that are hedged to yen through third party contracts. See “—Realized Investment Gains and
General Account Investments—General Account Investments” for a discussion of our general account investments, including specific
discussion of our Japanese general account investment portfolio.

International Insurance

The results of our International Insurance operations are translated on the basis of weighted average monthly exchange rates, inclusive
of the effects of the intercompany arrangement discussed above. To provide a better understanding of operating performance within the
International Insurance segment, where indicated below, we have analyzed our results of operations excluding the effect of the year over
year change in foreign currency exchange rates. Our results of operations excluding the effect of foreign currency fluctuations were derived
by translating foreign currencies to U.S. dollars at uniform exchange rates for all periods presented, including, for constant dollar
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information discussed below, Japanese yen at a rate of 106 yen per U.S. dollar; Korean won at a rate of 950 won per U.S. dollar. New
annualized premiums presented on a constant exchange rate basis in the “Sales Results” section below reflect translation based on these
same uniform exchange rates.

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

2007 2006 2005

(in millions)

Operating Results:
Revenues:
Life Planner OPEIationS . . ... ... ...ttt ettt ettt ettt $5,313  $4,876  $4,482
GIbraltar Life . . ...ttt e e 2,835 2,854 3,189

8,148 7,730 7,671

Benefits and expenses:
Life Planner Operations . . ... ... ... .ottt et e e e e e e 4,394 3,946 3,674
Gibraltar Life . ... ... 2,266 2,361 2,687

6,660 6,307 6,361

Adjusted operating income:

Life Planner Operations ... ... .. ... ... ...ttt 919 930 808

Gibraltar Life . .. ... 569 493 502

1,488 1,423 1,310

Realized investment gains (losses), net, and related adjustments(1) .......... ... ... i 464 195 180
Related charges(1)(2) .« .. oottt e e e e e e 61) (11 (89)

Investment gains (losses) on trading account assets supporting insurance liabilities, net(3) .................... 99) 28 186
Change in experience-rated contractholder liabilities due to asset value changes(4) ............ ... ... ....... 99 (28) (186)

Income from continuing operations before income taxes and equity in earnings of operating joint ventures ........... $1,891  $1,607  $1,401

(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. 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.

(3) Revenues exclude net investment gains and losses on trading account assets supporting insurance liabilities. 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. See “—Trading Account Assets Supporting Insurance Liabilities.”

Adjusted Operating Income

2007 to 2006 Annual Comparison. Adjusted operating income from Life Planner operations decreased $11 million, from $930
million in 2006 to $919 million in 2007, including a $33 million favorable impact of currency fluctuations. These currency fluctuations
reflect the year over year change in foreign currency exchange rates. In addition, 2007 adjusted operating income of our Life Planner
operations included a $102 million decrease in the market value of certain externally managed investments in the European market.
Excluding the impact of the latter item and currency fluctuations, adjusted operating income of our Life Planner operations increased $58
million, primarily as a result of the continued growth of our Japanese Life Planner operations. For information regarding our externally
managed investments in the European market, see “—Realized Investment Gains and Losses and General Account Investments—General
Account Investments—Fixed Maturity Securities—Fixed Maturity Securities and Unrealized Gains and Losses by Industry Category.”

Gibraltar Life’s adjusted operating income increased $76 million, from $493 million in 2006 to $569 million in 2007, including a $4
million favorable impact of currency fluctuations. Excluding the impact of currency fluctuations, adjusted operating income for Gibraltar
Life increased $72 million primarily reflecting improved investment income margins. The improvement in investment income margins
reflects the benefit of various investment portfolio strategies, including duration lengthening in our Japanese yen investments, increased
credit exposure and increased utilization of U.S. dollar based investments. In addition, the continued growth of our U.S. dollar denominated
fixed annuity product contributed to the improvement in investment income margins. Investment income margins also benefited $15
million in 2007 from investment income associated with a single investment joint venture, reflecting the sale of real estate within the
venture. Partially offsetting these benefits to investment income margins was an $11 million decrease in the market value of certain
externally managed investments in the European market and the benefit in 2006 of $6 million from an investment joint venture transaction.
The increase in adjusted operating income also reflects a $17 million charge recognized in 2006 for refinements in policy liabilities.

2006 to 2005 Annual Comparison. Adjusted operating income from our Life Planner operations increased $122 million, from $808
million in 2005 to $930 million in 2006, including a $50 million favorable impact of currency fluctuations. Excluding the impact of
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currency fluctuations, adjusted operating income increased $72 million reflecting continued growth of our Japanese and Korean Life
Planner operations and improved investment margins. The improved investment margins reflect the favorable effect of certain investment
portfolio strategies initially implemented in 2005 including increased investments in unhedged U.S. dollar denominated securities.
Adjusted operating income in 2005 included a one-time $44 million benefit from an investment joint venture, $5 million from a reduction
in our liability for guaranty fund assessments and a $5 million benefit from reserve refinements on recently introduced products in our
Korean operation.

Gibraltar Life’s adjusted operating income declined $9 million, from $502 million in 2005 to $493 million in 2006, including a $23
million favorable impact of currency fluctuations. Refinements of certain policy liabilities resulted in a $17 million reduction of Gibraltar
Life’s 2006 adjusted operating income, while results for 2005 benefited $9 million from refinements in reserves for a block of business.
Excluding the impact of these items and currency fluctuations, adjusted operating income of Gibraltar Life declined $6 million. Adjusted
operating income in 2006 includes a $6 million charge for an increase in our estimated liability for guaranty fund assessments, for which
2005 included a benefit of $10 million. In addition, mortality experience and expense levels were less favorable in 2006. Improved
investment income margins were a partial offset, reflecting income in 2006 of $6 million from a single real estate related investment and
the favorable effect of certain investment portfolio strategies initially implemented in 2005, including increased investments in unhedged
U.S. dollar denominated securities.

Revenues

2007 to 2006 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $418 million,
from $7.730 billion in 2006 to $8.148 billion in 2007. Excluding the impact of currency fluctuations, which had no net impact, revenues
increased $418 million, from $8.246 billion in 2006 to $8.664 billion in 2007.

Revenues from our Life Planner operations increased $437 million, from $4.876 billion in 2006 to $5.313 billion in 2007, including a
net favorable impact of currency fluctuations of $21 million. Excluding the impact of currency fluctuations, revenues increased $416
million from 2006 to 2007, primarily reflecting increases in premiums and policy charges and fee income of $386 million, from $4.435
billion in 2006 to $4.821 billion in 2007. Premiums and policy charges and fee income increased $271 million, from $3.061 billion in 2006
to $3.332 billion in 2007, in our Japanese Life Planner operation and increased $81 million, from $1.072 billion in 2006 to $1.153 billion in
2007, in our Korean operation. The increase in premiums and policy charges and fee income in both operations was primarily the result of
new sales and strong persistency. Net investment income also increased $133 million, from $716 million in 2006 to $849 million in 2007,
due to asset growth and higher investment yields reflecting duration lengthening of our Japanese yen investment portfolio and increased
utilization of U.S. dollar based investments. Offsetting the increase in net investment income was a $102 million decrease in the market
value of certain externally managed investments in the European market during 2007, which is reflected in asset management fees and
other income.

Revenues from Gibraltar Life declined $19 million, from $2.854 billion in 2006 to $2.835 billion in 2007, including an unfavorable
impact from currency fluctuations of $21 million. Excluding the impact of currency fluctuations, revenues increased $2 million, from
$3.074 billion in 2006 to $3.076 billion in 2007. Premiums decreased $89 million, from $2.224 billion in 2006 to $2.135 billion in 2007, as
premiums in 2006 benefited $92 million from additional face amounts of insurance issued pursuant to a special dividend arrangement
established as part of Gibraltar Life’s reorganization for which 2007 includes no such benefit. Substantially all of these premiums
recognized pursuant to the special dividend arrangement were offset by a corresponding charge to increase reserves for the affected
policies. Also reflected in premiums are higher sales of single premium contracts and an increase in first-year premium, mostly offset by a
decrease in renewal premiums reflecting the expected attrition of older business. Our premiums have declined as the market has continued
to transition from traditional products, on which we record premiums, to products with a retirement and savings objective, for which
customer funds received are recorded as deposits. More than offsetting the decrease in premium was a $104 million increase in net
investment income, from $788 million in 2006 to $892 million in 2007, due to improved investment income margins, as discussed above.

2006 to 2005 Annual Comparison Revenues increased $59 million, from $7.671 billion in 2005 to $7.730 billion in 2006, including
a net unfavorable impact of $179 million relating to currency fluctuations. Excluding the impact of currency fluctuations, revenues
increased $238 million, from $8.008 billion in 2005 to $8.246 billion in 2006.

Revenues from our Life Planner operations, excluding the impact of currency fluctuations, increased $437 million, from $4.735 billion
in 2005 to $5.172 billion in 2006. This increase in revenues came primarily from increases in premiums and policy charges and fee income
of $389 million, from $4.046 billion in 2005 to $4.435 billion in 2006, and a $61 million increase in net investment income from 2005 to
2006. Premiums and policy charges and fee income from our Japanese Life Planner operation increased $262 million, from $2.799 billion
in 2005 to $3.061 billion in 2006. Premiums and policy charges and fee income from our Korean operation increased $101 million, from
$971 million in 2005 to $1.072 billion in 2006. The increase in premiums and policy charges and fee income in both operations was
primarily the result of business growth and strong persistency. The increase in net investment income reflects business growth and the
favorable effect of certain investment portfolio strategies initially implemented in 2005, as discussed above. Net investment income in 2005
included a one-time, $44 million benefit from an investment joint venture.

Revenues for Gibraltar Life declined $335 million, from $3.189 billion in 2005 to $2.854 billion in 2006, including a $136 million
unfavorable impact of currency fluctuations. Excluding the impact of the currency fluctuations, revenues declined $199 million, from
$3.273 billion in 2005 to $3.074 billion in 2006. The decline in revenues reflects a decline in premiums of $274 million, from $2.498
billion in 2005 to $2.224 billion in 2006. The decline in premium income reflects a $136 million decrease, from $228 million in 2005 to
$92 million in 2006, in premiums recognized in connection with issuance of additional face amounts of insurance under a special dividend
arrangement established as part of Gibraltar Life’s reorganization. The decline in premiums also reflects a decrease of $89 million in single
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premium contracts, as sales associated with retirement and savings objectives have transitioned from traditional products on which
premiums are recorded to products for which customer funds received are accounted for as deposits. The remainder of the decline in
premiums reflected the expected attrition of older business. A $97 million increase in net investment income, from $691 million in 2005 to
$788 million in 2006, was a partial offset. The increase in net investment income reflected the increase in Gibraltar Life’s U.S. dollar
denominated fixed annuity business, the favorable effect of certain investment portfolio strategies initially implemented in 2005, and
income of $6 million in 2006 from a single real estate related investment as discussed above.

Benefits and Expenses

2007 to 2006 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased $353
million, from $6.307 billion in 2006 to $6.660 billion in 2007, including a net favorable impact of $37 million related to currency
fluctuations. Excluding the impact of currency fluctuations, benefits and expenses increased $390 million, from $6.816 billion in 2006 to
$7.206 billion in 2007.

Benefits and expenses of our Life Planner operations increased $448 million, from $3.946 billion in 2006 to $4.394 billion in 2007,
including a net favorable impact of $12 million from currency fluctuations. Excluding the impact of currency fluctuations, benefits and
expenses increased $460 million, from $4.228 billion in 2006 to $4.688 billion in 2007. Benefits and expenses of our Japanese Life Planner
operation increased $290 million, from $2.822 billion in 2006 to $3.112 billion in 2007, while benefits and expenses from our Korean
operation increased $126 million, from $975 million in 2006 to $1.101 billion in 2007. The increase in benefits and expenses in both
operations reflects an increase in policyholder benefits, including changes in reserves, which was driven by new sales and strong
persistency. Also contributing to the increase in benefits and expenses are higher general and administrative expenses primarily as a result
of business growth.

Gibraltar Life’s benefits and expenses declined $95 million, from $2.361 billion in 2006 to $2.266 billion in 2007, including a $25
million favorable impact of currency fluctuations. Excluding the impact of currency fluctuations, benefits and expenses declined $70
million, from $2.588 billion in 2006 to $2.518 billion in 2007. This decline is primarily due to the effects of the special dividend
arrangement discussed above and the $17 million charge recognized in 2006 for refinements in policy liabilities. Partially offsetting the
decline in benefits and expenses, was higher interest credited to policyholders’ account balances resulting from growth in our U.S. dollar
denominated fixed annuity product.

2006 to 2005 Annual Comparison. Benefits and expenses declined $54 million, from $6.361 billion in 2005 to $6.307 billion in
2006, including a favorable impact of $252 million related to currency fluctuations. Excluding the impact of currency fluctuations, benefits
and expenses increased $198 million, from $6.618 billion in 2005 to $6.816 billion in 2006.

Benefits and expenses of our Life Planner operations, excluding the impact of currency fluctuations, increased $365 million, from
$3.863 billion in 2005 to $4.228 billion in 2006. Benefits and expenses of our Japanese Life Planner operation increased $217 million,
from $2.605 billion in 2005 to $2.822 billion in 2006. Benefits and expenses from our Korean operation increased $103 million, from $872
million in 2005 to $975 million in 2006. The increase in benefits and expenses in both operations reflects a greater volume of business in
force, which was driven by new sales and strong persistency. Benefits and expenses in 2005 include the favorable impacts of a reduction in
our liability for guaranty fund assessments in our Japanese Life Planner operation and reserve refinements on recently introduced products
in our Korean operation discussed above.

Gibraltar Life’s benefits and expenses declined $326 million, from $2.687 billion in 2005 to $2.361 billion in 2006, including a $159
million favorable impact of currency fluctuations. Excluding the impact of the currency fluctuations, benefits and expenses declined $167
million, from $2.755 billion in 2005 to $2.588 billion in 2006, reflecting the lower increases in reserves due to $228 million lower
premiums associated with the special dividend arrangement and lower single premium contracts as discussed above. These lower reserve
increases corresponding to the level of premiums were partially offset by a less favorable level of policyholder benefits and expenses,
which included charges of $17 million in 2006 from refinements in policy liabilities, compared to a favorable impact of $9 million in 2005
from refinements in reserves for a block of business. Additionally, benefits and expenses for 2006 include a $6 million charge to increase
our estimated liability for guaranty fund assessments, while 2005 included a favorable impact of $10 million from a reduction of that
liability.
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Sales Results

In managing our international insurance business, we analyze revenues, as well as new annualized premiums, which do not correspond
to revenues under U.S. GAAP. New annualized premiums measure the current sales performance of the segment, while revenues primarily
reflect the renewal persistency of policies written in prior years and net investment income, in addition to current sales. New annualized
premiums include 10% of first year premiums or deposits from single pay products. New annualized premiums on an actual and constant
exchange rate basis are as follows for the periods indicated.

Year ended December 31,
2007 2006 2005

(in millions)

New annualized premiums:
On an actual exchange rate basis:

Life PIANNET OPETALIONS . . .o\ttt ettt ettt e e ettt e e e et e e et et e e e e $ 788 $ 767 $ 856

Gibraltar Life . ... ... 359 357 323

TOMAL « ottt $1,147  $1,124  $1,179
On a constant exchange rate basis:

Life Planner OPErations . ... ... ...ttt ittt $ 821 $ 808 $ 889

Gibraltar Life . ... ... 382 377 329

TOUAL © .ottt e e $1,203  $1,185  $1,218

2007 to 2006 Annual Comparison. On a constant exchange rate basis, new annualized premiums increased $18 million, from $1.185
billion in 2006 to $1.203 billion in 2007. On this same basis, new annualized premiums from our Japanese Life Planner operations
increased $10 million reflecting increased sales of retirement income and U.S. dollar denominated whole life products, partially offset by
lower sales of increasing term life products to corporations as a result of pending tax law changes. Sales in all other countries, also on a
constant exchange rate basis, increased $3 million as decreased sales in Korea mostly offset increased sales in Taiwan and the rest of our
Life Planner operations. The number of Life Planners increased 338, or 6%, from 5,828 as of December 31, 2006 to 6,166 as of
December 31, 2007. This increase was driven by increases of 112, 66 and 90 in our Life Planner operations in Japan, Korea and Taiwan,
respectively. In addition, during 2007, 82 Life Planners in Japan were transferred to Gibraltar primarily to support our efforts to expand our
bank channel distribution.

New annualized premiums, on a constant exchange rate basis, from our Gibraltar Life operation increased $5 million from 2006 to
2007, primarily due to higher sales of our U.S. dollar whole life product and other traditional insurance products, which was partially offset
by lower sales of our U.S. dollar denominated single premium fixed annuity, particularly in our bank distribution channel. The number of
Life Advisor’s increased 320, or 5%, from 5,944 as of December 31, 2006 to 6,264 as of December 31, 2007.

2006 to 2005 Annual Comparison. On a constant exchange rate basis, new annualized premiums declined $33 million, from $1.218
billion in 2005 to $1.185 billion in 2006. On this same basis, new annualized premiums from our Japanese Life Planner operation declined
$72 million, primarily reflecting a decline in sales of U.S. dollar denominated products. Higher sales in 2005 reflected the popularity of
these products and sales in anticipation of premium rate increases. The decline in these sales was partially offset by increased sales of term
life insurance products. Sales in all other countries, also on a constant exchange rate basis, declined $9 million primarily reflecting declines
in sales in Korea and Taiwan.

New annualized premiums from our Gibraltar Life operation increased $48 million, on a constant exchange rate basis, from $329
million in 2005 to $377 million in 2006. Sales of our U.S. dollar denominated single premium fixed annuity product increased $95 million,
from $46 million in 2005 to $141 million in 2006, including $49 million of sales through our bank distribution channel which commenced
in the first quarter of 2006. Sales of our U.S. dollar denominated whole life policies increased $18 million, from $5 million in 2005 to $23
million in 2006. These increases were partially offset by a decline in sales of our single pay whole life products, from $50 million in 2005
to $12 million in 2006, and our traditional whole life products, from $77 million in 2005 to $52 million in 2006.

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 mandated
guaranteed interest rates. Japanese authorities regulate interest rates guaranteed in our Japanese insurance contracts. The regulated
guaranteed interest rates do not necessarily match the actual returns on the underlying investments. The spread between the actual
investment returns and these guaranteed rates of return to the policyholder is an element of the profit or loss that we will experience on
these 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 those sold
by Gibraltar Life, 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 the years ended December 31, 2007, 2006, and 2005
was well within our pricing assumptions and below the guaranteed levels reflected in the premiums we charge.
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Dual Currency Investments

The table below presents as of December 31, 2007, the yen-denominated earnings subject to our dual currency and synthetic dual
currency investments and the related weighted average exchange rates resulting from these investments.

a Cross-currency
Interest component coupon swap element  Yen-denominated = Weighted average
of dual currency of synthetic dual earnings subject to  exchange rate per
Year investments currency investments  these investments U.S. Dollar
(in billions) (Yen per $)
2008 ¥3.5 ¥6.5 ¥10.0 90.5
2009 34 5.8 9.2 88.7
2010 oo 32 49 8.1 87.4
2011-2034 ..o 39.1 60.2 99.3 79.9
Total ... ¥49.2 ¥77.4 ¥126.6 81.7

(1) Yen amounts are imputed from the contractual U.S. dollar denominated interest cash flows.

The table above does not reflect the currency income hedging program discussed above. In establishing the level of yen-denominated
earnings that will be hedged through the currency income hedging program we take into account the anticipated level of U.S. dollar
denominated earnings that will be generated by dual currency and synthetic dual currency investments, as well as the anticipated level of
U.S. dollar denominated earnings that will be generated by U.S. dollar denominated products and investments.

International Investments

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

2007 2006 2005
(in millions)

Operating results:

REVEIUES . o ottt ettt ettt e e e et e e e e e e $769 $590 $487

EXPONSES ..o 510 447 381

Adjusted OPerating INCOME . . . ..ottt t ettt ettt e e e et e et e e e e e e e e e e 259 143 106
Realized investment gains (losses), net, and related adjustments (1) . ......... ... ... i, 1 61 —
Related Charges(2) . . ..ottt e e e 3) — —
Equity in earnings of operating joint ventures(3) . ... ... ... 30) (28) 22)

Income from continuing operations before income taxes and equity in earnings of operating joint ventures ............ $227 $176 $ 84

(1) Revenues exclude Realized investment gains (losses), net, and related adjustments. 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.

(3) Equity in earnings of operating joint ventures are included in adjusted operating income but excluded from income from continuing operations before
income taxes and equity in earnings of operating joint ventures as they are reflected on a U.S. GAAP basis on an after-tax basis as a separate line on our
Consolidated Statements of Operations.

In 2004, we acquired an 80 percent interest in Hyundai Investment and Securities Co., Ltd., a Korean asset management firm, from an
agency of the Korean government. We subsequently renamed the company Prudential Investment & Securities Co., Ltd, or PISC. On
January 25, 2008, we completed the acquisition of the remaining 20 percent for $90 million and PISC is now a wholly owned operation.

On July 12, 2007, we sold our 50% interest in our operating joint ventures Oppenheim Pramerica Fonds Trust GmbH and Oppenheim
Pramerica Asset Management S.a.r.l., which we accounted for under the equity method, to our partner Oppenheim S.C.A. for $121 million.
These businesses establish, package and distribute mutual fund products to German and other European retail investors. We recorded a
pre-tax gain on the sale of $37 million, which is reflected in the adjusted operating income of our International Investments segment in
2007. These businesses contributed $3 million, $4 million and $1 million of adjusted operating income to the results of the International
Investments segment for the years ended December 31, 2007, 2006 and 2005, respectively.

On January 18, 2008, we made an additional investment of $154 million in our UBI Pramerica operating joint venture in Italy, which
we account for under the equity method. This additional investment was necessary to maintain our ownership interest at 35% and was a
result of the merger of our joint venture partner with another Italian bank, and their subsequent consolidation of their asset management
companies into the UBI Pramerica joint venture.
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Adjusted Operating Income

2007 to 2006 Annual Comparison. Adjusted operating income increased $116 million, from $143 million in 2006 to $259 million in
2007. Adjusted operating income for 2007 includes the $37 million gain from the sale of our Oppenheim joint ventures as discussed above
and a $17 million benefit from recoveries related to a former investment of our Korean asset management operations. In addition, market
value changes on securities relating to exchange memberships benefited 2007 by $42 million, while benefiting 2006 by $21 million.

Excluding the benefit of the items discussed above, adjusted operating income increased by $41 million reflecting more favorable
results from our asset management businesses in Korea and China. The adjusted operating income of our Korean asset management
operations also includes $17 million and $21 million in 2007 and 2006, respectively, of fee revenue from the Korean government under an
agreement entered into in connection with the 2004 acquisition of PISC, related to the provision of asset management and brokerage
services, which agreement extends until February 27, 2009.

2006 to 2005 Annual Comparison. Adjusted operating income increased $37 million, from $106 million in 2005 to $143 million in
2006. This increase reflects income recognized in 2006 from market value changes on securities, principally relating to exchange
memberships. Also contributing to the increase in adjusted operating income was improved results from the segment’s asset management
operations, principally reflecting higher performance fees and asset management fees in a joint venture, as well as more favorable sales and
trading results from our global commodities group business. Results for 2006 and 2005 include fee revenue from the Korean government
under the agreement discussed above of $21 million and $24 million, respectively.

Revenues

2007 to 2006 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $179 million,
from $590 million in 2006 to $769 million in 2007. This increase reflects the gain from the sale of our Oppenheim joint ventures, gains
from market value changes on securities relating to exchange memberships, and the gain associated with the recovery of a former
investment, as well as higher revenue from our asset management operations.

2006 to 2005 Annual Comparison. Revenues increased $103 million, from $487 million in 2005 to $590 million in 2006. This
increase includes income recognized in 2006 from market value changes on securities, principally relating to exchange memberships. Also
contributing to this increase were higher revenues from our global commodities group business, our Korean asset management operations,
and a joint venture as discussed above.

Expenses

2007 to 2006 Annual Comparison. Expenses, as shown in the table above under “—Operating Results,” increased $63 million, from
$447 million in 2006 to $510 million in 2007, primarily due to higher expenses corresponding with the higher level of revenues generated
by our asset management operations.

2006 to 2005 Annual Comparison. Expenses increased $66 million, from $381 million in 2005 to $447 million in 2006, primarily
due to higher expenses corresponding with the higher level of revenues generated by our global commodities group business and our
Korean asset management operations.

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 and expense from our qualified pension and other employee benefit 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 debt-
financed investment portfolios, as well as tax credit investments and other tax enhanced investments financed by our business segments;
and (3) businesses that we have placed in wind-down status but have not divested as well as the impact of transactions with other segments.

Year ended December 31,
2007 2006 2005

(in millions)

Operating Results:

Corporate Operations(1) . ... ...ttt $ (78) $(28) $ 83

Real Estate and Relocation SEIrVICes . ... ... ... ...t e e e e 28 75 105

Adjusted OPerating INCOME . . . ..ottt ettt et et ettt e e e e e e e e e e e e e e e e e e (50) 47 188
Realized investment gains (losses), net, and related adjustments(2) .. ..........iietin e (126) 108 359
Investment gains (losses) on trading account assets supporting insurance liabilities, net(1)(3) ............. ... ..... 2 2) —
Divested DUSINESSES(4) . . ot ittt ettt e e e e e e e 37 76 (16)

Income (loss) from continuing operations before income taxes and equity in earnings of operating joint ventures .......... $(137) $229 $531
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(1) Includes consolidating adjustments.

(2) Revenues exclude Realized investment gains (losses), net, and related adjustments. See
Investments—Realized Investment Gains.”

(3) Revenues exclude net investment gains and losses on trading account assets supporting insurance liabilities. See “—Trading Account Assets Supporting
Insurance Liabilities.”

(4) See “—Divested Businesses.”

«

—Realized Investment Gains and General Account

2007 to 2006 Annual Comparison. Adjusted operating income decreased $97 million, from income of $47 million in 2006 to a loss
of $50 million in 2007. Adjusted operating income from corporate operations decreased $50 million, from a loss of $28 million in 2006 to a
loss of $78 million in 2007. Corporate operations investment income, net of interest expense, decreased $62 million, primarily reflecting
the impact of deployment of our excess capital in our businesses and for share repurchases, increased borrowings and less favorable income
from equity method investments, including tax credit investments, partially offset by investment income, net of related interest expense,
from the investment of proceeds from our $2 billion November 2005 convertible debt issuance and our $2 billion December 2006
convertible debt issuance. In May 2007 the company called for redemption the November 2005 convertible debt securities. The proceeds
from our December 2006 convertible debt issuance were previously used to fund an investment portfolio, but beginning in December of
2007 were reinvested in short-term investments and may be used to fund operations in lieu of other short-term borrowings in future periods.
The proceeds from a $3 billion December 2007 convertible debt issuance have been deployed in a similar manner. We anticipate our
investment income, net of interest expense within our corporate operations will continue to decline in future periods as we continue to
repurchase shares and experience less pre-tax earnings on a growing book of equity method tax credit investments.

Corporate operations includes income from our qualified pension plan of $366 million in 2007, an increase of $23 million from $343
million in 2006. The increase reflects changes in the market value of our plan assets. During 2007 we transferred $1 billion of assets within
the qualified pension plan under Section 420 of the Internal Revenue Code from assets supporting pension benefits to assets supporting
retiree medical benefits.

For purposes of calculating pension income from our own qualified pension plan for the year ended December 31, 2008, we will
increase the discount rate to 6.25% from 5.75% in 2007. The expected return on plan assets will decline from 8.00% in 2007 to 7.75% in
2008 and the assumed rate of increase in compensation will remain unchanged at 4.5%. We determined our expected return on plan assets
based upon the arithmetic average of prospective returns, which is based upon a risk free interest rate as of the measurement date adjusted
by a risk premium that considers historical information and expected asset 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, the decline in plan assets
supporting pension benefits of $1 billion discussed above, as well as other items, including the increase in market value of pension assets,
we expect on a consolidated basis income from our own qualified pension plan will continue to contribute to adjusted operating income in
2008, but at a level of about $70 million to $80 million below that of the year 2007. This decline will be offset by a decline in other
postretirement benefit expenses in a range of $80 million to $90 million. The decline in other postretirement benefit expense is driven
primarily by the increase in expected return on assets reflecting the transfer of assets to our retiree medical benefit plans discussed above.
In 2008, pension and other postretirement benefit 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 decreased $47 million, from $75 million in 2006 to $28
million in 2007. The decline reflected lower transaction volume associated with less favorable residential real estate market conditions as
well as a fixed asset write-off in 2007.

2006 to 2005 Annual Comparison. Adjusted operating income decreased $141 million, from $188 million in 2005 to $47 million in
2006. Adjusted operating income from corporate operations decreased $111 million, from income of $83 million in 2005 to a loss of $28
million in 2006. Corporate operations investment income, net of interest expense, decreased $79 million primarily reflecting the impact of
deployment of our excess capital in our businesses and for share repurchases, increased borrowings, higher short term borrowing rates and
less favorable income from equity method investments. These items were partially offset by income from the investment of proceeds from
our convertible debt issuances of $2 billion principal amount in November 2005 and $2 billion principal amount in December 2006. In
2005, adjusted operating income from corporate operations included $20 million of non-recurring gains from home office property sales.

Corporate operations includes income from our qualified pension plan of $343 million in 2006, a decrease of $68 million from $411
million in 2005. The decline includes the impact of a reduction in the expected return on plan assets from 8.5% for 2005 to 8.0% for 2006.

General and administrative expenses, excluding income from our qualified pension plan, declined by $93 million, reflecting lower
employee benefit costs in 2006. Results for 2005 included the reversal of $30 million of amortization of deferred policy acquisition costs
recorded in earlier periods.

Adjusted operating income of our real estate and relocation services business decreased $30 million, from $105 million in 2005 to $75
million in 2006. The decline was driven by less favorable residential real estate market conditions in 2006.
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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 U.S. 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 expected, 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 will include any
change in our policyholder dividend obligation that we recognize for the excess of actual cumulative earnings in any given period over the
cumulative earnings we expected in addition to the actual policyholder dividends declared by the Board of Directors of Prudential
Insurance.

As of December 31, 2007, 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 $732 million. Actual cumulative earnings, as required by
U.S. GAAP, reflect the recognition of realized investment gains in the current period, as well as changes in assets and related liabilities that
support the policies. 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 $1.047 billion as of December 31, 2007, 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 U.S. GAAP. The following table
sets forth the Closed Block Business U.S. GAAP results for the periods indicated.

Year ended December 31,
2007 2006 2005

(in millions)

U.S. GAAP results:
REVEIUES . o\ttt ettt e e e e e e e $7,981  $7,812  $8,026
Benefits and EXPEeNSES . . . ...ttt e e e e e e e e 7,691 7,409 7,544

Income from continuing operations before income taxes and equity in earnings
Of OPErating JOINE VEMIUIES . . . .. oottt et ettt e e e et e e e e e e e e e e e e e e e e et e e e et $ 290 § 403 $ 482

Income from Continuing Operations Before Income Taxes and Equity in Earnings of Operating Joint Ventures

2007 to 2006 Annual Comparison. Income from continuing operations before income taxes and equity in earnings of operating joint
ventures decreased $113 million, from $403 million in 2006 to $290 million in 2007. Current year results reflect an increase in dividends to
policyholders of $213 million reflecting an increase in dividends paid and accrued to policyholders primarily due to an increase in the 2008
dividend scale, as well as an increase in the cumulative earnings policyholder dividend obligation expense of $92 million. In addition,
results for 2007 reflect higher claim costs that continue to increase with the aging of the Closed Block policyholders, while results for 2006
included a reserve release as a result of reserve factor updates. These decreases to income were partially offset by an increase of $79
million in net investment income, net of interest expense, primarily related to higher income on joint venture and limited partnership
investments and higher dividend income from public equity investments, and an increase of $108 million in net realized investment gains,
from $481 million in 2006 to $589 million in 2007. For a discussion of Closed Block Business realized investment gains (losses), net, see
“—Realized Investment Gains and General Account Investments—Realized Investment Gains.”

2006 to 2005 Annual Comparison. Income from continuing operations before income taxes and equity in earnings of operating joint
ventures decreased $79 million, from $482 million in 2005 to $403 million in 2006. Results for 2006 reflect realized investment gains of
$481 million as compared to $636 million in 2005, a decrease of $155 million. For a discussion of Closed Block Business realized
investment gains (losses), net, see “—Realized Investment Gains and General Account Investments—Realized Investment Gains.” The
decrease in net realized investment gains was partially offset by a decrease in dividends to policyholders of $135 million, which is
comprised of a decline in the policyholder dividend obligation expense of $169 million, partially offset by a $34 million increase in
dividends paid and accrued to policyholders.
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Revenues

2007 to 2006 Annual Comparison. Revenues, as shown in the table above under “—Operating Results,” increased $169 million,
from $7.812 billion in 2006 to $7.981 billion in 2007, principally driven by the $108 million increase in net realized investment gains and
an increase of $109 million in net investment income. The increase in net investment income reflects higher income on joint venture and
limited partnership investments and public equity investments. These increases in revenue were partially offset by a decrease in premiums,
with a corresponding decline in changes in reserves, as the policies in force have matured or terminated. We expect this decline in
premiums for this business to continue as these polices continue to mature or terminate.

2006 to 2005 Annual Comparison. Revenues decreased $214 million, from $8.026 billion in 2005 to $7.812 billion in 2006.
Revenues in 2006 reflect a decrease of $155 million in net realized investment gains and a decrease of $41 million in net investment
income. Additionally, results in 2006 reflect a decline in premiums, with a corresponding decline in changes in reserves, as policies in force
in the Closed Block have matured or terminated.

Benefits and Expenses

2007 to 2006 Annual Comparison. Benefits and expenses, as shown in the table above under “—Operating Results,” increased $282
million, from $7.409 billion in 2006 to $7.691 billion in 2007. This increase reflects a $213 million increase in dividends to policyholders
reflecting an increase in dividends paid and accrued to policyholders primarily due to an increase in the 2008 dividend scale, as well as an
increase in the cumulative earnings policyholder dividend obligation expense of $92 million. Policyholders’ benefits, including changes in
reserves, increased $54 million primarily reflecting higher claim costs in 2007 that continue to increase with the aging of the Closed Block
policyholders, and a reserve release in 2006.

2006 to 2005 Annual Comparison. Benefits and expenses decreased $135 million, from $7.544 billion in 2005 to $7.409 billion in
2006, as dividends to policyholders decreased $135 million, reflecting a decline in the policyholder dividend obligation expense of $169
million, partially offset by a $34 million increase in dividends paid and accrued to policyholders.

Income Taxes

Shown below is our income tax provision for the years ended December 31, 2007, 2006 and 2005, 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,
2007 2006 2005

(in millions)

TAX PIOVISION . . vttt ettt e e et e e e et e e e e e e e e e e e e $1,245  $1,245 $ 803
Impact of:
Non-taxable iINVEStMENt INCOME . . . . . ..o\ttt ettt ettt e et e e e e e e e e e e e et 253 252 185
Foreign taxes at other than U.S. rate ... ... ... . e 68 58 61)
Low income housing and other tax Credits .. ... ... ... ..t 67 51 53
Change in valuation allowance . ... ... . ... . ...t 32 2 (76)
State and 10CAL LAXES . . . . o oottt e e e e e 20 20 (22)
Non-deductible EXPENSES . . . .« .ttt ettt et e e e e e e e e (10) 45) (70)
Completion of Internal Revenue Service examination for the years 1997 to 2001 ........ ... ... ... ... ... ... — — 720
[ < P 6 4) (36)
Tax provision excluding these IeMS . ... ... ...ttt $1,640  $1,538  $1,496
Tax PrOVISION At SEALULOTY TALE .+ .« o vt v ettt e ettt e e ettt e e e et e e e e e e e et e e e $1,640  $1,538  $1,496

We employ various tax strategies, including strategies to minimize the amount of taxes resulting from realized capital gains.

We adopted FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes,” an Interpretation of FASB Statement
No. 109 on January 1, 2007. For additional information regarding the adoption of this guidance, see Note 17 of the Consolidated Financial
Statements.

The dividends received deduction reduces the amount of dividend income subject to tax and in recent years is the primary component
of the non-taxable investment income shown in the table above, and, as such, is a significant component of the difference between our
effective tax rate and the federal statutory tax rate of 35%. In August 2007, the Internal Revenue Service, or Service, issued Revenue
Ruling 2007-54, which included, among other items, guidance on the methodology to be followed in calculating the dividends received
deduction related to variable life insurance and annuity contracts. In September 2007, the Service released Revenue Ruling 2007-61.
Revenue Ruling 2007-61 suspended Revenue Ruling 2007-54 and informed taxpayers that the U.S. Treasury Department and the Service
intend to address through new regulations the issues considered in Revenue Ruling 2007-54, including the methodology to be followed in
determining the dividends received deduction related to variable life insurance and annuity contracts. These activities had no impact on our
2007 results.
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Discontinued Operations

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

Year ended December 31,
2007 2006 2005
(in millions)

Equity sales, trading and research OPerations . .. ... ... ... ... ...ttt $(1or)y  $ 9 $ 14
Real estate investments sold or held for sale . .. ... ... .. 63 98 —
Healthcare OPerations . . . . ... ...ttt et ettt e e e e e e e e 14 29 22
International SECUIItiES OPEIAtIONS . . . ... .ottt ettt et ettt e ettt e e e e e e e e e e 8 (8) (26)
Canadian intermediate weekly premium and individual health operations . .......... ... ... ... ... .. ... ... — (10) 31)
Philippine inSurance OPETatiONS . . . ... ...ttt ettt ettt e e e e e e e e e e e — (12) —
Dryden Wealth Management . . .. ... ... ..ottt e e e et e e e e e e — 4) (56)
[0 1 4= P — — 7
Income (loss) from discontinued operations before iINCOME taXes . . . ... .o vttt e e e (16) 102 (84)
Income tax expense (benefit) . .. ... ... . (33) 31 (11)
Income (loss) from discontinued operations, NEt Of LAXES . . ... ...ttt ittt e e e e e e $ 17 $ 71 $(73)

The year ended December 31, 2007 includes a $21 million tax benefit associated with the discontinued international securities
operations.

Results for our equity sales, trading and research operations known as Prudential Equity Group, previously included in the Financial
Advisory segment, have been classified as discontinued operations for all periods presented, as a result of our decision to exit these
operations. Included within the table above for the year ended December 31, 2007 is $104 million of pre-tax losses incurred in connection
with this decision, primarily related to employee severance costs. We do not anticipate significant additional costs will be incurred in
connection with this decision.

Real estate investments sold or held for sale reflects the income from discontinued real estate investments.

For further information concerning discontinued operations see Note 3 to the Consolidated Financial Statements.

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, investments in joint ventures and limited partnerships and other types of investments, as well as adjustments to the cost basis of
investments for other-than-temporary impairments. Realized investment gains and losses are also generated from prepayment premiums
received on private fixed maturity securities, recoveries of principal on previously impaired securities, provisions for losses on commercial
loans, fair value changes on commercial mortgage operations’ loans, gains and losses 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, currency 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 other-than-temporary 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.

In addition, for our impairment review of asset-backed securities with a credit rating below AA, we forecast the prospective future
cash flows of the security and determine if the present value of those cash flows, discounted using the effective yield of the most recent
interest accrual rate, has decreased from the previous reporting period. When a decrease from the prior reporting period has occurred and
the security’s market value is less than its carrying value, an other-than-temporary impairment is recognized by writing the security down
to fair value.

For a further discussion of our policies regarding other-than-temporary declines in investment value and the related methodology for
recording fixed maturity other-than-temporary impairments, see “—General Account Investments—Fixed Maturity Securities—Other-
than-Temporary 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—Other-than-Temporary Impairments of Equity Securities” below.
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The level of other-than-temporary 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 and interest rate related losses
through sales of investments pursuant to our credit risk and portfolio management objectives. Other-than-temporary impairments, interest
rate related losses and credit losses (other than those related to certain of our businesses which primarily originate investments for sale or
syndication to unrelated investors) are excluded from adjusted operating income. In periods subsequent to the recognition of an other-than-
temporary impairment, the impaired security is accounted for as if it had been purchased on the measurement date of the impairment.
Accordingly, the discount (or reduced premium) based on the new cost basis is accreted into net investment income, and included in
adjusted operating income in future periods based upon the amount and timing of expected future cash flows of the security, if the
recoverable value of the investment based upon those cash flows is greater than the carrying value of the investment after the impairment.

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 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. We also
use equity-based derivatives to hedge the equity risks embedded in some of our annuity products. 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 related assets or liabilities the same way. Accordingly,
realized investment gains and losses from our derivative activities can contribute significantly to fluctuations in net income.

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, current period yield adjustments, or product derivatives and the effect of any related economic
hedging program) and related charges and adjustments.
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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, 2007, 2006, and 2005, respectively, and gross realized investment gains and losses on fixed maturity securities by segment
for the years ended December 31, 2007, 2006, and 2005, 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 regarding adjusted operating income, which is our measure of performance for the segments of our Financial Services
Businesses, see Note 20 to the Consolidated Financial Statements.

Year ended December 31,
2007 2006 2005

(in millions)

Realized investment gains (losses), net:

Financial Services BUSINESSES . . . . ..ottt ettt et e e e e e e e e e e e s $ 24 $ 293 $ 742
Closed BIOCK BUSINESS . . . . ottt et et et e e e e e e e e e e e e e 589 481 636
Consolidated realized investment gains (I0SSES), NEL . . . ..\ttt e ettt et et $ 613 $ 774 $1,378
Financial Services Businesses:
Realized investment gains (losses), net
Fixed maturity investments(1) . ... ...t $ (64) $(219) $ (22
EQUILtY SECUTTHIES . . . o oottt ettt e e e e e e e e e e e e e e e e e 297 122 181
Derivative instruments(2) ... ..ottt e e (336) 171 376
[ 1 P 127 219 207
TOtaAl .« o e 24 293 742
Related adjustments(3) . . . ..ottt 82 (220) (73)
Realized investment gains (losses), net, and related adjustments ... .............oiuuuteeiinneeennnnneeann. $ 106 $ 73 $ 669
Related Charges(4) .. ..o ottt $ (57) $ 17 $ (108)
Closed Block Business:
Realized investment gains (losses), net
Fixed maturity investments(1) .. ... ... oo $ 182 $ 279 $ 335
EqQUILY SECUTILIES . . . . oottt et e et et e e e e e e e e e 337 187 250
Derivative INSIIUMENES . . . . oottt ettt et e e et et e e e et e e e e et e e e ettt 61 (68) 40
[ P 9 83 11
172 PP $ 589 $ 481 $ 636
Realized investment gains (losses) by segment—Fixed Maturity Securities
Financial Services Businesses:
Gross realized investment gains:
Individual Life ... ... $ 20 $ 22 $ 50
Individual ANNUITIES . . . . o .ottt e e e e e e e e e 35 21 41
Group INSUTANCE . . . . oottt ettt e e e e e e e e e e e 32 29 67
ASSEt MANAZEIMNENL . .« .. ottt ettt ettt e e e e e e e e e e 3 3 2
Financial AdVISOTY . . .. ..o — — —
RELICIMENL . . . oottt et ettt e e e e e e e e e e e 114 56 155
International INSUTANCE . . . . ..o\ttt et et e e e e e e e e e e e e 85 98 84
International INVESIMENLS . . . . . ..ottt et et e e e e — 60 —
Corporate and Other OPErations . . ... . ... ...ttt ettt e et e e e 16 57 28
TOtal .« ot e e 305 346 427
Gross realized investment losses:
Individual Life . . ... (25) (88) (24)
Individual ANNUILIES . . . . oottt e e e e e e e e e e 43) 99) 41)
Group INSUTANCE . . . . . ottt e e e e e e e e (42) 41) (22)
ASSEt MANAZEMCIL . .« . . o ettt ettt e e e e e e e e e e e e e 17 (D 2)
Financial AdVISOTY . . . ..ot e e e e e — — —
Retirtement . ... (137) (167) (96)
International INSUTANCE . . . . . ...ttt e e e e e (64) ©1) (235)
International INVESIMENLS . . . . . ...ttt et e e e (D) — (1)
Corporate and Other OPErationS . . ... . ...ttt ettt et e e e et e e e et ettt (40) (78) (28)
172 PP (369) (565) (449)
Realized investment gains (losses), net—Financial Services Businesses . .................c.ooiieinn .. $ (64) $(219) $ 22)
Closed Block Business:
Gross realized InVeStMENt GAINS . . ... .. ... i $ 506 $ 517 $ 492
Gross realized iINVEStMENt JOSSES . . . ..ottt et e e e (324) (238) (157)
Realized investment gains (losses), net—Closed Block Business . ......... ... ... $ 182 $ 279 $ 335
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(1) The Financial Services Businesses include $76 million of losses on sales in 2007, and $65 million of other-than-temporary impairments in 2007, related
to asset-backed securities collateralized by sub-prime mortgages. The Closed Block Business includes $11 million of losses on sales in 2007, and $15
million of other-than-temporary impairments in 2007, related to asset-backed securities collateralized by sub-prime mortgages.

(2) Includes $171 million of losses on embedded derivatives associated with certain externally managed investments in the European market in 2007.

(3) Related adjustments include that portion of realized investment gains (losses), net that are included in adjusted operating income, including those related
to our Asset Management segment’s commercial mortgage operations and proprietary investing business, as well as gains and losses pertaining to
certain derivatives contracts including losses on embedded derivatives associated with certain externally managed investments in the European market.
Related adjustments also include that portion of “Asset management fees and other income” that are excluded from adjusted operating income,
including the change in value due to the impact of changes in foreign currency exchange rates during the period on certain assets and liabilities for
which we economically hedge the foreign currency exposure. See Note 20 to the Consolidated Financial Statements for additional information on these
adjustments.

(4) Reflects charges that are related to realized investment gains (losses), net, and excluded from adjusted operating income, as described more fully in Note
20 to the Consolidated Financial Statements.

2007 to 2006 Annual Comparison

Financial Services Businesses

The Financial Services Businesses’ net realized investment gains in 2007 were $24 million, compared to net realized investment gains
of $293 million in 2006. Net realized losses on fixed maturity securities were $64 million in 2007 and reflect impairments of $139 million
and credit-related losses of $11 million, partially offset by net gains on sales and maturities of fixed maturity securities of $46 million and
private bond prepayment premiums of $40 million. Net gains on sales and maturities of fixed maturity securities in 2007 included gross
losses of $219 million, mainly in the Retirement and International Insurance segments, and were primarily related to credit spread increases
in the credit markets resulting generally from concerns over sub-prime mortgage exposures, and interest rates. Gross losses include $76
million related to sales of asset-backed securities collateralized by sub-prime mortgages, primarily in the second half of 2007. See
“—General Account Investments—Fixed Maturity Securities” for additional information regarding our exposure to sub-prime mortgages.
Net realized losses on fixed maturity securities were $219 million in 2006 and reflect net losses on sales and maturities of fixed maturity
securities of $203 million, fixed maturity other-than-temporary impairments of $23 million and credit-related losses of $25 million partially
offset by private bond prepayment premiums of $32 million. Net losses on sales and maturities of fixed maturity securities in 2006 included
gross losses of $517 million, mainly in the Retirement, Individual Annuities, and International Insurance segments, which were primarily
interest-rate related. Interest-rate related losses on fixed maturities primarily reflect sales of lower yielding bonds in a higher rate
environment, primarily in the first half of 2006, in order to meet various cash flow needs and manage portfolio duration, and reflect our
strategy for maximizing portfolio yield while minimizing the amount of taxes on realized capital gains. Interest-rate related losses, which
are excluded from adjusted operating income, where the proceeds from the sale of the securities are reinvested, will generally result in
higher net investment income to be included in adjusted operating income in future periods. See “—General Account Investments—
Investment Results” for a discussion of current period yields of the Financial Services Businesses.

Net realized gains on equity securities were $297 million in 2007, of which net trading gains on sales of equity securities were $340
million, partially offset by other-than-temporary impairments of $43 million. Net realized gains on equity securities were $122 million in
2006, of which net trading gains on sales of equity securities were $136 million, partially offset by other-than-temporary impairments of
$14 million. Net realized gains on equity securities for both periods were primarily due to sales of Japanese equities in our Gibraltar Life
and Japanese Life Planner operations from portfolio restructuring and equity sales in our Korean Life Planner operations.

Net realized losses on derivatives were $336 million in 2007, compared to net derivative gains of $171 million in 2006. The net
derivative losses in 2007 primarily reflect net losses of $171 million on embedded derivatives associated with certain externally managed
investments in the European market, net losses of $101 million from interest rate derivative contracts mainly used to manage the duration
of the U.S. dollar fixed maturity investment portfolio, and net losses of $77 million due to the impact of increased credit spreads on credit
derivatives used to enhance the return on our investment portfolio by creating credit exposure. The derivative gains in 2006 primarily relate
to net gains of $86 million from interest rate derivative contracts mainly used to manage the duration of the U.S. dollar fixed maturity
investment portfolio, net gains of $37 million from foreign 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, and net gains of $27 million on credit
derivatives used to enhance the return on our investment portfolio by creating credit exposure. For information regarding our externally
managed investments in the European market, see “—General Account Investments—Fixed Maturity Securities—Fixed Maturity
Securities and Unrealized Gains and Losses by Industry Category.”

Net realized investment gains on other investments were $127 million in 2007, primarily related to gains from real estate related
investments. Net realized investment gains on other investments were $219 million in 2006, primarily related to gains from real estate
related investments and loan securitizations.

During 2007, we recorded total other-than-temporary impairments of $185 million attributable to the Financial Services Businesses,
compared to total other-than-temporary impairments of $46 million attributable to the Financial Services Businesses in 2006. The other-
than-temporary impairments in 2007 consisted of $139 million relating to fixed maturities, $43 million relating to equity securities, and $3
million relating to other invested assets, which include real estate investments and investments in joint ventures and partnerships. The
other-than-temporary impairments in 2006 consisted of $23 million relating to fixed maturities, $14 million relating to equity securities,
and $9 million relating to other invested assets, as defined above.
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The other-than-temporary impairments recorded on fixed maturities in 2007 consist of $123 million on public securities and $16
million on private securities, compared with fixed maturity other-than-temporary impairments of $16 million on public securities and $7
million on private securities in 2006. Included in the other-than-temporary impairments recorded on fixed maturities in 2007 are $65
million of other-than-temporary impairments on asset-backed securities collateralized by sub-prime mortgages, primarily recorded in the
second half of 2007. Fixed maturity other-than-temporary impairments in 2007 were concentrated in asset-backed securities and the
services and finance sectors of our corporate securities, and were primarily driven by credit spread increases as discussed above, interest
rates, downgrades in credit, bankruptcy or other adverse financial conditions of the respective issuers. Fixed maturity other-than-temporary
impairments in 2006 were concentrated in the manufacturing sector and were primarily driven by interest rates, downgrades in credit,
bankruptcy or other adverse financial conditions of the respective issuers.

Closed Block Business

For the Closed Block Business, net realized investment gains in 2007 were $589 million, compared to net realized investment gains of
$481 million in 2006. Net realized gains on fixed maturity securities were $182 million in 2007 and reflect net gains on sales and maturities
of fixed maturity securities of $205 million and private bond prepayment premiums of $39 million, partially offset by other-than-temporary
impairments of $48 million and credit-related losses of $14 million. Net gains on sales and maturities of fixed maturity securities included
gross losses of $262 million, of which $11 million related to sales of asset-backed securities collateralized by sub-prime mortgages,
primarily in the second half of 2007. See “—General Account Investments—Fixed Maturity Securities” for additional information
regarding our exposure to sub-prime mortgages. Net realized gains on fixed maturity securities were $279 million in 2006 and reflect net
gains on sales and maturities of fixed maturity securities of $284 million, including a recovery of $29 million from a U.S.
telecommunications company, and private bond prepayment premiums of $49 million, partially offset by fixed maturity other-than-
temporary impairments of $31 million and credit-related losses of $23 million. Net gains on sales and maturities of fixed maturity securities
in 2006 included gross losses of $184 million.

Net realized gains on equity securities were $337 million in 2007, of which net trading gains on equity securities were $369 million,
partially offset by other-than-temporary impairments of $32 million. Net realized gains on equity securities were $187 million in 2006, of
which net trading gains on equity securities were $204 million, partially offset by other-than-temporary impairments of $17 million. These
gains were a result of sales pursuant to our active management strategy.

Net gains on derivatives were $61 million in 2007, compared to net losses of $68 million in 2006. Derivative gains in 2007 primarily
reflect the impact of interest derivatives used to manage the duration of the fixed maturity investment portfolio partially offset by net losses
on currency derivatives used to hedge foreign investments. Derivative losses in 2006 primarily relate to currency derivatives used to hedge
foreign investments.

Net realized investment gains on other investments were $9 million in 2007. Net realized investment gains on other investments were
$83 million in 2006 primarily related to net gains from real estate related investments.

During 2007, we recorded total other-than-temporary impairments of $86 million attributable to the Closed Block Business, compared
to total other-than-temporary impairments of $51 million attributable to the Closed Block Business in 2006. The other-than-temporary
impairments in 2007 consisted of $48 million relating to fixed maturities, $32 million relating to equity securities, and $6 million relating
to other invested assets, which include real estate investments and investments in joint ventures and partnerships. The other-than-temporary
impairments in 2006 consisted of $31 million relating to fixed maturities, $17 million relating to equity securities, and $3 million relating
to other invested assets, as defined above.

The other-than-temporary impairments recorded on fixed maturities in 2007 consist of $29 million on public securities and $19
million on private securities, compared with $7 million on public securities and $24 million on private securities in 2006. Included in the
other-than-temporary impairments recorded on fixed maturities in 2007 are $15 million of other-than-temporary impairments on asset-
backed securities collateralized by sub-prime mortgages, primarily recorded in the second half of 2007. Other-than-temporary impairments
of fixed maturity securities include amounts which are currently expected to be accreted into net investment income in future periods based
on the future estimated cash flows of the securities. Other-than-temporary impairments in 2007 were concentrated in asset-backed
securities and the services and manufacturing sectors of our corporate securities and were primarily driven by credit spread increases as
discussed above, interest rates, downgrades in credit, bankruptcy or other adverse financial conditions of the respective issuers. Other-than-
temporary impairments in 2006 were concentrated in the services and manufacturing sectors and were primarily driven by interest rates,
downgrades in credit, bankruptcy or other adverse financial conditions of the respective issuers.

2006 to 2005 Annual Comparison

Financial Services Businesses

The Financial Services Businesses’ net realized investment gains in 2006 were $293 million, compared to net realized investment
gains of $742 million in 2005. Net realized losses on fixed maturity securities were $219 million in 2006 and reflect net losses on sales and
maturities of fixed maturity securities of $203 million, impairments of $23 million and credit losses of $25 million, partially offset by
private bond prepayment premiums of $32 million. Net realized losses on fixed maturity securities include gross losses on sales and
maturities of fixed maturity securities of $517 million mainly in the Retirement, Individual Annuities and International Insurance segments,
which were primarily interest-rate related. Interest-rate related losses on fixed maturities primarily reflect sales of lower yielding bonds in a
higher rate environment in order to meet various cash flow needs, manage portfolio duration and reflect our strategy for maximizing
portfolio yield while minimizing the amount of taxes on realized capital gains. Interest-rate related losses, which are excluded from
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adjusted operating income, where the proceeds from the sale of the securities are reinvested will generally result in higher net investment
income to be included in adjusted operating income in future periods. See “—General Account Investments—Investment Results” for a
discussion of current period yields of the Financial Services Businesses. Gross realized gains on sales of fixed maturity securities in 2006
included $60 million in our International Investment segment on a private fixed maturity relating to a Korean financial services company
and a $22 million recovery in our Corporate and other operations from a U.S. telecommunications company. Net realized losses on fixed
maturity securities were $22 million in 2005 and reflect net losses on sales and maturities of fixed maturity securities of $48 million,
impairments of $69 million and credit losses of $31 million, partially offset by private bond prepayment premiums of $96 million and a
$33 million recovery of impaired principal on a previously defaulted bond. Net realized losses on fixed maturity securities include gross
losses on sales and maturities of fixed maturity securities of $349 million mainly in the International Insurance and Retirement segments,
which were primarily interest-rate related.

Realized net gains on equity securities were $122 million in 2006, compared to net realized gains of $181 million in 2005, primarily
due to sales of yen denominated equity securities in our Gibraltar Life and Japanese Life Planner operations. Realized gains in 2006 include
net derivative gains of $171 million, compared to net derivative gains of $376 million in 2005. The derivative gains in 2006 were primarily
the result of net gains of $86 million from interest rate swap contracts mainly used to manage the duration of the fixed maturity investment
portfolio, net gains of $37 million from foreign 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, and net gains of $27 million on credit derivatives used to enhance
the return on our investment portfolio by creating credit exposure. The derivative net gains in 2005 were primarily the result of net gains of
$290 million from 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. Net realized investment gains on other investments were $219 million in 2006, which were
primarily related to net gains from real estate related investments and loan securitizations. Net realized investment gains on other
investments were $207 million in 2005 which 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 Consolidated Statements 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.

During 2006, we recorded total other-than-temporary impairments of $46 million attributable to the Financial Services Businesses,
compared to total other-than-temporary impairments of $80 million attributable to the Financial Services Businesses in 2005. The other-
than-temporary impairments in 2006 consisted of $23 million relating to fixed maturities, $14 million relating to equity securities and $9
million relating to other invested assets which include real estate investments and investments in joint ventures and partnerships. The other-
than-temporary impairments in 2005 consisted of $69 million relating to fixed maturities, $4 million relating to equity securities and $7
million relating to other invested assets as defined above.

The other-than-temporary impairments recorded on fixed maturities in 2006 consisted of $16 million on public securities and $7
million on private securities, compared with fixed maturity other-than-temporary impairments of $64 million on public securities and $5
million on private securities in 2005. Included in public fixed maturity other-than-temporary impairments for 2005 were impairments
related to a Japanese electronic products supplier. Other-than-temporary impairments on fixed maturities in both 2006 and 2005 were
concentrated in the manufacturing sector and were primarily driven by interest rates, downgrades in credit, bankruptcy or other adverse
financial conditions of the respective issuers.

Closed Block Business

For the Closed Block Business, net realized investment gains in 2006 were $481 million, compared to net realized investment gains of
$636 million in 2005. Net realized gains on fixed maturity securities were $279 million in 2006 and reflect net gains on sales and maturities
of fixed maturity securities of $284 million, including a recovery of $29 million from a U.S. telecommunications company, and private
bond prepayment premiums of $49 million, partially offset by other-than-temporary impairments of $31 million and credit losses of $23
million. Net realized gains on fixed maturity securities were $335 million in 2005 and relate primarily to net gains on sales of fixed
maturity securities of $311 million and private bond prepayment premiums of $68 million, partially offset by other-than-temporary
impairments of $32 million and credit-related losses of $12 million.

Realized net gains on equity securities were $187 million in 2006, compared to net gains of $250 million in 2005. The net realized
gains on equity securities in 2006 and 2005 were primarily the result of sales pursuant to our active management strategy. Derivative losses
were $68 million in 2006, compared to derivative gains of $40 million in 2005. Derivative losses in 2006 were primarily the result of
currency derivatives used to hedge foreign fixed maturity investments. The derivative gains in 2005 were primarily related to net gains on
interest rate derivatives used to manage the duration of the fixed maturity investment portfolio. Net realized investment gains on other
investments were $83 million in 2006 compared to net gains of $11 million in 2005. Net realized investment gains on other investment
gains in 2006 were primarily related to net gains from real estate related investments.

During 2006, we recorded total other-than-temporary impairments of $51 million attributable to the Closed Block Business, compared
to total other-than-temporary impairments of $47 million attributable to the Closed Block Business in 2005. The other-than-temporary
impairments in 2006 consisted of $31 million relating to fixed maturities, $17 million relating to equity securities and $3 million relating to
other invested assets as defined above. The other-than-temporary 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 other-than-temporary impairments recorded on fixed maturities in 2006 consist of $7 million on public securities and $24 million

on private securities, compared with fixed maturity other-than-temporary impairments of $7 million on public securities and $25 million on
private securities in 2005. Other-than-temporary impairments in 2006 were concentrated in the services and manufacturing sectors and
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were primarily driven by interest rates, downgrades in credit, bankruptcy or other adverse financial conditions of the respective issuers.
Included in private fixed maturity other-than-temporary impairments for 2006 were impairments relating to an amusement ride
manufacturer. Other-than-temporary 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 other-than-temporary impairments for 2005 were impairments relating to an electric power plant and an electronic test equipment
distributor.

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;
* maximizing the portfolio book yield within risk constraints; and

 for certain portfolios, maximizing total return, including both investment yield and capital gains, and preserving principal, within
risk constraints, while matching the liability characteristics of their major products.

Our strategies for maximizing the portfolio book yield of the Financial Services Businesses include: (1) the investment of proceeds
from investment sales, repayments and prepayments, and operating cash flows, into optimally yielding investments, and (2) where
appropriate, the sale of the portfolio’s lower yielding investments, either to meet various cash flow needs or to manage the portfolio's
duration, credit, currency and other risk constraints, all while minimizing the amount of taxes on realized capital gains.

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.

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, but not necessarily the exact cash flow characteristics, of the assets with the estimated
interest rate sensitivity of the product liabilities. In certain markets, primarily outside the U.S., capital market limitations hinder our ability
to closely approximate the duration of some of our liabilities. We achieve income objectives through asset/liability management and
strategic and tactical asset allocations within a disciplined risk management framework. For a discussion of our risk management process
see “Quantitative and Qualitative Disclosures About Market Risk—Risk Management, Market Risk and Derivative Instruments and—
Other Than Trading Activities—Insurance and Annuity Products Asset/Liability Management.” Our asset allocation also reflects our desire
for broad diversification across asset classes, sectors and issuers. The Asset Management segment manages virtually all of our investments,
other than those managed by our International Insurance segment, under the direction and oversight of the Asset Liability Management and
Risk Management groups. Our International Insurance segment manages the majority of its investments locally, in some cases using the
international asset management capabilities of our International Investments segment.

The Investment Committee of our Board of Directors oversees our proprietary investments. It also reviews performance and risk
positions quarterly. Our Asset Liability Management and Risk Management groups develop the investment policy for the general account
assets of our insurance subsidiaries and oversee the investment process for our general account and have the authority to initiate tactical
shifts within exposure ranges approved annually by the Investment Committee.

The Asset Liability Management and Risk Management groups work closely with each of our business units to develop investment
objectives, performance factors and measures and asset allocation ranges and to ensure that the specific characteristics of our products are
incorporated into their processes. 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 and universal life insurance;

* 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.
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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 $232.5 billion and $229.7 billion as of December 31, 2007 and December 31, 2006,
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 $163.0 billion and $159.6 billion as of December 31, 2007 and
December 31, 2006, respectively, while total general account investments attributable to the Closed Block Business were $69.5 billion and
$70.1 billion as of December 31, 2007 and December 31, 2006, respectively. The following table sets forth the composition of the
investments of our general account as of the dates indicated. The average duration of our general account investment portfolio attributable
to the domestic Financial Services Businesses as of December 31, 2007 is between 4 and 5 years.

December 31, 2007

Financial Closed
Services Businesses Block Business Total % of Total

($ in millions)
Fixed Maturities:

Public, available for sale, at fair value . ............ ..o $ 90,962 $37,168 $128,130 55.1%

Public, held to maturity, at amortized COSt .. ...........oiuriiiieinnennn... 2,879 — 2,879 1.2

Private, available for sale, at fairvalue . .......... ... . ... ... . ... . ... ... .. 20,313 12,246 32,559 14.0

Private, held to maturity, at amortized cost . .. ........... i 669 — 669 0.3
Trading account assets supporting insurance liabilities, at fair value . ............... 14,473 — 14,473 6.2
Other trading account assets, at fairvalue . .. ......... ... ... ... . i 204 142 346 0.2
Equity securities, available for sale, at fairvalue .......... ... ... ... ... ... .. 4,629 3,940 8,569 3.7
Commercial loans, atbook value . ............. .. ... . it 19,603 7,954 27,557 11.9
Policy loans, at outstanding balance . .......... ... ... ... ... i 3,942 5,395 9,337 4.0
Other long-term investments(1) ........ ... ... i 2,724 1,268 3,992 1.7
Short-term invVestments(2) . .. ..ottt ettt e e 2,598 1,385 3,983 1.7

Total general account inVEStMENES .. ... .ovvuttt ettt 162,996 69,498 232,494 100.0%
Invested assets of other entities and operations(3) .............c.ooiiiiinen... 10,613 — 10,613

Total INVESIMENTS .« o v o e vttt e e e e e e e e e e e e e e e $173,609 $69,498 $243,107

December 31, 2006
Financial Closed

Services Businesses Block Business Total % of Total

($ in millions)
Fixed Maturities:

Public, available for sale, at fairvalue .............. .. ... .. ... $ 92,802 $38,752 $131,554 57.3%

Public, held to maturity, at amortized cost .. ............. ..o, 3,025 — 3,025 1.3

Private, available for sale, at fairvalue ............ .. .. ... .. .. ... .. ....... 18,336 12,021 30,357 13.2

Private, held to maturity, at amortized coSt . . . ...t 443 — 443 0.2
Trading account assets supporting insurance liabilities, at fair value ................ 14,262 — 14,262 6.2
Other trading account assets, at fairvalue . .. ......... ... ... ... ... ... ... ... 109 — 109 0.1
Equity securities, available for sale, at fair value .......... ... ... ... ... ...... 4,314 3,772 8,086 3.5
Commercial loans, at book value . ........ ... .. .. . .. i 17,275 7,318 24,593 10.7
Policy loans, at outstanding balance . ............ ... i 3,472 5,415 8,887 3.9
Other long-term investments(l) . ....... ... ... i 2,791 965 3,756 1.6
Short-term investments(2) . . . ...ttt 2,752 1,851 4,603 2.0

Total general account inVESIMENES . .. .. ..ovu ettt 159,581 70,094 229,675 100.0%
Invested assets of other entities and operations(3) ................iiiiiiii.. 5,742 — 5,742

Total INVESTMENTS . . . o vttt et e e e e e e e e $165,323 $70,094 $235,417

(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, which includes our investment in Wachovia Securities) and partnerships, investment real estate held through direct ownership and other
miscellaneous investments.

(2) Short-term investments consist primarily of money market funds, with virtually no sub-prime exposure.
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(3) 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.

The increase in general account investments attributable to the Financial Services Businesses in 2007 was primarily a result of the
reinvestment of net investment results and the investment of proceeds related to the issuance of surplus notes, as discussed in Note 12 to the
Consolidated Financial Statements. These increases were partially offset by the liquidation of investments purchased using the proceeds of
the convertible senior notes issued in 2005. These notes were called for redemption during the second quarter of 2007, as discussed in Note
12 to the Consolidated Financial Statements. Also offsetting the increase was net operating and capital outflows, and net declines in market
value primarily attributable to increased credit spreads. The decrease in general account investments attributable to the Closed Block
Business in 2007 was primarily due to net operating outflows and a net decrease in market value partially offset by portfolio growth as a
result of reinvestment of net investment income.

We have substantial insurance operations in Japan, with 31% and 30% of our Financial Services Businesses’ general account
investments relating to our Japanese insurance operations as of December 31, 2007 and December 31, 2006, respectively. Total general
account investments related to our Japanese insurance operations were $50.7 billion and $47.5 billion as of December 31, 2007 and
December 31, 2006, respectively. The increase in general account investments related to our Japanese insurance operations in 2007 is
primarily attributable to portfolio growth as a result of business growth, the reinvestment of net investment income and changes in foreign
currency exchange rates. The following table sets forth the composition of the investments of our Japanese insurance operations’ general
account as of the dates indicated.

December 31, December 31,
2007 2006

(in millions)

Fixed Maturities:

Public, available for sale, at fair value ... ... ..ottt $34,752 $32,242
Public, held to maturity, at amortized COSE . . . ... .ottt ettt et e e 2,879 3,025
Private, available for sale, at fair value . ... ... . ... .. . 3,467 3,139
Private, held to maturity, at amortized COSt . . ... ...\ttt ettt e e e 668 443
Trading account assets supporting insurance liabilities, at fair value . ......... ... ... ... . ... . i 1,132 1,106
Other trading account assets, at fair value ... ...... ... .. e 48 28
Equity securities, available for sale, at fair value . . .. ... ... e 2,550 2,372
Commercial loans, at bOOK value . . . . ... .. 2,881 2,782
Policy loans, at outstanding balance . . ... ... ... e 1,133 1,016
Other long-term investments(1) . .. ... ...ttt e e e e e e 993 970
ShOrt-term INVESHMENTS . . . . . oottt ettt ettt e e et e e e e e e e e e e e e e 239 374
Total Japanese general account inVeStMENtS(2) . . ... v vttt ettt et et e e e e s $50,742 $47,497

(1) Other long-term investments consist of real estate and non-real estate related investments in joint ventures and partnerships, investment real estate held
through direct ownership, and other miscellaneous investments.
(2) Excludes 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. As of December 31, 2007, our Japanese insurance operations had
$10.2 billion of investments denominated in U.S. dollars, including $1.1 billion that were hedged to yen through third party derivative
contracts and $4.1 billion that support liabilities denominated in U.S. dollars. As of December 31, 2006, our Japanese insurance operations
had $9.3 billion of investments denominated in U.S. dollars, including $1.2 billion that were hedged to yen through third party derivative
contracts and $3.1 billion that support liabilities denominated in U.S. dollars. For additional information regarding U.S. dollar investments
held in our Japanese insurance operations see, “—Results of Operations for Financial Services Businesses by Segment—International
Insurance and Investments Division.”
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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, 2007

Financial Services Closed Block
Businesses Business Combined

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

($ in millions)

Fixed Maturities . ... ..o oottt et e e e e e e e e 5.10%  $5,700 6.59%  $3,047 553% $ 8,747
Trading account assets supporting insurance liabilities .. ........................ 5.12 716 — — 5.12 716
Equity SECUTILIES . . . ..ottt e 4.95 198 291 93 4.04 291
Commercial 10ans . .. ... .. 6.17 1,081 7.00 504 6.41 1,585
Policy 10ans . ... ... 5.23 188 6.35 333 5.90 521
Short-term investments and cash equivalents ............ ... ... ... ... ...... 4.58 378 9.83 183 5.05 561
Other INVEStMENES . . .. oottt e e e e e e e e 4.80 136 17.83 176 8.19 312
Gross investment income before investment expenses . ..................... 5.20 8,397 6.64 4,336 5.60 12,733
INVEStMENt EXPENSES . . o ot vttt ettt e e e e e (0.14) (521) (0.23) (547) 0.17) (1,068)
Investment income after investment eXpenses ........................ 5.06% 7,876 6.41% 3,789 5.43% 11,665
Investment results of other entities and operations(2) ... ............coieeno... 352 — 352
Total iINVEStMENL INCOME . . .. o\ttt et e ettt e e et e e e e $8,228 $3,789 $12,017

Year Ended December 31, 2006

Financial Services Closed Block
Businesses Business Combined

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

Fixed Maturities . . . ..ottt e et e e e e 4.95%  $5315 6.59%  $3,001 542% $ 8,316
Trading account assets supporting insurance liabilities . . ........................ 4.73 652 — — 4.73 652
EQUity SECUTILIES . . o o\ ottt et e e e e e e e e e e 5.15 182 2.81 81 4.10 263
Commercial 10ans . . ... . 6.15 982 7.58 529 6.58 1,511
Policy 10ans . . . ... o 5.04 158 6.35 333 5.86 491
Short-term investments and cash equivalents ............. ... ... ... ... ... 5.38 342 10.91 191 6.06 533
Other INVESIMENES . . . . oottt e ettt e e e e e e e e 8.03 217 10.76 94 8.72 311
Gross investment income before investment eXpenses . ..................... 5.14 7,848 6.61 4,229 5.56 12,077
INVEStMENt EXPENSES . . oo\ttt e e e e e e (0.15) (515) 0.24) (549) (0.18) (1,064)
Investment income after investment eXpenses . . . . .........oeeueeen..... 4.99% 7,333 6.37% 3,680 5.38% 11,013
Investment results of other entities and operations(2) ... .............coooion... 307 — 307
Total INVEStMENT INCOME . . . o ot vt e et et e e e e e e e e e e e e $7,640 $3,680 $11,320

(1) Yields are based on quarterly 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 5.43% and 5.38% for the years ended December 31, 2007 and 2006, respectively. The net investment income yield
attributable to the Financial Services Businesses was 5.06% for the year ended December 31, 2007, compared to 4.99% for the year ended
December 31, 2006. See below for a discussion of the change in the Financial Services Businesses’ yields.

The net investment income yield attributable to the Closed Block Business was 6.41% for the year ended December 31, 2007,
compared to 6.37% for the year ended December 31, 2006. The increase was primarily due to higher income from investments in joint
ventures and limited partnerships, driven by net appreciation of underlying assets and gains from the sale of underlying assets partially
offset by lower mortgage loan prepayment income.
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The following tables set forth the income yield and investment income, excluding realized investment gains (losses), for each major
investment category of the Financial Services Business general account, excluding the Japanese operations’ portion of the general account
which is presented separately below, for the periods indicated.

Year ended Year ended
December 31,2007 December 31, 2006
Yield(1) Amount Yield(1) Amount

($ in millions)

Fixed Maturities . . .. ... ottt e e 6.47%  $4,642 6.33%  $4,360
Trading account assets supporting insurance liabilities ............ ... ... ... ... .. . 5.42 697 5.04 641
EqQUIty SECUTILIES . . .ottt ettt et e e e e e e e e e e e e 7.51 139 7.56 128
Commercial Joans . ... ..o 6.49 959 6.58 889
POlicy 10ANS . . .o 5.76 148 5.66 122
Short-term investments and cash equivalents ... ........ ... ...ttt e 4.68 346 5.65 322
Other INVESIMENES . . . .« vttt ettt et e e e et e e e e e e e e e e e e e e e 1.55 31 5.82 106
Gross investment income before investment eXPenSes . . ... ... vttt ettt 6.17 6,962 6.17 6,568
INVEStMENt EXPEINSES . . ..ottt et ettt e e e e e e e e e e (0.13) (425) 0.14) (419)
Investment income after iNVeStMEeNt EXPENSES . ... v .ttt ittt ettt e 6.04% 6,537 6.03% 6,149
Investment results of other entities and operations(2) ... ..ottt 352 307
Total INVEStMENT INCOIME . . . . ottt ettt et et e e e e e e e e e e e e e e e e $6,889 $6,456

(1) Yields are based on quarterly 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 attributable to the non-Japanese operations’ portion of the Financial Services Businesses portfolio
was 6.04% for the year ended December 31, 2007, compared to 6.03% for the year ended December 31, 2006. The increase was primarily
due to an increase in fixed maturity yields as a result of reinvestment of proceeds from sales and maturities of fixed maturities at higher
available interest rates, which occurred primarily in the first half of 2006, as discussed above under “—Realized Investment Gains”, and
the impact of higher rates on floating rate investments.

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

Year ended Year ended
December 31, 2007 December 31, 2006
Yield(1) Amount Yield(1) Amount

($ in millions)

Fixed Maturities . . .. ... ottt e e e 2.72%  $1,058 2.54% $ 955
Trading account assets supporting insurance liabilities ............ ... ... ... ... .. ... .. 1.67 19 1.01 11
EqQUIty SECUTILIES . . . oottt ettt e e e e e e e e e e e 2.74 59 2.92 54
Commercial Joans . . ... ... 4.45 122 3.81 93
Policy 10ans . .. ... 391 40 3.66 36
Short-term investments and cash eqUIvValents ... ........ ... ..ttt e 3.96 32 3.56 20
Other INVESIMENES . . . .« vttt ettt et e e e e e e e e e e e e e e e e e e e e e e 11.95 105 12.43 111
Gross investment income before investment eXPenSes . . ... .o vttt ittt 3.01 1,435 2.82 1,280
INVESIMENE EXPEINSES . . o .ottt et ettt e et e e e e e e e e (0.18) (96) (0.18) (96)
Total iINVEStMENE INCOME . . . o o\ ettt et et et e e e e e e e e e e e e e e e e 2.83%  $1,339 2.64%  $1,184

(1) Yields are based on quarterly 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 net investment income yield attributable to the Japanese insurance operations’ portfolios was 2.83% for the year ended
December 31, 2007, compared to 2.64% for the year ended December 31, 2006. The increase in yield on the Japanese insurance portfolio is
primarily attributable to an increase in unhedged U.S. dollar investments, the lengthening of the duration of the investment portfolio, and an
increase in credit exposure. The U.S. dollar denominated fixed maturities that are not hedged to yen through third party derivative contracts
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 derivative contracts for the years ended December 31, 2007 and
2006 was approximately $7.6 billion and $6.3 billion, respectively, based on amortized cost. For additional information regarding U.S.
dollar investments held in our Japanese insurance operations see, “—Results of Operations for Financial Services Businesses by
Segment—International Insurance and Investments Division.”
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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 or overseen by the Asset Liability Management and Risk Management
groups and, in the case of our international insurance portfolios, to a profile that also reflects the local market environment. The investment
objectives for fixed maturity securities are consistent with those described above. 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 $113.5 billion at amortized cost with an
estimated fair value of $114.8 billion as of December 31, 2007 compared to $111.9 billion at amortized cost with an estimated fair value of
$114.6 billion as of December 31, 2006. Investments in fixed maturity securities attributable to the Closed Block Business were $48.7
billion at amortized cost with an estimated fair value of $49.4 billion as of December 31, 2007 compared to $49.5 billion at amortized cost
with an estimated fair value of $50.8 billion as of December 31, 2006.

Fixed Maturity Securities by Contractual Maturity Date

The following tables set forth the breakdown of the amortized cost of our fixed maturity securities portfolio in total by contractual
maturity as of December 31, 2007.

December 31, 2007
Financial Services Businesses Closed Block Business
Amortized Amortized
Cost % of Total Cost % of Total
($ in millions)

Maturing in 2008 . . . ... $ 4,983 4.4% $ 2,783 5.7%
Maturing in 2009 . . ... 4,296 3.8 1,903 3.9
Maturing in 2010 . . ... 4,938 4.4 1,903 3.9
Maturing in 2011 . ..o 6,242 5.5 2,088 43
Maturing in 2012 . . . oo 6,295 5.6 2,171 4.4
Maturing in 2013 . ..o 5,034 4.4 2,487 5.1
Maturing in 2014 . ..o 7,146 6.3 2,172 4.5
Maturing in 2015 . ..o 5,609 4.9 1,809 3.7
Maturing in 2016 . .. ..o 5,360 4.7 1,252 2.6
Maturing in 2017 and beyond . ... ... 63,583 56.0 30,164 61.9
Total Fixed MatUrities . .. ...ttt ettt e e e e e et e e e e e e e $113,486 100.0% $48,732 100.0%
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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, 2007 December 31, 2006
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:

Manufacturing ................... $ 14,754 $ 523 $ 248 $ 15,029 $ 14,126 $ 577 $138 $ 14,565
Finance ......................... 11,009 141 247 10,903 12,425 267 68 12,624
Utilities . . ...ooee i 10,170 408 191 10,387 9,313 454 74 9,693
Services . ... 8,238 237 191 8,284 7,397 297 71 7,623
Energy .........coooiiiiiiiii. 4,009 157 69 4,097 3,550 189 45 3,694
Transportation ................... 2,872 112 38 2,946 2,483 128 20 2,591
Retail and Wholesale .............. 2,722 64 50 2,736 2,605 78 20 2,663
Other .......... ..., 742 11 20 733 549 11 16 544
Total Corporate Securities .............. 54,516 1,653 1,054 55,115 52,448 2,001 452 53,997
Foreign Government .................. 27,606 904 98 28,412 25,164 685 70 25,779
Asset-Backed Securities . ............... 13,833 123 747 13,209 16,073 156 29 16,200
Residential Mortgage Backed(3) ......... 7,782 104 46 7,840 8,523 77 53 8,547
Commercial Mortgage Backed(4) ........ 6,581 102 25 6,658 6,909 57 34 6,932
U.S.Government ..................... 3,168 416 — 3,584 2,812 324 14 3,122

Total (5) ........ ... $113,486 $3,302 $1,970 $114,818  $111,929 $3,300 $652 $114,577

(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 $36 million of gross unrealized gains and $41 million of gross unrealized losses as of December 31, 2007, compared to $24 million of gross
unrealized gains and $53 million of gross unrealized losses as of December 31, 2006 on securities classified as held to maturity, which are not reflected
in other comprehensive income.

(3) Excluded from the above are available for sale residential mortgage-backed securities held outside the general account in other entities and operations
with amortized cost of $603 million and fair value of $608 million, all of which have credit ratings of AAA.

(4) Commercial Mortgage Backed securities were previously presented primarily within Corporate Securities — Finance.

(5) The table above excludes fixed maturity securities classified as trading. See “—trading account assets supporting insurance liabilities” for additional
information.

As a percentage of amortized cost, fixed maturity investments attributable to the Financial Services Businesses as of December 31,
2007, consist primarily of 24% foreign government securities, 13% manufacturing sector, 12% asset-backed securities and 10% finance
sector, compared to 22% foreign government securities, 14% asset-backed securities, 13% manufacturing sector and 11% finance sector as
of December 31, 2006. As of December 31, 2007, 96% of the residential mortgage-backed securities in the Financial Services Businesses
were publicly traded agency pass-through securities, which are supported by implicit or explicit government guarantees and have credit
ratings of AA or AAA. Collateralized mortgage obligations, including approximately $61 million secured by “ALT-A” mortgages,
represented the remaining 4% of residential mortgage-backed securities (and less than 1% of total fixed maturities in the Financial Services
Businesses), and all have credit ratings of A or above.

As of December 31, 2007, included within asset-backed securities attributable to the Financial Services Businesses on an amortized
cost basis is approximately $7.8 billion ($7.1 billion fair value) of securities collateralized by sub-prime mortgages, $1.8 billion ($1.9
billion fair value) of externally managed investments in the European market, $1.2 billion ($1.2 billion fair value) of securities
collateralized by auto loans, $0.9 billion ($0.9 billion fair value) of securities collateralized by credit card receivables, and $2.1 billion
($2.1 billion fair value) of other asset-backed securities.

The $1.8 billion of externally managed investments in European markets, included above in asset-backed securities of the Financial
Services Businesses, reflects our investment in medium term notes that are collateralized by portfolios of assets primarily consisting of
European fixed income securities and derivatives, including corporate bonds and asset-backed securities. Our investment in these notes
further diversifies our credit risk. None of the underlying investments are securities collateralized by U.S. sub-prime mortgages, and 90%
of the underlying investments are rated investment grade. The notes have a stated coupon and provide a return based on the return of the
underlying securities. The notes are accounted for as available for sale fixed maturity securities with embedded derivatives (total return
swaps). Changes in the value of the notes are reported in Stockholders’ Equity under the heading “Accumulated Other Comprehensive
Income.” Changes in the market value of the embedded total return swaps are included in current period earnings in “Realized investment
gains (losses), net.” Adjusted operating income includes cumulative losses and recoveries of such losses on the embedded derivatives in the
period they occur. Cumulative net gains on the embedded derivatives are deferred and amortized into adjusted operating income over the
remaining life of the notes.
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While there is no market standard definition, we define sub-prime mortgages as residential mortgages that are originated to weaker
quality obligors as indicated by weaker credit scores, as well as mortgages with higher loan to value ratios, or limited documentation. The
slowing U.S. housing market, rising interest rates, and relaxed underwriting standards for some originators of sub-prime mortgages have
recently led to higher delinquency rates, particularly for those mortgages issued in 2006 and 2007. The following tables set forth the
amortized cost and fair value of our asset-backed securities attributable to the Financial Services Businesses as of December 31, 2007 by
credit quality, and for asset-backed securities collateralized by sub-prime mortgages, by year of issuance (vintage).

Amortized Cost as of December 31, 2007
Lowest Rating Agency Rating

Total
BB and Amortized
Vintage AAA AA A BBB below Cost
(in millions)
Collateralized by sub-prime mortgages:
Enhanced short-term portfolio(1)
2007 e $ 737 $§ — $ — $§ — $— $ 737
2000 . . 2,622 — — — — 2,622
200 e 142 — — — — 142
2004 — — — — — —
2003 & PriOr ..ottt — — — — — —
Total enhanced short-term portfolio .......... .. ... ... ... . 3,501 — — — — 3,501
All other portfolios
2007 e 412 8 — — — 420
2000 . e 1,413 367 26 5 — 1,811
200 76 472 122 7 — 677
2004 50 400 309 4 — 763
2003 & PriOr ..ottt 63 242 230 86 19 640
Total all other portfolios . .. ... .. 2,014 1,489 687 102 19 4311
Total collateralized by sub-prime mortgages(2) ..............cc.uuuieeiunnnn. . 5,515 1,489 687 102 19 7,812
Other asset-backed securities(3) . ....... ottt 2,540 289 1,597 1,362 233 6,021
Total asset-backed Securities(4) . ... ..ottt $8,055 $1,778 $2,284 $1,464 $252 $13,833

Fair Value as of December 31, 2007
Lowest Rating Agency Rating

BB and Total Fair
Vintage AAA AA A BBB below Value

(in millions)

Collateralized by sub-prime mortgages:
Enhanced short-term portfolio(1)

2007 e $ 692 $§ — $ — $ — $— $ 692
2000 . e 2,532 — — — — 2,532
200 L 140 — — — — 140
2004 — — — — — —
2003 & Prior ..o — — — — — —
Total enhanced short-term portfolio .......... ... . . i 3,364 — — — — 3,364
All other portfolios
2007 e 335 6 — — — 341
2006 . 1,258 256 21 4 — 1,539
200 e 74 426 97 7 — 604
2004 49 375 284 3 — 711
2003 & PriOT ..ottt 61 225 206 69 15 576
Total all other portfolios . .. ... .. .t 1,777 1,288 608 83 15 3,771
Total collateralized by sub-prime mortgages .. .............. ..., 5,141 1,288 608 83 15 7,135
Other asset-backed securities(3) . ... ..ottt e 2,567 292 1,621 1,347 247 6,074
Total asset-backed securities(4) . ... ...t $7,708  $1,580 $2.229 $1,430 $262 $13,209

(1) Our enhanced short-term portfolio is used primarily to invest cash proceeds of securities lending and repurchase activities, and cash generated from
certain trading and operating activities. The investment policy statement of this portfolio requires that securities purchased for this portfolio have a
remaining expected average life of 2 years or less when acquired.

(2) Included within the $5.5 billion of asset-backed securities collateralized by sub-prime mortgages with AAA credit ratings are $1.6 billion of securities
supported by guarantees from monoline bond insurers, of which $1.4 billion are collateralized by second-lien exposures. See “—Fixed Maturity
Securities Credit Quality” for additional information regarding guarantees from monoline bond insurers.

(3) Includes collateralized debt obligations with amortized cost of $220 million and fair value of $214 million, with less than 2% secured by sub-prime
mortgages.
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(4) Excluded from the table above, on an amortized cost basis, is $279 million ($281 million fair value) of available for sale asset-backed securities held
outside the general account in other entities and operations. Based on amortized cost, 73% have credit ratings of AAA, and the remaining 27% have
BBB or below credit ratings. Included within these asset-backed securities are securities collateralized by sub-prime mortgages with amortized cost and
fair value of $11 million, all of which have AAA credit ratings, with $10 million in the 2006 vintage and $1 million in the 2003 vintage. Also included
are collateralized debt obligations with amortized cost of $79 million and fair value of $81 million, with none secured by sub-prime mortgages. Also
excluded from the table above are asset-backed securities classified as trading and carried at fair value. See “—trading account assets supporting
insurance liabilities” for information regarding $1.2 billion of such securities. An additional $37 million are classified as other trading, 40% of which
have credit ratings of AAA and the remaining 60% have BBB or below credit ratings.

The tables above provide ratings as assigned by nationally recognized rating agencies as of December 31, 2007. In making our
investment decisions we assign internal ratings to our asset-backed securities based upon our dedicated asset-backed securities unit’s
independent evaluation of the underlying collateral and securitization structure, including any guarantees from monoline bond insurers. See
“—Fixed Maturity Securities Credit Quality” for additional information regarding guarantees from monoline bond insurers.

While delinquency rates on commercial mortgages have been stable in recent years, we recognized several market factors that
influenced our investment decisions on commercial mortgage-backed securities issued in 2006 and 2007, including less stringent loan
underwriting, higher levels of leverage, and rapid real estate price appreciation. The following tables set forth the amortized cost and fair
value of our commercial mortgage backed securities attributable to the Financial Services Businesses as of December 31, 2007 by credit
quality and by year of issuance (vintage).

Amortized Cost as of December 31, 2007
Lowest Rating Agency Rating

Total
BB and Amortized
Vintage AAA AA A BBB  below Cost
(in millions)

2007 o $ 576 $— $ 3 $o64 $ 70 $ 713
2000 e 2,506 8 — 9 23 2,546
2005 e 1,425 — — 48 36 1,509
2004 417 — — 6 — 423
2003 & Prior . .o 1,121 141 63 56 9 1,390
Total commercial mortgage backed securities(1) ............... ... ... ... ... ... ..... $6,045 $149 $ 66 $183 $138 $6,581

Fair Value as of December 31, 2007
Lowest Rating Agency Rating

Total

BB and Fair

Vintage AAA AA A BBB  below Value

(in millions)

2007 $ 50 $— $ 3 $64 $70 $ 727
2006 2,549 8 — 9 22 2,588
2005 e 1,434 — — 48 35 1,517
2004 415 — — 6 — 421
2003 & PriOT o oo 1,132 143 64 57 9 1,405
Total commercial mortgage backed securities(1) .............. ... ... .. ... $6,120 $151 $ 67 $184  $136 $6,658

(1) Excluded from the table above are available for sale commercial mortgage-backed securities held outside the general account in other entities and
operations with amortized cost and fair value of $10 million, 50% of which have credit ratings of AAA and the remaining 50% of which have credit
ratings of BB. Also excluded from the table above are commercial mortgage-backed securities classified as trading and carried at fair value. See
“—trading account assets supporting insurance liabilities” for information regarding $2.6 billion of such securities. An additional $794 million are
classified as other trading, of which 89% have AAA credit ratings, 3% have AA credit ratings, 6% have A credit ratings, and the remaining 2% have
BBB or below credit ratings.

The gross unrealized losses related to our fixed maturity portfolio attributable to the Financial Services Businesses were $2.0 billion as
of December 31, 2007, compared to $0.7 billion as of December 31, 2006. The gross unrealized losses as of December 31, 2007 were
concentrated primarily in asset-backed securities and the finance and manufacturing sectors of our corporate securities. The gross
unrealized losses as of December 31, 2006 were concentrated primarily in the manufacturing, utilities, services, and foreign government
sectors. Gross unrealized losses related to our asset-backed securities collateralized by sub-prime mortgages attributable to the Financial
Services Businesses were $0.7 billion as of December 31, 2007. For additional information regarding sales and other-than-temporary
impairments of asset-backed securities collateralized by sub-prime mortgages see “—Realized Investment Gains” above.

64



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, 2007 December 31, 2006
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 . ..................... $ 8,455 $ 346 $ 91 $ 8,710 $ 8,358 $ 349 $ 80 $ 8,627
Utilities .. ..o 5,338 280 73 5,545 5,753 323 66 6,010
SEIVICES vttt 4,566 184 77 4,673 4,765 219 41 4,943
Finance ............. ... ... iiu.. 3,997 53 71 3,979 4912 102 13 5,001
Energy .........coiiiiiiiii 2,103 99 13 2,189 2,104 120 14 2,210
Retail and Wholesale ................. 1,631 59 19 1,671 1,691 71 11 1,751
Transportation ...................... 1,274 65 21 1,318 1,061 66 12 1,115
Total Corporate Securities ................. 27,364 1,086 365 28,085 28,644 1,250 237 29,657
Asset-Backed Securities . . ................. 8,091 14 478 7,627 8,171 23 15 8,179
Residential Mortgage Backed .............. 5,163 61 18 5,206 3,362 14 35 3,341
Commercial Mortgage Backed(2) ........... 4,265 46 21 4,290 4,018 33 33 4,018
U.S.Government . ............couuuueunnn. 3,353 309 1 3,661 4,376 242 38 4,580
Foreign Government ..................... 496 53 4 545 895 105 2 998
Total ..., $48,732 $1,569 $887 $49.414  $49,466 $1,667 $360 $50,773

(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) Commercial Mortgage Backed securities were previously presented within Corporate Securities—Finance.

As a percentage of amortized cost, fixed maturity investments attributable to the Closed Block Business as of December 31, 2007
consist primarily of 17% asset-backed securities, 17% manufacturing sector, 11% utilities sector, 11% residential mortgage-backed
securities, 9% services sector and 9% commercial mortgage backed securities compared to 17% asset-backed securities, 17%
manufacturing sector, 12% utilities sector, 10% services sector, 10% finance sector and 7% residential mortgage-backed securities, as of
December 31, 2006. As of December 31, 2007, 86% of the residential mortgage-backed securities in the Closed Block Business were
publicly traded agency pass-through securities, which are supported by implicit or explicit government guarantees and have credit ratings
of AA or AAA. Collateralized mortgage obligations, including approximately $137 million secured by "ALT-A" mortgages, represented
the remaining 14% of residential mortgage-backed securities (and less than 2% of total fixed maturities in the Closed Block Business), and
all have credit ratings of A or above.

As of December 31, 2007, included within asset-backed securities attributable to the Closed Block Business on an amortized cost
basis is approximately $6.3 billion ($5.9 billion fair value) of securities collateralized by sub-prime mortgages, $0.5 billion ($0.5 billion
fair value) of securities collateralized by credit card receivables, $0.4 billion ($0.4 billion fair value) of securities collateralized by auto
loans, $0.3 billion ($0.3 billion fair value) of externally managed investments in the European market, $0.2 billion ($0.2 billion fair value)
of securities collateralized by education loans, and $0.4 billion ($0.3 billion fair value) of other asset-backed securities.

The $0.3 billion of externally managed investments in European markets, included in asset-backed securities of the Closed Block
Business, reflects our investment in medium term notes that are collateralized by portfolios of assets primarily consisting of European fixed
income securities and derivatives, including corporate bonds and asset-backed securities. Our investment in these notes further diversifies
our credit risk. None of the underlying investments are securities collateralized by U.S. sub-prime mortgages, and 90% of the underlying
investments are rated investment grade. The notes have a stated coupon and provide a return based on the return of the underlying
securities. The notes are accounted for as available for sale fixed maturity securities with embedded derivatives (total return swaps).
Changes in the value of the notes are reported in Stockholders’ Equity under the heading “Accumulated Other Comprehensive Income.”
Changes in the market value of the embedded total return swaps are included in current period earnings in “Realized investment gains
(losses), net.”
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See above for a description of asset-backed securities collateralized by sub-prime mortgages. The following tables set forth the
amortized cost and fair value of our asset-backed securities attributable to the Closed Block Business as of December 31, 2007 by credit
quality, and for asset-backed securities collateralized by sub-prime mortgages, by year of issuance (vintage).

Amortized Cost as of December 31, 2007
Lowest Rating Agency Rating

Total
BB and Amortized
Vintage AAA AA A BBB  below Cost
(in millions)
Collateralized by sub-prime mortgages:
Enhanced short-term portfolio(1)
2007 e $ 768 $ —  $— $— $— $ 768
2000 . . 2,735 — — — — 2,735
200 e 148 — — — — 148
2004 — — — — — —
2003 & Prior ..ot — — — — —
Total enhanced short-term portfolio .......... .. ... . . i 3,651 — — — — 3,651
All other portfolios
2007 e 201 10 — — — 211
2000 . . 1,052 22 — — — 1,074
200 L 31 420 5 — — 456
2004 10 307 53 — — 370
2003 & PriOr ..ottt 56 365 124 16 7 568
Total all other portfolios ... ... ... 1,350 1,124 182 16 7 2,679
Total collateralized by sub-prime mortgages(2) . ...........oouuiiiiiiinennnenn. . 5,001 1,124 182 16 7 6,330
Other asset-backed securities(3) ... ...ttt 775 53 394 504 35 1,761
Total asset-backed SECUTIES . . ..ottt ettt e e e e e e, $5,776  $1,177 $576  $520 $ 42 $8,091

Fair Value as of December 31, 2007
Lowest Rating Agency Rating

BB and Total Fair
Vintage AAA AA A BBB  below Value

(in millions)
Collateralized by sub-prime mortgages:
Enhanced short-term portfolio(1)

2007 e e $ 721§ —  $— $— $— $ 721
2006 . . e 2,640 — — — — 2,640
200 e e 147 — — — — 147

2004 — — — — — —

2003 & Prior ..ottt — — — — —
Total enhanced short-term portfolio ........ ... .. ... i 3,508 — — — — 3,508

All other portfolios

2007 e e e 167 8 — — — 175
2006 . . 907 9 — — — 926
200 e 29 379 4 — — 412
2004 9 286 49 — — 344
2003 & PriOr ..ot 55 339 105 13 6 518
Total all other portfolios . ... ... .ot e 1,167 1,031 158 13 6 2,375
Total collateralized by sub-prime mortgages ... ...... ...ttt .. 4,675 1,031 158 13 6 5,883
Other asset-backed securities(3) ... ...ttt 778 52 396 480 38 1,744
Total asset-backed SECUTILIES . . .. ..ttt e e e e $5,453  $1,083 $554  $493 $ 44 $7,627

(1) Our enhanced short-term portfolio is used primarily to invest cash proceeds of securities lending and repurchase activities, and cash generated from
certain trading and operating activities. The investment policy statement of this portfolio requires that securities purchased for this portfolio have a
remaining expected average life of 2 years or less when acquired.

(2) Included within the $5.0 billion of asset-backed securities collateralized by sub-prime mortgages with AAA credit ratings are $1.1 billion of securities
supported by guarantees from monoline bond insurers, of which $0.9 billion are collateralized by second-lien exposures. See “—Fixed Maturity
Securities Credit Quality” for additional information regarding guarantees from monoline bond insurers.

(3) Includes collateralized debt obligations with amortized cost of $27 million and fair value of $31 million, with none secured by sub-prime mortgages.

The tables above provide ratings as assigned by nationally recognized rating agencies as of December 31, 2007. In making our
investment decisions we assign internal ratings to our asset-backed securities based upon our dedicated asset-backed securities unit’s
independent evaluation of the underlying collateral and securitization structure, including any guarantees from monoline bond insurers. See
“—Fixed Maturity Securities Credit Quality” for additional information regarding guarantees from monoline bond insurers.
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While delinquency rates on commercial mortgages have been stable in recent years, we recognized several market factors that
influenced our investment decisions on commercial mortgage-backed securities issued in 2006 and 2007, including less stringent loan
underwriting, higher levels of leverage, and rapid real estate price appreciation. The following tables set forth the amortized cost and fair
value of our commercial mortgage backed securities attributable to the Closed Block Business as of December 31, 2007 by credit quality
and by year of issuance (vintage).

Amortized Cost as of December 31, 2007
Lowest Rating Agency Rating

BB Total
and Amortized
Vintage AAA AA A BBB  below Cost
(in millions)
2007 e $ 258 $— $19 $— $— $ 277
2006 . e e 1,207 — — — — 1,207
2005 e e 1,375 — — — — 1,375
2004 e 397 — — — — 397
2003 & PriOr ..ttt 891 45 47 26 — 1,009
Total commercial mortgage backed securities . . ......... ...t $4,128 $45 $66 $26 $— $4,265

Fair Value as of December 31, 2007
Lowest Rating Agency Rating

BB Total

and Fair

Vintage AAA AA A BBB Dbelow Value

(in millions)

2007 e $ 263 $— $16 $— $— $ 279
2000 e 1,221 — — — — 1,221
200 . 1,375 — — — — 1,375
2004 . 392 — — — — 392
2003 & PriOr ...ttt 905 45 47 26 — 1,023
Total commercial mortgage backed securities . .................. i $4,156 $45 $63 $26 $— $4,290

The gross unrealized losses related to our fixed maturity portfolio attributable to the Closed Block Business were $0.9 billion as of
December 31, 2007 compared to $0.4 billion as of December 31, 2006. The gross unrealized losses as of December 31, 2007 were
concentrated primarily in asset-backed securities and the manufacturing, and services sectors of our corporate securities. The gross
unrealized losses as of December 31, 2006 were concentrated primarily in the manufacturing, utilities, and services sectors. Gross
unrealized losses related to our asset-backed securities collateralized by sub-prime mortgages attributable to the Closed Block Business
were $0.4 billion as of December 31, 2007. For additional information regarding sales and other-than-temporary impairments of asset-
backed securities collateralized by sub-prime mortgages see “—Realized Investment Gains” above.

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, Standard & Poor’s, or rating equivalents based on ratings
assigned by Japanese credit ratings agencies.

Certain of the Company’s fixed maturity investments are supported by guarantees from monoline bond insurers. As of December 31,
2007, on an amortized cost basis, $2.7 billion ($2.6 billion fair value), or 2%, of general account available for sale fixed maturity
investments attributable to the Financial Services Businesses were supported by guarantees from monoline bond insurers. All of these
investments had AAA credit ratings as of December 31, 2007, reflecting the credit quality of the monoline bond insurers. Management
estimates, taking into account the structure and credit quality of the underlying investments and giving no effect to the support of these
securities by guarantees from monoline bond insurers, that 73% of the $2.7 billion total (based upon amortized cost) would have
investment grade credit ratings. Based on amortized cost, $1.6 billion of the $2.7 billion of securities supported by bond insurance were
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asset-backed securities collateralized by sub-prime mortgages, $0.6 billion were other asset-backed securities and $0.5 billion were
municipal bonds, which are included within the U.S. Government line of the fixed maturity securities composition table above.
Management estimates that 63% of the asset-backed securities collateralized by sub-prime mortgages, 79% of the other asset-backed
securities, and virtually all of the municipal bonds would have investment grade credit ratings giving no effect to the support of these
securities by guarantees from monoline bond insurers. As of December 31, 2007, the bond insurance is provided by five insurance
companies, with no company representing more than 29% of the overall amortized cost of the securities supported by bond insurance
attributable to the Financial Services Businesses.

As of December 31, 2007, on an amortized cost basis, $1.4 billion ($1.3 billion fair value), or 3%, of fixed maturity investments
attributable to the Closed Block Business were supported by guarantees from monoline bond insurers. All of these investments had AAA
credit ratings as of December 31, 2007, reflecting the credit quality of the monoline bond insurer. Management estimates, taking into
account the structure and credit quality of the underlying investments and giving no effect to the support of these securities by guarantees
from monoline bond insurers, that 81% of the $1.4 billion total (based upon amortized cost) would have investment grade credit ratings.
Based on amortized cost, $1.1 billion of the $1.4 billion of securities supported by bond insurance were asset-backed securities
collateralized by sub-prime mortgages, $0.2 billion were other asset-backed securities, and $0.1 billion were municipal bonds, which are
included within the U.S. Government line of the fixed maturity securities composition table above. Management estimates that 78% of the
asset-backed securities collateralized by sub-prime mortgages, 85% of the other asset-backed securities, and all of the municipal bonds
would have investment grade credit ratings giving no effect to the support of these securities by guarantees from monoline bond insurers.
As of December 31, 2007, the bond insurance is provided by five insurance companies, with no company representing more than 35% of
the overall amortized cost of the securities supported by bond insurance attributable to the Closed Block Business.

The amortized cost of our public and private below investment grade fixed maturities attributable to the Financial Services Businesses
totaled $7.5 billion, or 7%, of the total fixed maturities as of December 31, 2007 and $7.1 billion, or 6%, of the total fixed maturities as of
December 31, 2006. Below investment grade fixed maturities represented 12% and 11% of the gross unrealized losses attributable to the
Financial Services Businesses as of December 31, 2007 and December 31, 2006, respectively.

The amortized cost of our public and private below investment grade fixed maturities attributable to the Closed Block Business totaled
$5.7 billion, or 12%, of the total fixed maturities as of December 31, 2007 and $6.2 billion, or 13%, of the total fixed maturities as of
December 31, 2006. Below investment grade fixed maturities represented 18% of the gross unrealized losses attributable to the Closed
Block Business as of December 31, 2007, compared to 16% of gross unrealized losses as of December 31, 2006.

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.

[€3XPI) December 31, 2007 December 31, 2006
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 ... $74,678 $2,036 $1,184  $75,530 $75,796 $1,787 $322 $77,261
2 Baa ........ .. 13,573 490 351 13,712 13,328 580 137 13,771
Subtotal Investment Grade ............... 88,251 2,526 1,535 89,242 89,124 2,367 459 91,032
3 Ba ..o 2,830 68 102 2,796 2,692 109 22 2,779
4 B o 1,681 38 82 1,637 1,746 93 23 1,816
5 Candlower............ .. ..o, 115 5 6 114 115 8 2 121
6 Inorneardefault....................... 34 5 1 38 48 7 1 54
Subtotal Below Investment Grade ......... 4,660 116 191 4,585 4,601 217 48 4,770
Total Public Fixed Maturities ............. $92,911 $2,642 $1,726  $93,827 $93,725 $2,584 $507 $95,802

(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, 2007 and December 31, 2006, respectively, 14 securities with amortized cost of $49 million (fair value, $46 million) and
10 securities with amortized cost of $50 million (fair value, $51 million) that have been categorized based on expected NAIC designations pending
receipt of SVO ratings.

(3) Includes $25 million of gross unrealized gains and $39 million gross unrealized losses as of December 31, 2007, compared to $22 million of gross
unrealized gains and $47 million of gross unrealized losses as of December 31, 2006 on securities classified as held to maturity that are not reflected in
other comprehensive income.
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The following table sets forth our public fixed maturity portfolios by NAIC rating attributable to the Closed Block Business as of the
dates indicated.

1)
NAIC
Designation Rating Agency Equivalent
1 Aaa, Aa, A .. ...
2 Baa........o
Subtotal Investment Grade ................
3 Ba ...
4 B o
5 Candlower ........ ... i,
6 Inorneardefault ........................

(6]

Subtotal Below Investment Grade . .. ........

Total Public Fixed Maturities

December 31, 2007 December 31, 2006
Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Cost Gains Losses Value Cost Gains Losses Value
(in millions)

$27,437 $618 $578 $27,477 $27,181 $ 582 $161 $27,602
5,915 199 101 6,013 6,332 264 69 6,527
33,352 817 679 33,490 33,513 846 230 34,129
1,992 46 61 1,977 2,367 103 17 2,453
1,588 23 58 1,553 2,003 63 20 2,046
131 8 128 105 3 105
19 — 20 17 3 1 19
3,730 75 127 3,678 4,492 172 41 4,623
$37,082 $892 $806 $37,168  $38,005 $1,018 $271 $38,752

Includes, as of December 31, 2007 and December 31, 2006, respectively, 14 securities with amortized cost of $45 million (fair value, $47 million) and 6
securities with amortized cost of $19 million (fair value, $19 million) that have been categorized based on expected NAIC designations pending receipt

of SVO ratings.

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.
@2
NAIC
Designation Rating Agency Equivalent
1 Aaa, Aa, A ...
2 Baa ... .
Subtotal Investment Grade ...............
3 Ba ..
4 B o
5 Candlower ............ ...,
6 Inorneardefault.......................
Subtotal Below Investment Grade .........
Total Private Fixed Maturities ............
H

()]

3)

December 31, 2007 December 31, 2006
Gross Gross Gross Gross
Amortized Unrealized Unrealized Fair Amortized Unrealized Unrealized Fair
Cost Gains(3) Losses(3) Value Cost Gains(3) Losses(3) Value
(in millions)

$ 7,139 $230 $ 84 $ 7285 $ 6214 $248 $ 49 $ 6,413
10,595 344 118 10,821 9,463 377 73 9,767
17,734 574 202 18,106 15,677 625 122 16,180
1,637 49 26 1,660 1,422 50 11 1,461
738 6 12 732 645 12 7 650
319 8 4 323 321 18 4 335
147 23 — 170 139 11 149
2,841 86 42 2,885 2,527 91 23 2,595
$20,575 $660 $244 $20,991  $18,204 $716 $145 $18,775

Reflects equivalent ratings for investments of the international insurance operations that are not rated by U.S. insurance regulatory authorities.
Includes, as of December 31, 2007 and December 31, 2006, respectively, 182 securities with amortized cost of $2,257 million (fair value, $2,273
million) and 221 securities with amortized cost of $3,465 million (fair value, $3,537 million) that have been categorized based on expected NAIC

designations pending receipt of SVO ratings.

Includes $11 million of gross unrealized gains and $2 million of gross unrealized losses as of December 31, 2007, compared to $2 million of gross
unrealized gains and $6 million of gross unrealized losses as of December 31, 2006 on securities classified as held to maturity that are not reflected in

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

1) December 31, 2007 December 31, 2006
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 ... $ 3,197 $219 $ 23 $ 3,393 $ 3,098 $180 $26 $ 3,252
Baa ... 6,495 363 28 6,830 6,620 355 47 6,928
Subtotal Investment Grade ............... 9,692 582 51 10,223 9,718 535 73 10,180
3 Ba .o 1,246 63 21 1,288 1,173 75 7 1,241
4 B o 442 6 5 443 413 18 7 424
5 Candlower ...............cooviin... 214 8 4 218 131 14 2 143
6 Inorneardefault....................... 56 18 — 74 26 7 — 33
Subtotal Below Investment Grade ......... 1,958 95 30 2,023 1,743 114 16 1,841
Total Private Fixed Maturities ............ $11,650 $677 $ 81 $12,246 $11,461 $649 $89 $12,021

(1) Includes, as of December 30, 2007 and December 31, 2006, respectively, 106 securities with amortized cost of $1,578 million (fair value, $1,582
million) and 119 securities with amortized cost of $1,386 million (fair value, $1,421 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 on the remaining
names within such instruments require no further payment to counterparties.

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, 2007 and December 31, 2006, we had $1.5 billion and $1.6 billion, respectively, in outstanding notional amounts of credit
derivative contracts where we have sold credit protection. The Financial Services Businesses had $1.1 billion and $1.2 billion of
outstanding notional amounts as of December 31, 2007 and December 31, 2006, respectively. The Closed Block Business had $328 million
and $378 million of outstanding notional amounts, as of December 31, 2007 and December 31, 2006, 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 attributable to the Financial Services Businesses was $12 million for
both the years ended December 31, 2007 and 2006, and 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, 2007 December 31, 2006
NAIC
Designation Rating Agency Equivalent Notional Fair Value Notional Fair Value
(in millions)
1 Aa, A, A $ 392 $ @ $ 952 $ 12
2 Baa .. 672 (65) 162 2
Subtotal Investment Grade . . . ... .. 1,064 (69) 1,114 14
3 Ba o 20 (1) 20 —
4 B o 38 3) 38 —
5 Cand IoWer .. ... 20 2) —
6 Inorneardefault .. ... ... ... . ... — — — —
Subtotal Below Investment Grade . ............... ... ... 78 (6) 58 —
TOtaAl .« .ot $1,142 $(75) $1,172 $ 14

(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.

70



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, 2007 December 31, 2006
NAIC
Designation Rating Agency Equivalent Notional Fair Value Notional Fair Value
(in millions)
1 A, Al A $253 $ () $363 $ 4
2 Baa .. 70 — 10 —
Subtotal Investment Grade . . .......... it 323 [€))] 373 4
3 Ba — — 5 —
4 B o — — — —
5 Cand IoWer . ... 5 [€))] — —
6 Inorneardefault ... ... ... ... .. — — — —
Subtotal Below Investment Grade ............... ..t 5 (D) 5 —
TOtal .t $328 $ @ $378 $ 4

(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. As of December 31, 2007 and December 31, 2006, respectively, the Financial
Services Businesses had $214 million and $35 million of outstanding notional amounts, reported at fair value as a $1 million asset and a $1
million liability. As of December 31, 2007 and December 31, 2006, respectively, the Closed Block Business had $205 million and $122
million of outstanding notional amounts, reported at fair value as an asset of $5 million and $0 million. The premium paid for the credit
derivatives we purchase attributable to the Financial Services Businesses was $1 million and $1 million for the years ended December 31,
2007 and 2006, respectively, and is included in adjusted operating income as an adjustment to “Realized investment gains (losses), net”
over the life of the derivative.

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, 2007 December 31, 2006
Gross Gross
Amortized Unrealized Amortized Unrealized
Cost Losses Cost Losses
(in millions)
Less than three months .. ... ... ... e $ 769 $213 $ 2 $ 1
Three months or greater but less than six months . ........ ... ... .. ... ... ... . ... 265 91 — —
Six months and Greater .. ... . ... ... ... .. — — — —
TOtal oot $1,034 $304 $ 2 $ 1

The gross unrealized losses were primarily concentrated in the asset-backed securities sector as of December 31, 2007 and were
primarily concentrated in the services sector as of December 31, 2006. We have not recognized the gross unrealized losses shown in the
table above as other-than-temporary impairments. See “—Other-Than-Temporary Impairments of Fixed Maturity Securities” for a
discussion of the factors we consider in making these determinations.

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, 2007 December 31, 2006
Gross Gross
Amortized Unrealized Amortized Unrealized
Cost Losses Cost Losses
(in millions)
Less than three months ... ... ... $369 $ 88 $ 8 $ 2
Three months or greater but less than six months . ........ ... ... .. . . 99 31 15 4
Six months and GrEater . . ... ... ...ttt e e — — — —

TOtal oot $468 $119 $ 23 $ 6
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The gross unrealized losses were primarily concentrated in the asset-backed securities sector as of December 31, 2007 while the gross
unrealized losses were primarily concentrated in the manufacturing sector as of December 31, 2006. We have not recognized the gross
unrealized losses shown in the table above as other-than-temporary impairments. See “—Other-Than-Temporary Impairments of Fixed
Maturity Securities” for a discussion of the factors we consider in making these determinations.

Other-Than-Temporary 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.

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.

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 statements 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
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, currency 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.

In addition, for our impairment review of asset-backed fixed maturity securities with a credit rating below AA, we forecast the
prospective future cash flows of the security and determine if the present value of those cash flows, discounted using the effective yield of
the most recent interest accrual rate, has decreased from the previous reporting period. When a decrease from the prior reporting period has
occurred and the security’s market value is less than its carrying value, an other-than-temporary impairment is recognized by writing the
security down to fair value.

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. In periods
subsequent to the recognition of an other-than-temporary impairment, the impaired security is accounted for as if it had been purchased on
the measurement date of the impairment. Accordingly, the discount (or reduced premium) based on the new cost basis is accreted into net
investment income, and included in adjusted operating income in future periods based upon the amount and timing of the expected future
cash flows of the security, if the recoverable value of the investment based on those cash flows is greater than the carrying value of the
investment after the impairment. Estimated fair values for fixed maturities, other than private placement securities, are generally based on
quoted market prices or prices obtained from independent pricing services. For 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 factors, the credit quality of the issuer and the
reduced liquidity associated with private placements. In determining the fair value of certain securities, the discounted cash flow model
may also use unobservable inputs, which reflect our own assumptions about the inputs market participants would use in pricing the asset.
Impairments on fixed maturity securities are included in “Realized investment gains (losses), net” and are excluded from adjusted operating
income.

Other-than-temporary impairments of fixed maturity securities attributable to the Financial Services Businesses were $121 million and
$23 million for the years ended December 31, 2007 and 2006, respectively. Included in the other-than-temporary impairments of fixed
maturities attributable to the Financial Services Businesses in 2007 were $65 million of other-than-temporary impairments on asset-backed
securities collateralized by sub-prime mortgages, primarily recorded in the second half of 2007. Other-than-temporary impairments of fixed
maturity securities attributable to the Closed Block Business were $48 million and $31 million for the years ended December 31, 2007 and
2006, respectively. Included in the other-than-temporary impairments of fixed maturities attributable to the Closed Block Business in 2007
were $15 million of other-than-temporary impairments on asset-backed securities collateralized by sub-prime mortgages, primarily
recorded in the second half of 2007. 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
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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 is reported in “Net investment income.” The following table sets forth the composition of this
portfolio as of the dates indicated.

December 31, 2007 December 31, 2006
Amortized Fair Amortized Fair

Cost Value Cost Value
(in millions)
Short-term Investments and Cash EQUIVAIENS . . .. ..o vttt ettt e $ 554 $ 554 0§ 299 0§ 299
Fixed Maturities:
COrporate SECUTTLIES . . .« .ttt ettt ettt et e e e e e e e e e e e e e e 7,584 7,547 7,907 7,739
Commercial Mortgage Backed(1) . ...... ... .. 2,625 2,644 2,182 2,165
Asset-Backed SECUIILIES . . . ...ttt 1,266 1,207 609 603
Residential Mortgage Backed . .. ... .. .. 1,147 1,136 1,933 1,905
Foreign GOVEIrNMENt . . ... ...ttt e e et e e e 347 354 316 319
U.S. GOVEIMIMENE . . oottt et ettt et e e e e e e e e e e e e e e et e e e e e 82 83 173 175
Total Fixed MAtUIIties . ... ...ttt ettt e et e e e e e e e e e e e e e e e e 13,051 12,971 13,120 12,906
EQUIity SECUTILIES . . . . oottt et e e ettt e e e e e e e 1,001 948 833 1,057
Total trading account assets supporting insurance liabilities ............. ... ... ... ... .... $14,606 $14,473 $14,252 $14,262

(1) Commercial Mortgage Backed securities were previously presented within Corporate Securities.

As of December 31, 2007, as a percentage of amortized cost, 74% of the portfolio was comprised of publicly traded securities,
compared to 76% of the portfolio as of December 31, 2006. As of December 31, 2007, 92% of the fixed maturity portfolio was classified as
investment grade compared to 97% as of December 31, 2006. As of December 31, 2007, 77% of the residential mortgage-backed securities
were publicly traded agency pass-through securities, which are supported by implicit or explicit government guarantees and have credit
ratings of AA or AAA. Collateralized mortgage obligations including approximately $144 million secured by "ALT-A" mortgages,
represented the remaining 23% of residential mortgage backed securities, which virtually all have credit ratings of A or better. As of
December 31, 2007, 94% of commercial mortgage-backed securities have AAA credit ratings, 2% have AA credit ratings, 3% have A
credit ratings, and the remaining 1% have BBB or BB credit ratings. As of December 31, 2007, included within asset-backed securities is
approximately $0.6 billion of securities collateralized by sub-prime mortgages, including approximately 76% with AAA credit ratings,
19% with AA credit ratings, 3% with A credit ratings, and the remaining 2% with BBB credit ratings. For a discussion of changes in the
fair value of our trading account assets supporting insurance liabilities see “—Trading Account Assets Supporting Insurance Liabilities,”
below.

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.

[€3XPI) December 31, 2007 December 31, 2006
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 ... $6,734 $ 54 $ 96 $6,692  $7,772 $25 $117 $7,680
2 Baa ........ ... ... ... 1,966 11 27 1,950 1,800 3 42 1,761
Subtotal Investment Grade ............... 8,700 65 123 8,642 9,572 28 159 9,441
3 Ba ... 374 2 9 367 79 — 7 72
4 B o 215 — 5 210 1 — 1
5 Candlower............ .. ... 11 — — 11 1 — — 1
6 Inorneardefault....................... 3 — 3 — — —
Subtotal Below Investment Grade ......... 603 2 17 588 81 — 7 74
Total Public Trading Account Assets
Supporting Insurance Liabilities .. ....... $9,303 $ 67 $140 $9,230  $9,653 $28 $166 $9,515

(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.”
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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.

[€3X @) December 31, 2007 December 31, 2006
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 ... $ 887 $ 6 $ 12 $ 881 $ 861 $3 $27 $ 837
2 Baa ........... ... ... ... 2,411 33 26 2,418 2,242 13 62 2,193
Subtotal Investment Grade ............... 3,298 39 38 3,299 3,103 16 89 3,030
3 Ba ..o 263 3 8 258 266 3 8 261
4 B o 144 2 142 12 — — 12
5 Candlower............ .. ..o, 10 — — 10 79 — 2 77
6 Inorneardefault....................... 33 1 2 32 7 4 — 11
Subtotal Below Investment Grade ......... 450 4 12 442 364 7 10 361
Total Private Trading Account Assets
Supporting Insurance Liabilities .. ....... $3,748 $ 43 $ 50 $3,741  $3,467 $23 $99 $3,391

(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
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, 2007 and December 31, 2006 respectively, we held approximately 12% and 11% of our general account
investments in commercial loans. This percentage is net of a $0.1 billion allowance for losses as of both December 31, 2007 and
December 31, 2006. The increase in our general account investments in commercial loans as of December 31, 2007 reflects higher
origination activity in 2007. Unfavorable credit market conditions during the second half of 2007 led to decreased activity by securitization
lenders in the commercial loan market, and therefore greater opportunities for increased originations by portfolio lenders such as our
general account. The average loan-to-value ratio on 2007 general account originations was below 65%, and the average debt service
coverage ratio on these originations was above 1.8 times, both consistent with originations over the last several years. As of December 31,
2007, our general account investments in commercial loans had an average debt service coverage ratio of 1.9 times, and an average
loan-to-value ratio of 53%, which is lower than our origination loan to value ratio due to principal payments on the loan balances and
appreciation of the underlying collateral value.
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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.

December 31, 2007 December 31, 2006
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)
Commerecial loans by region:
U.S. Regions:
Pacific ...... .. $ 5,244 26.6% $2.666 334% $ 4,463 257% $2,629 35.8%
South Atlantic . .......... ..ot 4,421 22.5 1,605 20.1 3,423 19.7 1,364 18.6
Middle Atlantic .............oi i 2,492 12.6 1,671 20.9 2,514 14.5 1,527 20.8
EastNorthCentral ............ ... ...coviiiiiiiainn .. 1,654 8.4 398 5.0 1,464 8.4 416 5.7
West South Central ..............oiiiiiiiinenennn.. 1,008 5.1 558 7.0 838 4.8 401 54
MOUNtAIN ..ottt 968 4.9 391 4.9 868 5.0 452 6.1
New England .. ...... .. .. 700 3.6 331 4.1 627 3.6 244 33
West North Central ............c0oiiiniiinennennn... 622 32 208 2.6 523 3.0 207 2.8
EastSouthCentral ............ .. ... .. ... ...iin... 368 1.9 109 1.4 416 24 113 1.5
Subtotal—U.S. ... . 17,477 88.8 7,937 99.4 15,136 87.1 7,353 100.0
ASIA L 1,462 7.4 — — 1,576 9.1 — —
Other ..o 754 3.8 45 0.6 657 3.8 — —
Total Commercial Loans . .................ccuuuneinn... $19,693 100.0% $7,982 100.0% $17,369 100.0% $7,353 100.0%
December 31, 2007 December 31, 2006
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business
Gross Gross Gross Gross
Carrying % of Carrying % of Carrying % of Carrying % of
Value Total Value Total Value Total Value Total
($ in millions)
Commercial loans by property type:
Industrial buildings .......... ... ... i i $ 4,140 21.0% $1,908 239% $ 3,558 20.5% $1,826 24.8%
Office buildings .. ...t 3,677 18.7 1,581 19.8 3,151 18.2 1,398 19.0
Apartment COmMpIEXeS ... .....oouiiini 3,419 17.4 1,554 19.5 3,055 17.6 1,498 20.4
Other ..o 2,525 12.8 809 10.1 2,143 12.3 799 10.9
Retail StOres . .. ..ot 2,576 13.1 1,275 16.0 2,121 12.2 1,067 14.5
Agricultural properties . ............. .o 1,289 6.5 854 10.7 1,190 6.9 763 10.4
Residential properties . ............. ... .. i, 938 4.8 1 — 997 5.7 2 —
Subtotal of collateralized loans ..................... 18,564 94.3 7,982 100.0 16,215 93.4 7,353 100.0
Uncollateralized loans . ............ ... ... ... ... 1,129 5.7 — — 1,154 6.6 — —
Total Commercial Loans . ......................... $19,693 100.0% $7,982 100.0% $17,369 100.0% $7,353 100.0%

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, 2007.

Maturing in 2008
Maturing in 2009
Maturing in 2010
Maturing in 2011
Maturing in 2012
Maturing in 2013
Maturing in 2014
Maturing in 2015
Maturing in 2016
Maturing in 2017 and beyond

Total Commercial Loans

Prudential Financial 2007 Annual Report

December 31, 2007
Financial Services Closed Block
Businesses Business
Gross Gross
Carrying % of Carrying % of
Value Total Value Total
($ in millions)
$ 940 4.8% $ 157 2.0%
2,153 10.9 495 6.2
1,852 9.4 568 7.1
1,969 10.0 621 7.8
2,593 13.2 1,015 12.7
1,661 8.4 545 6.8
803 4.1 696 8.7
1,324 6.7 713 8.9
1,979 10.1 910 11.4
4,419 22.4 2,262 28.4
$19,693 100.0% $7,982 100.0%

75



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, 2007 December 31, 2006
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business
(in millions)

Performing .. ........ oo $19,631 $7,981 $17,309 $7,352
Delinquent, not in foreclosure ............. ... ... . . . i 50 — 53 —
Delinquent, in foreclosure . .......... ... ... 7 — — —
Restructured . .. ... ... i 5 1 7 1

Total Commercial Loans . ... ..........uuiniuia . $19,693 $7,982 $17,369 $7,353

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

December 31, 2007 December 31, 2006
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business
(in millions)

Allowance, beginning of period . ........... .. ... .. ... L $ 94 $ 35 $93 $ 36
(Release of)/addition to allowance forlosses . ...................... 5) (7 2 (nH
Charge-offs, net of recoveries ................covuiiiiinneon... — — 2) —
Change in foreignexchange . .............. ... .. 1 — —

Allowance, end of period . ... ...........uuuuiu $ 90 $ 28 $94 $ 35

Equity Securities

Investment Mix

The equity securities attributable to the Financial Services Businesses consist principally of investments in common and preferred
stock of publicly traded 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, 2007 December 31, 2006
Gross Gross Gross Gross
Unrealized Unrealized Fair Unrealized Unrealized  Fair
Cost Gains Losses Value Cost Gains Losses Value
(in millions)

Publicequity . ........oiiun $4,233 $336 $198 $4,371  $3,659 $550 $47 $4,162
Private equity .............uuiiiiiii i 254 9 5 258 152 5 5 152
Total Equity .........c.iiiiiiiiiin.. $4,487 $345 $203 $4,629  $3.811 $555 $52 $4,314

Public equity securities include common stock mutual fund shares representing our interest in the underlying assets of certain of our
separate account investments. These mutual funds invest primarily in high yield bond funds. The cost, gross unrealized gains, gross
unrealized losses, and fair value of these shares as of December 31, 2007 were $1,447 million, $27 million, $45 million, and $1,429
million, respectively. The cost, gross unrealized gains, gross unrealized losses, and fair value of these shares as of December 31, 2006 were
$1,291 million, $46 million, $13 million, and $1,324 million, respectively.

The equity securities attributable to the Closed Block Business consist principally of investments in common and preferred 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, 2007 December 31, 2006
Gross Gross Gross Gross
Unrealized Unrealized Fair Unrealized Unrealized Fair
Cost Gains Losses Value Cost Gains Losses Value
(in millions)

Publicequity . .........oiiiii $3,381 $742 $200 $3,923  $2,989 $843 $71 $3,761
Privateequity ........... ... ... . 17 — — 17 10 1 — 11
Total Equity ...........cooiiiiiiiii... $3,398 $742 $200 $3,940  $2,999 $844 $71 $3,772
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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, 2007 December 31, 2006

Gross Gross
Unrealized Unrealized
Cost Losses Cost Losses
(in millions)
Less than three mONthS . ... ... o et e e $201 $ 55 $ 2 $ 2
Three months or greater but less than six months . .. ... .. ... 45 14 60 17
Six months and Greater .. ... ... ... ... — — — —

TOtal o $246 $ 69 $ 62 $ 19

The gross unrealized losses as of December 31, 2007 were primarily concentrated in the manufacturing and other sectors compared to
December 31, 2006 where the gross unrealized losses were primarily concentrated in the services, retail and wholesale and other sectors.
We have not recognized the gross unrealized losses shown in the table above as other-than-temporary impairments. See “—Impairments of
Equity Securities” for a discussion of the factors we consider in making these determinations.

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, 2007 December 31, 2006

Gross Gross
Unrealized Unrealized
Cost Losses Cost Losses
(in millions)

Less than three MONtRS . . .. ... ottt e e e e e e e e $241 $ 66 $5 $2
Three months or greater but less than six months . ... . . . 54 19 6 2
Six months and Greater . .. ... ...t — — 6 2
TOtAl ..ottt $295 $ 85 $17 $6

The gross unrealized losses as of December 31, 2007 were primarily concentrated in the finance and services sectors compared to
December 31, 2006 where the gross unrealized losses were primarily concentrated in the utilities and transportation sectors. We have not
recognized the gross unrealized losses shown in the table above as other-than-temporary impairments. See “—Impairments of Equity
Securities” for a discussion of the factors we consider in making these determinations.

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, currency 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 require a
substantial level of judgment. In determining the fair value of certain privately traded equity securities the discounted cash flow model may
also use unobservable inputs, which reflect our own assumptions about the inputs market participants would use in pricing the asset.
Impairments on equity securities are included in “Realized investment gains (losses), net” and are excluded from adjusted operating
income.

Impairments of equity securities attributable to the Financial Services Businesses were $43 million and $14 million for the years
ended December 31, 2007 and 2006, respectively. Impairments of equity securities attributable to the Closed Block Business were $32
million and $17 million for the years ended December 31, 2007 and 2006, respectively. For a further discussion of impairments, see
“—Realized Investment Gains” above.
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Other Long-Term Investments

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

December 31, 2007 December 31, 2006
Financial Services Closed Block Financial Services Closed Block
Businesses Business Businesses Business

(in millions)
Joint ventures and limited partnerships:

Realestaterelated .. ...ttt $ 342 $ 308 $ 293 $216
Nonreal estate related . ........ ... ... it 755 1,014 372 785
Real estate held through direct ownership ........... ... .. ... ... ... 946 — 992 13
Other . oot 681 (54) 1,134 (49)
Total other long-term investments . ... ..............coooiiiininn... $2,724 $1,268 $2,791 $965

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 and International Insurance segments, 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 the years ended December 31, 2007, 2006 and 2005 include the recognition of investment losses of zero million,
investment gains of $35 million and investment losses of $33 million, respectively, on “Trading account assets supporting insurance
liabilities, at fair value.” These gains and 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 gains and losses, which will ultimately accrue
to the contractholders, are excluded from adjusted operating income. In addition, results for the years ended December 31, 2007, 2006 and
2005 include decreases of $13 million, decreases of $11 million and increases of $44 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 U.S. GAAP,
changes in the fair value of commercial loans held in our general account, other than when associated with impairments, are not recognized
in income in the current period, while the impact of these changes in commercial 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 an increase
related to commercial loans of $40 million, an increase related to commercial loans of $14 million and a decrease related to commercial
loans of $12 million, respectively, for the years ended December 31, 2007, 2006 and 2005.

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 U.S. 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,
2007 2006 2005

(in millions)

Exchange shares previously held by Prudential Equity Group . ... ....... ..ottt $9 $ 64 $—
Property and casualty INSUFANCE . . . ... ...ttt ettt et e e e e e e e e e e 5 12 (12)
Prudential Securities capital Markets . . . ... ... ... e 15 — 4)
Prudential Home Mortgage COMPANY . . ... oottt ettt et e e e e e e e e e e e e e e e e e e 8 — —
Total divested business excluded from adjusted operating income . ............. ..ottt . $37 $ 76 $(16)

In the second quarter of 2007, we exited the equity sales, trading and research operations of the Prudential Equity Group, and the
results of these operations are reflected as discontinued operations for all periods presented. See Note 3 to the Consolidated Financial
Statements for additional information concerning Prudential Equity Group. We retained certain securities relating to trading exchange
memberships of these former operations. These securities were received in 2006 in connection with the commencement of public trading of
stock exchange shares. The changes in the fair value of these shares are reflected within divested businesses for all periods presented.

In 2003, we sold 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, and our New Jersey property and casualty insurance companies to Palisades Group. Results
of these property and casualty insurance operations are reflected as a divested business for all periods presented. We have retained
liabilities for pre-closing litigation and obligations under reinsurance contracts provided in connection with potential adverse loss
development on the business sold to Liberty Mutual Group.
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In 2000, we announced a restructuring of Prudential Securities’ capital markets activities in which we exited the lead-managed equity
underwriting business for corporate issuers and the institutional fixed income business. Results of these operations are reflected as a
divested business for all periods presented. As of December 31, 2007 we had remaining assets amounting to $116 million related to
Prudential Securities’ institutional fixed income activities.

During 1996 and 1997, we sold substantially all of our residential first mortgage banking and related operations of Prudential Home
Mortgage Company, Inc. and its affiliates. Results of these operations are reflected as a divested business for all periods presented. We
remain liable with respect to certain claims concerning these operations prior to sale. We believe that we have adequately reserved in all
material respects for the remaining liabilities.

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, 2007, Prudential Financial had cash and short-term investments of approximately $4.704 billion, an increase of $3.600
billion from December 31, 2006. Prudential Financial’s principal sources and uses of cash and short-term investments for the year ended
December 31, 2007 were as follows:

Year ended
December 31,
2007
(in millions)
Sources:
Dividends and/or returns of capital from subsidiaries(1) . ... ... ... $3,212
Proceeds from the issuance of retail medium-term notes, net of repayments(2) .. ..... ...ttt 937
Proceeds from the issuance of long-term debt, net of repayments(3) .. .......... ... 2,245
Proceeds from the issuance of floating rate convertible senior notes, net of repayments(3) .. ...ttt 861
Proceeds from the issuance of short-term debt, net of repayments . ... ........ ...ttt 1,003
Net receipts under intercompany loan agreements(4) ... ... ... ...ttt e 549
Proceeds from stock-based compensation and exercise of Stock OPHONS . . . ... ..ottt 399
TOLAL SOUICES . . . o o ottt ettt e e et e e e e e e e e e e e e e e e e e 9,206
Uses:
Capital contributions to SUDSIAIATIES(5) . . . .. oottt e e e e e e e 415
Capital contribution to rabbi trust(0) . ... ...ttt e 95
Share repurChases(7) . . . ..o oot e e e e e e 3,000
Shareholder dividends . ... .. ... ... e 533
Purchase of funding agreements from Prudential Insurance, net of maturities(2) ............. ... .. . i 937
OtNET, Mt . . .o 626
TOtal USES . . .ottt e 5,606
Net increase in cash and Short-term INVESIMENTS . . . . . .. .. .ttt et e et e e e et e e e e $3,600

(1) Includes dividends and/or returns of capital of $1.214 billion from Prudential Insurance, $682 million from international insurance and investments
subsidiaries, $572 million from securities subsidiaries, $268 million from asset management subsidiaries, $192 million from American Skandia, $176
million from other insurance subsidiaries, $80 million from an investment subsidiary conducting spread-lending activities, and $28 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 a loan repayment from an investment subsidiary of $3.500 billion that was originally funded with the proceeds from the convertible senior
notes issued in 2005 and 2006. Offsetting these repayments are loans of $2.361 billion to our asset management subsidiaries and a $250 million loan to
a domestic insurance subsidiary used to finance certain regulatory reserves required to be held in connection with the reinsurance of certain term life
policies.

(5) Includes capital contributions of $170 million to international insurance and investments subsidiaries, $100 million to American Skandia, $85 from
other insurance subsidiaries, $50 million to asset management subsidiaries, and $10 million from other businesses.

(6) See “—Uses of Capital—Rabbi Trust.”

(7) See “—Uses of Capital—Share Repurchases.”

Sources of Capital

Prudential Financial is a holding company whose principal asset is its investments in subsidiaries. Prudential Financial’s capitalization
and use of financial leverage are consistent with its ratings targets. We also monitor Prudential Financial’s ability to cover its fixed cash
obligations, such as interest expense, to ensure it is at a level consistent with its ratings targets. Our long-term senior debt rating targets for
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Prudential Financial are “A” for Standard & Poor’s Rating Services, or S&P, Moody’s Investors Service, Inc., or Moody’s, and Fitch
Ratings Ltd., or Fitch, and “a” for A.M. Best Company, or A.M. Best. We seek to capitalize all of our 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
S&P, Moody’s and Fitch, respectively, 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 accumulated other comprehensive income related to unrealized gains and losses on investments and
pension and postretirement benefits) 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, 2007
was as follows:

December 31, 2007

(in millions)

Attributed equity (excluding unrealized gains and losses on investments and pension/postretirement benefits) . ................... $22,009
Capital debt(l) . . ..ot 4,781
Total capital . . . ... $26,790

(1) Our capital debt to total capital ratio was 17.8% as of December 31, 2007.

As shown in the table above, as of December 31, 2007, the Financial Services Businesses had approximately $26.8 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 this level of capital exceeds the amount required to support current
business risks by over $2.0 billion as of December 31, 2007. Although a significant portion 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 believe that migrating toward a capital structure comprised of 70% attributed equity, 20% capital debt and 10% hybrid equity
securities is consistent with our ratings objectives for Prudential Financial, and would support the issuance of approximately $4.5 billion of
additional capital debt and hybrid equity securities. This capital structure assumes that the hybrid equity securities we issue achieve 75%
equity credit, with the remaining 25% treated as capital debt, and that market conditions exist which make hybrid equity securities a cost
effective source of capital.

The Risk Based Capital, or RBC, ratio is the primary measure by which we evaluate the capital adequacy of Prudential Insurance,
which includes 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.

In April 2007, we transferred $1 billion of assets within the qualified pension plan under Section 420 of the Internal Revenue Code
from assets supporting pension benefits to assets supporting retiree medical benefits. The transfer resulted in a reduction to the prepaid
benefit for the qualified pension plan and an offsetting decrease in the accrued benefit liability for the postretirement plan with no net effect
on stockholders’ equity on the Company’s consolidated financial position. The net effect of this transfer added approximately $600 million
to Prudential Insurance's statutory capital and increased Prudential Insurance's RBC ratio.

In the second quarter of 2007, Prudential Insurance declared an ordinary dividend of $97 million and an additional extraordinary
dividend of $1.2 billion to Prudential Holdings, LLC. Of this total, $1.0 billion was paid to Prudential Holdings during the second quarter
of 2007 and in turn distributed to Prudential Financial. The remaining $297 million was paid to Prudential Holdings in the third quarter of
2007, and in turn $214 million was distributed to Prudential Financial. In June 2007, American Skandia Life Assurance Corporation paid
an ordinary dividend of $112 million to American Skandia, which American Skandia subsequently paid as a dividend to Prudential
Financial.

Uses of Capital

Share Repurchases. During the year ended December 31, 2007, we repurchased 32.0 million shares of our Common Stock at a total
cost of $3.0 billion.

In November 2007, Prudential Financial’s Board of Directors authorized the Company to repurchase up to $3.5 billion of its
outstanding Common Stock in calendar year 2008. The timing and amount of any repurchases under this authorization will be determined
by management based upon market conditions and other considerations, and the repurchases may be effected in the open market, through
derivative, accelerated repurchase and other negotiated transactions and through prearranged trading plans complying with Rule 10b5-1(c)
of the Exchange Act. The 2008 stock repurchase program supersedes all previous repurchase programs.

Rabbi Trust. In July 2007, we established an irrevocable trust, commonly referred to as a “rabbi trust,” for the purpose of holding
assets of the Company to be used to satisfy its obligations with respect to certain non-qualified retirement plans. Assets held in a rabbi trust
are available to the general creditors of the Company in the event of insolvency or bankruptcy. We may from time to time at our discretion
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make contributions to the trust to fund accrued benefits payable to participants in one or more of the plans, and, in the case of a change in
control of the Company, as defined in the trust agreement, we will be required to make contributions to the plans to fund the accrued
benefits, vested and unvested, payable on a pretax basis to participants in the plans. We made a discretionary payment to the trust fund in
July 2007 in the amount of $95 million.

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 losses and revaluation of assets. As
of December 31, 2007 and 2006, Prudential Insurance’s unassigned surplus was $5.021 billion and $2.825 billion, respectively. Prudential
Insurance recorded applicable adjustments for unrealized investment gains of $1.582 billion and $1.239 billion, as of December 31, 2007
and 2006, respectively. Prudential Insurance must also notify the New Jersey Department of Banking and Insurance of its intent to pay a
dividend or distribution. If the dividend or distribution, together with other dividends or distributions made within the preceding twelve
months, exceed a specified statutory limit it is considered an extraordinary dividend or distribution and Prudential Insurance must 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, $6.981 billion as of December 31, 2007, or the prior calendar year’s statutory net gain
from operations excluding realized investment gains and losses, $1.024 billion for the year ended December 31, 2007. 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 certain 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. We anticipate that it will be several years before
these restrictions will allow Gibraltar Life to pay such dividends. There are also regulatory restrictions on the payment of dividends by The
Prudential Life Insurance Company, Ltd., or Prudential of Japan, which began paying dividends in 2006. During 2007, Prudential of Japan
paid a dividend of $101 million to Prudential International Insurance Holdings, Ltd., which subsequently distributed the proceeds to
Prudential Financial. The ability of our asset management subsidiaries, and the majority of our other operating subsidiaries, to pay
dividends is largely unrestricted.

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. Additional longer term liquidity is available through inter-affiliate borrowing arrangements. 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 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. We use a projection process for cash flows from operations 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 asset type and quality of our investments.

Cash Flow

The principal sources of liquidity for 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 and annuity 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.

We believe that the cash flows from our insurance and annuity operations are adequate to satisfy the current liquidity requirements of
these operations, including under reasonably foreseeable stress scenarios. The continued adequacy of this liquidity will depend upon factors
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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. In addition, market volatility can impact the level of capital required
to support our businesses, particularly in our annuity business.

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 or bond insurers, our counterparties’ willingness to extend repurchase and/or securities lending
arrangements and market volatility. As of December 31, 2007 and 2006, our domestic insurance entities had lendable assets of $76 billion
and $78 billion, respectively. Of this amount, $16 billion and $18 billion, as of December 31, 2007 and 2006, respectively, was on loan, the
remainder of which, depending on market conditions, are available to be financed through repurchase agreements or securities lending
arrangements. 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 when 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, 2007 December 31, 2006
Amount % of Total Amount % of Total
($ in millions)

Not subject to discretionary withdrawal provisions . ................ .ttt . $33,837 46% $30,209 42%
Subject to discretionary withdrawal, with adjustment:
With market value adjustment . .. ... .. 18,636 26 20,540 28
Atmarket Value . ... .. e 1,162 2 1,169 2
At contract value, less surrender charge of 5% ormore ............. ... i 1,594 2 1,953 3
Subtotal ... 55,229 76 53,871 75
Subject to discretionary withdrawal at contract value with no surrender charge or surrender charge of

lessthan 5% .. ... 17,506 24 18,096 25
Total annuity reserves and deposit liabilities . ... ......... .. i $72,735 100% $71,967 100%

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.

Gross account withdrawals for our domestic insurance operations’ products amounted to approximately $19.4 billion and $21.2 billion
for the years ended December 31, 2007 and 2006, respectively. Because these withdrawals were consistent with our assumptions in asset/
liability management, the associated cash outflows did not have a material adverse impact on our overall liquidity.

Liquid Assets

Liquid assets include cash, cash equivalents, short-term investments, fixed maturities that are not designated as held to maturity and
public equity securities. As of December 31, 2007 and 2006, our domestic insurance operations had liquid assets of $137.0 billion and
$140.9 billion, respectively. The portion of liquid assets comprised of cash and cash equivalents and short-term investments was $7.1
billion and $8.4 billion as of December 31, 2007 and 2006, respectively. As of December 31, 2007, $112.5 billion, or 90%, of the fixed
maturity investments that are not designated as held to maturity within our domestic insurance company general account portfolios were
rated investment grade. The remaining $13.0 billion, or 10%, of these 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
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.

82



Prudential Funding, LLC

Prudential Funding, LLC, or Prudential Funding, a wholly owned subsidiary of Prudential Insurance, serves as an additional source of
financing to meet the working capital needs of Prudential Insurance and its subsidiaries. Prudential Funding also lends to other subsidiaries
of Prudential Financial up to limits established with the New Jersey Department of Banking and Insurance. To the extent that other
subsidiaries of Prudential Financial have financing needs in excess of these limits, these needs are met through financing from Prudential
Financial directly or from third parties. 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. The impact of Prudential Funding’s financing capacity on liquidity is
considered in the internal liquidity measures of the domestic insurance operations.

As of December 31, 2007, Prudential Financial, Prudential Insurance and Prudential Funding had unsecured committed lines of credit
totaling $5.0 billion. There were no outstanding borrowings under these facilities as of December 31, 2007. For a further discussion of lines
of credit, see “—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, 2007 and 2006, our international insurance subsidiaries had total general account insurance related liabilities (other than
dividends payable to policyholders) of $54.4 billion and $49.1 billion, respectively. Of those amounts, $29.5 billion and $27.8 billion,
respectively, were associated with Gibraltar Life. 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 $21.1 billion and $21.2
billion of Gibraltar Life’s insurance related reserves as of December 31, 2007 and 2006, respectively.

The following table sets forth the schedule (for each fiscal year ending March 31) of special surrender charges on Gibraltar Life
policies that are in force:

2007 2008 2009
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.

A special dividend to certain Gibraltar Life policyholders was payable in 2005 and will again be payable in 2009. The special dividend
is based on 70% of the net increase in the fair value of certain real estate and loans, net of transaction costs and taxes, included in the
Gibraltar Life reorganization plan. As of December 31, 2007, a liability of $421 million related to the special dividend is included in
“Policyholders’ dividends.” The special dividend 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 had $19.2 billion and $16.8 billion of general account insurance related liabilities, other than dividends to
policyholders, as of December 31, 2007 and 2006, respectively. Prudential of Japan did not have a material amount of general account
annuity reserves or deposit liabilities subject to discretionary withdrawal as of December 31, 2007 or 2006. 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.

As of December 31, 2007 and 2006, our international insurance subsidiaries had cash and short-term investments of approximately
$1.1 billion, and fixed maturity investments, other than those designated as held to maturity, with fair values of $42.1 billion and $37.0
billion, respectively. As of December 31, 2007, $40.9 billion, or 97%, of the fixed maturity investments that are not designated as held to
maturity within our international insurance subsidiaries were rated investment grade. The remaining $1.2 billion, or 3%, of these fixed
maturity investments were rated non-investment grade. Of those amounts, $22.9 billion of the investment grade fixed maturity investments
and $0.7 billion of the non-investment grade fixed maturity investments were associated with Gibraltar Life. We consider attributes of the
various categories of liquid assets (for example, type of asset and credit quality) in calculating internal liquidity measures to evaluate the
adequacy of our international insurance operations’ liquidity under stress scenarios. We believe that ongoing operations and the liquidity
profile of our international insurance assets provide sufficient liquidity under reasonably foreseeable stress scenarios.

We employ various hedging strategies to manage potential exposure to foreign currency exchange rate movements as discussed in
“—Results of Operations for Financial Services Businesses by Segment—International Insurance and Investments Division.” Cash
settlements from this hedging activity result in cash flows to or from Prudential Financial and is dependent on changes in foreign currency
exchange rates and the notional amount of the exposures hedged.
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Asset Management Subsidiaries

Our asset management businesses, which include real estate, public and private fixed income and public equity asset management, as
well as commercial mortgage origination, servicing and securitization, proprietary investing and retail investment products, such as mutual
funds and other retail services, are largely unregulated from the standpoint of dividends and distributions. Our asset management
subsidiaries through which we conduct these businesses generally do not have restrictions on the amount of distributions they can make,
and they provide a stable source of significant cash flow to Prudential Financial.

The principal sources of liquidity for our asset management subsidiaries include asset management fees, revenues from proprietary
investments and commercial mortgage operations, and available borrowing lines from internal sources including Prudential Funding and
Prudential Financial, as well as from third parties. The principal uses of liquidity include the financing associated with our proprietary
investments and commercial mortgage operations, including retained mortgage-backed securities, general and administrative expenses, and
distribution of dividends and returns of capital to Prudential Financial.

The primary liquidity risks for our asset management subsidiaries include the potential impacts of adverse market conditions and poor
investment management performance on the profitability of the businesses. Our asset management subsidiaries continue to maintain
sufficiently liquid balance sheets. As of December 31, 2007 and 2006, our asset management subsidiaries had cash and cash equivalents
and short-term investments of $1.153 billion and $949 million, respectively. We believe the cash flows from our asset management
businesses are adequate to satisfy the current liquidity requirements of their operations, as well as requirements that could arise under
foreseeable stress scenarios, which are monitored through the use of internal measures.

Prudential Securities Group

As of December 31, 2007 and 2006, Prudential Securities Group’s assets totaled $8.1 billion and $7.4 billion, respectively. Prudential
Securities Group owns our investment in Wachovia Securities, which we account for under the equity method, as well as other wholly
owned businesses. On October 1, 2007, Wachovia completed the acquisition of A.G. Edwards, Inc., or A.G. Edwards, for $6.8 billion and
on January 1, 2008 combined the retail securities brokerage business of A.G. Edwards with Wachovia Securities. See Note 6 to the
Consolidated Financial Statements for additional information concerning this acquisition and its effect on our investment in Wachovia
Securities. Distributions from our investment in Wachovia Securities to Prudential Securities Group totaled $366 million and $277 million
for the years ended December 31, 2007 and 2006, respectively. The other wholly owned businesses in Prudential Securities Group continue
to maintain sufficiently liquid balance sheets, consisting mostly of cash and cash equivalents, segregated client assets, and short-term
receivables from clients, broker-dealers, and exchanges. As registered broker-dealers and members of various self-regulatory organizations,
our U.S. registered broker-dealer subsidiaries and Wachovia Securities are subject to the SEC’s Uniform Net Capital Rule, as well as the
net capital requirements of the Commodity Futures Trading Commission and the various securities and commodities exchanges of which
they are members. Compliance with these capital requirements could limit the ability of these operations to pay dividends.

On June 6, 2007, we announced our decision to exit the equity sales, trading, and research operations of the Prudential Equity Group,
or PEG, the results of which were historically included in the Financial Advisory Segment. As discussed in Note 3 of the Consolidated
Financial Statements, PEG’s operations were substantially wound down by June 30, 2007 and are reflected in discontinued operations for
all periods presented. PEG had sufficient capital and liquidity to cover the costs associated with the divestiture.

Financing Activities

As of December 31, 2007 and 2006, total short- and long-term debt of the Company on a consolidated basis was $29.8 billion and
$24.0 billion, respectively, which includes $16.7 billion and $11.6 billion, respectively, related to the parent company, Prudential Financial.

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, other than debt to
consolidated subsidiaries, as of the dates indicated:

December 31,2007 December 31, 2006
(in millions)

Borrowings:
General obligation short-term debt:
COMMETCIAL PAPET .+« . v oo ettt e e e et e e e e e e e e e e e e e e e e $ 1,293 $ 282
Floating rate convertible SENiOr NOES . . ... ...ttt et e ettt e 4,883 4,000
Current portion of long-term debt .. ... ... ... e 973 107
General obligation long-term debt:
SEMIOr dEDt . . o e 6,875 5,421
Retail medium-term NOLES . . . . ..ttt et e e e e 2,688 1,777
Total general obligations . ... ...... ... ... . $16,712 $11,587

Prudential Financial’s short-term debt includes commercial paper borrowings that are primarily used to fund the working capital needs
of Prudential Financial’s subsidiaries and Prudential Financial. As of December 31, 2007, Prudential Financial’s commercial paper
borrowings had increased, compared to December 31, 2006, primarily due to working capital needs in the Asset Management and
International Investments segments. Borrowings under this program were $1.293 billion and $282 million as of December 31, 2007 and
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2006, respectively. In November 2007, Prudential Financial increased the issuance capacity of its Commercial Paper program from $3.0
billion to $5.0 billion. The weighted average interest rate on the commercial paper borrowings under this program was 5.33% and 5.00%
for the years ended December 31, 2007 and 2006, respectively.

During the latter half of 2007, the credit markets, and specifically the commercial paper market, were adversely impacted by concerns
over the sub-prime mortgage exposure of certain financial institutions and asset-backed commercial paper programs. As a result, the
financing cost of Prudential Financial commercial paper increased moderately versus its historical cost basis relative to the target federal
funds rate as investors demanded a premium for “top-tier split” rated commercial paper; that is, commercial paper rated A-1 by Standard &
Poor’s, P-2 by Moody’s and F1 by Fitch.

While the cost of financing Prudential Financial commercial paper increased during the year, relative to our historical cost basis versus
the target federal funds rate, we experienced no material change in investor demand for our commercial paper, which remains sufficient to
meet our financing needs. As discussed further below, in December 2007, Prudential Financial issued $3 billion of convertible debt and
$1.5 billion of Medium-Term Notes, a portion of the proceeds of which were used to reduce Prudential Financial’s commercial paper
borrowings. We continue to monitor market conditions and believe we have sufficient flexibility to reduce our borrowings under the
Prudential Financial commercial paper program, if needed, through our alternative sources of liquidity, as discussed under “—Alternative
Sources of Liquidity,” liquidation of assets, drawing on our available lines of credit or pursuing other options as appropriate.

In March 2006, Prudential Financial filed an updated shelf registration statement with the SEC, superseding its previous shelf
registration statement, that permits the issuance of public debt, equity and hybrid securities. The updated shelf registration statement was
established under the SEC rules adopted in 2005 that allow for automatic effectiveness upon filing, pay-as-you-go fees and the ability to
add securities by filing automatically effective amendments for companies qualifying as “Well-Known Seasoned Issuers.” As a result, this
new shelf registration statement has no stated issuance capacity.

In March 2006, Prudential Financial filed a prospectus supplement for a new Medium-Term Notes, Series D program under the shelf
registration statement, which superseded its Medium-Term Notes, Series C program. As of December 31, 2007, the Company was
authorized to issue up to $5 billion of notes under the Series D program and approximately $0.5 billion remained available under the
program. In January 2008, authorized issuance capacity of the Series D program was increased by $5 billion to $10 billion. During 2007,
Prudential Financial issued $2.295 billion of medium term notes under the Series D program with $295 million of these notes maturing in
one to three years, $250 million maturing in five years, $1.0 billion maturing in ten years, and $750 million maturing in 30 years. The net
proceeds from the sale of these notes were used to fund operating needs of our subsidiaries and for general corporate purposes, including
with respect to some of these issuances, a loan to a domestic insurance subsidiary used to finance certain regulatory reserves required to be
held in connection with the intercompany reinsurance of certain term life policies. A portion of the offering proceeds used to fund the
operating needs of subsidiaries were also used to reduce Prudential Financial’s commercial paper borrowings and to extend the duration of
our borrowings to better match the duration of the subsidiaries’ related assets. In addition, in September 2007, Prudential Financial issued
¥9 billion of 20-year medium-term notes to an international insurance subsidiary under the Series D program. The net proceeds from the
yen denominated notes, as well as the related future interest and principal payments, were hedged to U.S. dollars using derivative
instruments. The net proceeds from the yen denominated notes were used for general corporate purposes and their carrying value as of
December 31, 2007 was $81 million. The weighted average interest rates on Prudential Financial’s medium-term and senior notes,
including the effect of interest rate hedging activity, were 5.40% and 5.48% for the years ended December 31, 2007 and 2006, respectively,
excluding the effect of debt issued to consolidated subsidiaries. In January 2008, Prudential Financial issued $600 million of 5-year
medium term notes under the Series D program. The net proceeds from the sale of these notes were used to fund operating needs of our
subsidiaries and for general corporate purposes.

In March 2006, Prudential Financial filed a prospectus supplement under the shelf registration statement for its retail medium-term
notes, including the InterNotes® program, which superseded the 2005 retail medium-term notes program. The Company is authorized to
issue up to $2.5 billion of notes under the new program. As of December 31, 2007, approximately $0.7 billion remained available under the
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 retail notes are
senior obligations of Prudential Financial and are purchased by retail investors. The weighted average interest rates on Prudential
Financial’s retail medium-term notes were 5.61% and 5.49% for the years ended December 31, 2007 and 2006, respectively, excluding the
effect of debt issued to consolidated subsidiaries.

In January, April, July and October 2007, Prudential Financial filed prospectus supplements to register under the shelf registration
statement resales of the floating rate convertible senior notes that were issued in a private placement in November 2005 ($2.0 billion) and
the shares of restricted Prudential Financial Common Stock issued to certain holders of the convertible senior notes upon conversion. On
April 13, 2007, Prudential Financial announced its intention to call all such outstanding floating rate convertible senior notes for
redemption on May 21, 2007. Prior to the redemption, substantially all holders elected to convert their senior notes as provided under their
terms. The senior notes required net settlement in shares; therefore, upon conversion, the holders received cash equal to the par amount of
the senior notes surrendered for conversion plus accrued interest and shares of Prudential Financial Common Stock for the portion of the
settlement amount in excess of the par amount. The settlement amount in excess of the par amount was based upon the excess of the
closing market price of Prudential Financial Common Stock for a 10-day period defined under the terms of the senior notes, or $100.80 per
share, over the initial conversion price of $90 per share. Accordingly, at conversion Prudential Financial issued 2,367,887 shares of
Common Stock from treasury. The conversion had no impact on our results of operations and resulted in a net increase to shareholders’
equity of $44 million, reflecting the tax benefit associated with the conversion of the senior notes. The payment of principal and accrued
interest was funded primarily through the liquidation of the investment grade fixed income investment portfolio purchased with the
proceeds from the original issuance of these notes. Prudential Financial is obligated to file once per quarter a prospectus supplement to
register resales of restricted Prudential Financial Common Stock issued to certain holders of these convertible senior notes.
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In April, July, August and October 2007, and January 2008, Prudential Financial filed prospectus supplements to register under the
shelf registration statement resales of the floating rate convertible senior notes that were issued in a private placement in December 2006
($2.0 billion). These convertible senior notes are convertible by the holders at any time after issuance into cash and shares of Prudential
Financial’s Common Stock. The conversion price, $104.21 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. The interest rate on these convertible senior notes is a floating rate equal to 3-month LIBOR
minus 2.4%, to be reset quarterly. These convertible senior notes are redeemable by Prudential Financial, at par plus accrued interest, any
time on or after December 13, 2007. Holders of the notes may also require Prudential Financial to repurchase the notes, at par plus accrued
interest, on contractually specified dates, of which the first such date was December 12, 2007. On December 12, 2007, $117 million of
senior notes were repurchased by Prudential Financial at the request of the holders. The next date on which holders of the notes may
require Prudential Financial to repurchase the notes is December 12, 2008. A majority of the proceeds from the original issuance of these
notes were initially invested in an investment grade fixed income portfolio, while the remainder of the proceeds were used for general
corporate purposes. Prior to the first date that holders of the notes could require us to repurchase the notes, December 12, 2007, we
liquidated the investment portfolio. The remaining proceeds are invested in short-term instruments and may be used to fund operations in
lieu of other short-term borrowings in future periods. See Note 12 to our Consolidated Financial Statements for additional information
concerning these convertible senior notes. Prudential Financial is obligated to file once per quarter a prospectus supplement to register
resales of these convertible senior notes and shares of Prudential Financial Common Stock, if any, issued to holders of these convertible
senior notes.

In December 2007, Prudential Financial issued $3.0 billion of floating rate convertible senior notes in a private placement. These
convertible senior notes are convertible by the holders at any time after issuance into cash and shares of Prudential Financial’s Common
Stock. The conversion price, $132.39 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 the majority of the offering proceeds to fund operating needs of our subsidiaries, purchase short-term
investment grade fixed income investments, and general corporate purposes, as well as to repurchase shares of its common stock under the
2007 share repurchase authorization. A portion of the offering proceeds used to fund the operating needs of subsidiaries were used to
reduce Prudential Financial’s commercial paper borrowings and to extend the duration of our borrowings to better match the duration of the
subsidiaries’ related assets. These convertible senior notes are redeemable by Prudential Financial, at par plus accrued interest, on or after
June 16, 2009. Holders of the notes may also require Prudential Financial to repurchase the notes, at par plus accrued interest, on
contractually specified dates, of which the first such date is June 15, 2009. The interest rate on these convertible senior notes is a floating
rate equal to 3-month LIBOR minus 1.63%, to be reset quarterly. See Note 12 to our Consolidated Financial Statements for additional
information concerning these convertible senior notes. Prudential Financial is obligated to file once per quarter a prospectus supplement
under the shelf registration statement to register resales of these convertible senior notes and shares of Prudential Financial Common Stock,
if any, issued to holders of these convertible senior notes.

In September 2006, Prudential Financial updated its European medium-term notes program under the shelf registration statement. The
Company is authorized to issue up to $1.5 billion of notes under the program. As of December 31, 2007, there was no debt outstanding
under this program.

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 borrowings, 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. These short-term spread
portfolios hold asset-backed securities, a portion of which are collateralized by sub-prime mortgages. See “Realized Investment Gains and
General Account Investments—General Account Investments—Fixed Maturity Securities” for a further discussion of our asset-backed
securities collateralized by sub-prime holdings. We continue to have significant unused secured financing capacity; however, the
availability of this financing to roll-over existing financing and to access our unused capacity is contingent on market conditions and may
not be available to us on terms that are cost effective.
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The following table sets forth total consolidated borrowings of the Company as of the dates indicated:

December 31,2007 December 31, 2006
(in millions)

Borrowings:
General obligation short-term debt(1) . ... ... ... i $15,349 $12,452
General obligation long-term debi:
SEMIOr AEDE . . .ottt 10,103 8,545
SUIPIUS NOES(2) . o v et ettt e e e e e e e e e e e e e 2,044 1,043
Total general obligation long-termdebt .. ........ ... ... 12,147 9,588
Total general obligations . ... ............ .. ... . . 27,496 22,040
Limited and non-recourse borrowing:
Limited and non-recourse short-termdebt . ... ... ... .. ... . . . 308 84
Limited and non-recourse long-term debt(3) .. ... ... .. 1,954 1,835
Total limited and NON-TECOUrSE BOITOWING . . .« .o vttt et ettt e e e e e 2,262 1,919
Total borrowings(4) . . ... ...t 29,758 23,959
Total asset-based fINANCING . . ... ...ttt e 17,860 19,123
Total borrowings and asset-based financings ............ ... ... ... . ... ... ... .. ... ... $47,618 $43,082

(1) As of December 31, 2006, included $250 million of fixed rate surplus notes that matured in July 2007.

(2) As of December 31, 2007 and 2006, included $1.600 billion and $600 million, respectively, of surplus notes issued by subsidiaries of Prudential
Insurance to fund regulatory reserves.

(3) As of both December 31, 2007 and 2006, $1.750 billion of limited and non-recourse debt outstanding was attributable to the Closed Block Business.

(4) Does not include $8.5 billion and $6.5 billion of medium-term notes of consolidated trust entities secured by funding agreements purchased with the
proceeds of such notes as of December 31, 2007 and 2006, respectively. These notes are included in “Policyholders’ account balances.” For additional
information see “—Funding Agreement Notes Issuance Program.”

Total general debt obligations increased by $5.456 billion from December 31, 2006 to December 31, 2007, reflecting a $2.559 billion
net increase in long-term debt and a $2.897 billion net increase in short-term debt. The net increase in long-term debt was primarily driven
by the net issuance of medium-term notes, retail medium-term notes, and surplus notes, partially offset by the reclassification of long-term
debt to short-term debt, during 2007. The net increase in short-term debt was primarily due to higher outstanding commercial paper
supporting our operating businesses, floating rate convertible senior notes issued in December 2007, and the reclassification of long-term
debt to short-term debt, partially offset by the repayment of the floating rate convertible senior notes issued in November 2005.

Prudential Funding’s commercial paper and master note borrowings were $7.3 billion as of December 31, 2007 and 2006. The
weighted average interest rates on the commercial paper borrowings and master notes were 5.10% and 4.97% for the years ended
December 31, 2007 and 2006, respectively. Prudential Financial has issued a subordinated guarantee covering Prudential Funding’s
domestic commercial paper program.

During the latter half of 2007, the financing cost of Prudential Funding’s commercial paper was relatively unchanged versus its
historical cost basis relative to the target federal funds rate. Prudential Funding’s commercial paper is rated A-1+, P-1, F1+ by Standard &
Poor’s, Moody’s, and Fitch, 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, 2007 and 2006, of which $600 million was reflected in the general obligation short-term debt as of December 31,
2007. The weighted average interest rates on Prudential Funding’s long-term debt, including the effect of interest rate hedging activity,
were 6.19%, and 5.87% for the years ended December 31, 2007 and 2006, respectively.

Prudential Insurance had outstanding fixed rate surplus notes totaling $444 million and $693 million as of December 31, 2007 and
2006, respectively, of which $250 million, which matured in July 2007, was reflected in the general obligation short-term debt as of
December 31, 2006. 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.

During 2006, a subsidiary of Prudential Insurance entered into a surplus note purchase agreement with an unaffiliated financial
institution that provides for the issuance of up to $3 billion of ten-year floating rate surplus notes for the purpose of financing certain
regulatory reserves required to be held by subsidiary life insurers in connection with the intercompany reinsurance of certain term life
insurance policies. Surplus notes issued under this facility are subordinated to policyholder obligations and are subject to regulatory
approvals for principal and interest payments. Concurrent with entering into the agreement, the subsidiary issued $600 million of notes
under this facility. In both the third and fourth quarter of 2007, the subsidiary issued an additional $250 million of surplus notes, resulting
in a total of $1.1 billion of notes currently outstanding under this facility. See Note 12 to our Consolidated Financial Statements for
additional information.

During the fourth quarter of 2007, a subsidiary of Prudential Insurance issued $500 million of 45-year floating rate surplus notes to an
unaffiliated financial institution for the purpose of financing certain regulatory reserves required to be held by subsidiary life insurers in
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connection with the intercompany reinsurance of certain universal life insurance policies. Surplus notes issued under this facility are
subordinated to policyholder obligations and are subject to regulatory approvals for principal and interest payments. See Note 12 to our
Consolidated Financial Statements for additional information.

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
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, 2007 and 2006 included $1.750 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 31,2007 December 31, 2006

(in millions)

General obligations:

Capital debt . . ... e $ 4,781 $ 4,377
Investment related . . ... ... ... .. e 16,379 13,907
Securities business related . ... ... ... e 4,776 2,334
Specified Other DUSINESSES . . . . ...t 1,560 1,422
Total general Obligations . ... ... ...ttt 27,496 22,040

Limited and non-recourse debt . . . .. ... .. . 2,262 1,919
Total BOXrOWINgS .. ... ... . $29,758 $23,959
Short-term debt . . . ..o $15,657 $12,536
Long-term debt . . . ... e 14,101 11,423
Total bOrrowings . ............ ... ... $29,758 $23,959
Borrowings of Financial Services Businesses . .. ... ... ...ttt $26,865 $20,471
Borrowings of Closed Block BUSINESS . . . .. ...t 2,893 3,488
Total DOFTOWINES . .. ..ottt ettt e et $29,758 $23,959

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 related medium-term notes. The medium-term notes are
sold in transactions not requiring registration under the Securities Act of 1933, as amended. As of December 31, 2007 and 2006, the
outstanding aggregate principal amount of such notes totaled approximately $8.5 billion and $6.5 billion, respectively, out of a total
authorized amount of up to $15 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, 2007, Prudential Financial, Prudential Insurance and Prudential Funding had unsecured committed lines of credit
totaling $5.0 billion. In December 2007, Prudential Financial and certain of its subsidiaries entered into a new $500 million 364-day credit
agreement, which includes eight financial institutions. In May 2007, Prudential Financial and certain of its subsidiaries entered into a new
$2.0 billion 5-year credit facility, which includes 23 financial institutions, replacing a $1.5 billion facility that would have expired in
September 2010. An additional $2.5 billion is also available under a facility that expires in December 2012, which includes 21 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, 2007.

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, 2007 was $11.0 billion and continues to
be above the $5.5 billion threshold. The ability of Prudential Financial to borrow under these facilities is also 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 $23.5 billion and $22.9 billion as of December 31, 2007 and 2006, respectively. We also use uncommitted lines
of credit from banks and other financial institutions.
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Contractual Obligations

The table below summarizes the future estimated cash payments related to certain contractual obligations as of December 31, 2007.
The estimated payments reflected in this table are based on management’s estimates and assumptions about these obligations. Because
these estimates and assumptions are necessarily subjective, the actual cash outflows in future periods will vary, possibly materially, from
those reflected in the table. In addition, we do not believe that our cash flow requirements can be adequately assessed based solely upon an
analysis of these obligations, as the table below does not contemplate all aspects of our cash inflows, such as the level of cash flow
generated by certain of our investments, nor all aspects of our cash outflows.

Estimated Payments Due by Period
Less than 1 1-3 3-5 More than

Total Year Years Years 5 Years
(in millions)

Short-term and long-term debt obligations(1) ................c.iiiiiiiiiinnnna.. $ 43,237 $16,652 $ 2353 $ 4,034 $ 20,198
Operating lease obligations(2) ....... ... it 754 164 252 170 168
Purchase obligations:

Commitments to purchase or fund investments(3) .. .......... ... oo .. 10,638 10,638 — — —

Commercial mortgage loan commitments(4) . ..., 2,937 970 1,770 197 —
Other liabilities:

Insurance HabilitieS(5) . ... oottt 1,094,676 48,561 71,619 68,801 905,695

Other(6) ...t 18,712 17,896 816 — —
TOtAl oot e $1,170,954 $94,881 $76,810 $73,202  $926,061

(1) The estimated payments due by period for long-term debt reflects the contractual maturities of principal, as disclosed in Note 21 to the Consolidated
Financial Statements, as well as estimated future interest payments. The payment of principal and estimated future interest for short-term debt are
reflected in estimated payments due in less than one year. The estimate for future interest payments includes the effect of derivatives that qualify for
hedge accounting treatment. See Note 12 to the Consolidated Financial Statements for additional information concerning our short-term and long-term
debt.

(2) The estimated payments due by period for operating leases reflect the future minimum lease payments under non-cancelable operating leases, as
disclosed in Note 21 to the Consolidated Financial Statements. We have no significant capital lease obligations.

(3) We have commitments to purchase or fund investments, some of which are contingent upon events or circumstances not under our control, including
those at the discretion of our counterparties. The timing of the fulfillment of certain of these commitments cannot be estimated, therefore the settlement
of these obligations are reflected in estimated payments due in less than one year. Commitments to purchase or fund investments include $7.435 billion
that we anticipate will be funded from the assets of our separate accounts.

(4) Loan commitments of our commercial mortgage operations, 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.

(5) The estimated payments due by period for insurance liabilities reflect future estimated cash payments to be made to policyholders and others for future
policy benefits, policyholders’ account balances, policyholder’s dividends, reinsurance payables and separate account liabilities. These future estimated
cash outflows are based on mortality, morbidity, lapse and other assumptions comparable with our experience, consider future premium receipts on
current polices in force, and assume market growth and interest crediting consistent with assumptions used in amortizing deferred acquisition costs and
value of business acquired. These cash outflows are undiscounted with respect to interest and, as a result, the sum of the cash outflows shown for all
years in the table of $1.095 trillion exceeds the corresponding liability amounts of $396 billion included in the Consolidated Financial Statements as of
December 31, 2007. Separate account liabilities are legally insulated from general account obligations, and it is generally expected these liabilities will
be fully funded by separate account assets and their related cash flows. We have made significant assumptions to determine the future estimated cash
outflows related to the underlying policies and contracts. Due to the significance of the assumptions used, actual cash outflows will differ, possibly
materially, from these estimates.

(6) The estimated payments due by period for other liabilities includes securities sold under agreements to repurchase, cash collateral for loaned securities,
liabilities recorded under FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes,” an Interpretation of FASB Statement No. 109,
and other miscellaneous liabilities.

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, 2007.

Off-Balance Sheet Arrangements

Guarantees and Other Contingencies

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
the real estate investment from us. We provide these guarantees to assist the investors in obtaining financing for the transaction on more
beneficial terms. The vast majority of these guarantees relate to real estate investments held by our separate accounts and our maximum
potential exposure under these guarantees was $2.538 billion as of December 31, 2007. Any payments that may become required of us
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under these guarantees would either first be reduced by proceeds received by the creditor on a sale of the underlying collateral, or would
provide us with rights to obtain the underlying collateral. These guarantees generally expire at various times over the next ten years. As of
December 31, 2007, no amounts were accrued as a result of our assessment that it is unlikely payments will be required.

We write credit derivatives under which we are obligated to pay the counterparty the referenced amount of the contract and receive in
return the defaulted security or similar security. Our maximum amount at risk under these credit derivatives, assuming the value of the
underlying securities become worthless, is $1.618 billion at December 31, 2007. These credit derivatives generally have maturities of ten
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, 2007, such
contracts in force carried a total guaranteed value of $4.428 billion.

We 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, 2007, such enhancement arrangements total $154 million, with remaining contractual
maturities of up to 15 years. Our obligation to reimburse required payments is secured by mortgages on the related real estate, which
properties are valued at $190 million as of December 31, 2007. 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, 2007, we have accrued liabilities of $2 million
representing unearned fees on these arrangements.

In connection with our commercial mortgage operation, we provide commercial mortgage origination, underwriting and servicing for
certain government sponsored entities, such as Fannie Mae and Freddie Mac. We have agreed to indemnify certain of these government
sponsored entities for a portion of the credit risk associated with the mortgages we service through these relationships. Our percentage
share of losses incurred generally varies from 2% to 20% of the unpaid principal balance, based on the program and the severity of the loss.
The unpaid principal balance of mortgages subject to these arrangements as of December 31, 2007 were $5,576 million, all of which are
collateralized by first liens on the underlying commercial properties. As of December 31, 2007, we have established a liability of $11
million related to these indemnifications.

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 U.S. GAAP, we do not accrue contingent consideration obligations
prior to the attainment of the objectives. As of December 31, 2007, maximum potential future consideration pursuant to such arrangements,
to be resolved over the following two years, is $61 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 and 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, 2007, we have accrued liabilities of
$7 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, 2007, we had
outstanding commercial mortgage loan commitments with borrowers of $2.937 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, 2007, $574 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 $10.782 billion as of December 31, 2007. Reflected in these
other commitments are $10.638 billion of commitments to purchase or fund investments, including $7.435 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.
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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
and losses, amounted to $12.3 billion and $10.9 billion as of December 31, 2007 and 2006, respectively. As of December 31, 2007, 42% of
our total DAC related to our International Insurance segment, 31% related to our Individual Life segment, 16% related to our Individual
Annuities segment, and 8% 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.
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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 closely approximate the interest rate sensitivity, but not necessarily the exact cash flow
characteristics, of the assets with the estimated interest rate sensitivity of the product 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 investment prices. We also run the risk that asset management fees calculated by reference to performance
could be lower. The risk of decreased asset based and asset management fees could also impact our estimates of total gross profits used as a
basis for amortizing deferred policy acquisition and other costs. While a decrease in our estimates of total gross profits would accelerate
amortization and decrease net income in a given period, it would not affect our cash flow or liquidity position.

For variable annuity and variable life insurance products with minimum guaranteed death benefits and variable annuity products with
living benefits such as guaranteed minimum income, withdrawal, and accumulation benefits, we also face the risk that declines in the value
of underlying investments as a result of changes in investment prices may increase our net exposure to such benefits under these contracts.
As part of our risk management strategy, we utilize interest rate and equity based derivatives as well as an automatic rebalancing element to
hedge the benefit features of our variable annuity contracts, with the exception of our guaranteed minimum income benefits and guaranteed
minimum death benefits, which include risks we have deemed suitable to retain. See Note 19 to the Consolidated Financial Statements for a
discussion of our use of interest rate and equity based derivatives. See Note 9 to our Consolidated Financial Statements for additional
information about the guaranteed minimum death benefits associated with our variable life and variable annuity contracts, and the
guaranteed minimum income, withdrawal, and accumulation benefits associated with the variable annuity contracts we issue.

For a discussion of asset based fees associated with our variable life products and our variable annuity contracts, our estimates of total
gross profits used as a basis for amortizing deferred policy acquisition and other costs, and the impact of our guaranteed minimum death
and other benefits on the results of our Individual Life and Individual Annuities segments, 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 “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations for Financial Services Businesses by Segment—Insurance Division—Individual Annuities.”

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 and annuity operations, and “trading” activities conducted primarily in our 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 and annuities 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 and other purposes in the asset/liability management process.

Insurance and Annuities 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. In certain markets, primarily outside the U.S., capital market limitations that hinder our ability to closely
approximate the duration of some of our liabilities are considered in setting the constraint limits. As of December 31, 2007 and 2006, 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 U.S. regulatory cash flow testing for major product lines that are subject to risk
from changes in interest rates. 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 76% of our consolidated assets, other than assets that we held
in separate accounts, as of December 31, 2007 and 77% as of December 31, 2006.

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.

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,
2007 and 2006, 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, 2007
Hypothetical Fair
Notional Value After + 100  Hypothetical
Amount of Fair Basis Point Parallel Change in

Derivatives Value Yield Curve Shift Fair Value
(in millions)

Financial assets with interest rate risk:

Fixed maturities . . .. ...ttt $179,940 $169,374 $(10,566)
Commercial 10ans . .. ......... ...t 28,323 27,123 (1,200)
Mortgage bank-loan inventory(1) .......... ... 2,298 2,248 (50)
Policy 10ans . .. ... 10,751 10,055 (696)
Derivatives:
S ADS .« . o ettt e e $59,266 (525) (944) (419)
FUtures . ..o 4,812 @) 19 26
OPLIONS . ot ettt et e e 4,759 627 557 (70)
Forwards . ....... ... e 8,851 72 71 (1)
Variable Annuity Living Benefit Feature Embedded Derivatives ........... (168) 17 185
Financial liabilities with interest rate risk:
Short-term and long-termdebt . ...... ... ... ... L. i (29,737) (28,597) 1,140
INVeStMeNnt CONIIACES . . . ..o\ttt t ettt ettt eas (66,574) (65,330) 1,244
Bank customer liabilities . ............. i (1,334) (1,329) 5
Net estimated potential 0SS . ... ... ... $(10,402)

93



As of December 31, 2006

Hypothetical Fair
Notional Value After + 100  Hypothetical
Amount 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 $179,163 $168,952 $(10,211)
Commercial 10ans .. ... . 25,225 24,144 (1,081)
Mortgage bank-loan inventory(1) ............ ... ... i 918 900 (18)
Policy 10ans . ... ... 9,837 9,205 (632)
Derivatives:
SWAPS .« & e ettt $41,582 (342) (561) (219)
Futures . ... 3,392 1 20 19
(0075 10) 1 T 3,131 250 218 (32)
Forwards . ... ... 9,646 122 19 (103)
Variable Annuity Living Benefit Feature Embedded Derivatives ........... 38 119 81
Financial liabilities with interest rate risk:
Short-term and long-termdebt ........... ... ... ... i (24,276) (23,450) 826
Investment CONtracts . ... ... ...ttt (64,571) (63,310) 1,261
Bank customer liabilities . ... .......... i (903) (903) —
Net estimated potential loSs . .. ... oottt $(10,109)

(1) The hypothetical change in fair value related to our mortgage bank-loan inventory reflects only the gross fair value change on the mortgage loan assets,
and excludes any offsetting impact of derivatives and other instruments purchased to hedge such changes in fair value.

The tables above do not include approximately $129 billion of insurance reserve and deposit liabilities as of December 31, 2007 and
$123 billion as of December 31, 2006. 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.

Our net estimated potential loss in fair value as of December 31, 2007 increased $293 million from December 31, 2006, primarily
reflecting an increase in the level of investments in 2007.

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 separate account assets associated with products for which investment risk is borne primarily by the separate
account contractholders rather than by us.

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 investment 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
investment equity price risk as of December 31, 2007 was $958 million, representing a hypothetical decline in fair market value of equity
securities we held at that date from $9.580 billion to $8.622 billion. Our estimated investment equity price risk using this methodology as
of December 31, 2006 was $916 million, representing a hypothetical decline in fair market value of equity securities we held at that date
from $9.160 billion to $8.244 billion. In calculating these amounts, we exclude separate account equity securities related to products for
which the investment risk is borne primarily by the separate account contractholder rather than by us.

In addition to equity securities, as indicated above, we hold equity-based derivatives primarily to hedge the equity price risk embedded
in the living benefit features in some of our variable annuity products. As of December 31, 2007, our equity-based derivatives had notional
values of $4.6 billion, and were reported at fair value as a $617 million asset, and the living benefit features accounted for as derivatives
were reported at fair value as a $168 million liability. As of December 31, 2006, our equity-based derivatives had notional values of $2.9
billion, and were reported at fair value as a $230 million asset, and the living benefits features accounted for as derivatives were reported at
fair value as a $38 million asset. Our estimated equity price risk associated with the equity-based derivatives, net of the related living
benefit features, was less than $10 million as of both December 31, 2007 and 2006, estimated based on a hypothetical 10% decline in
equity benchmark market levels.

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. These scenarios consider only the direct impact on fair value of declines in equity benchmark market levels and not changes in
asset based fees recognized as revenue, changes in our estimates of total gross profits used as a basis for amortizing deferred policy
acquisition and other costs, or changes in any other assumptions such as mortality, utilization or persistency rates in our variable annuity
contracts that could also impact the fair value of our living benefit features.
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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 currency 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. To mitigate potential losses due to fluctuations in these exchange rates, for our equity
investments in our International operations other than in Japan and Taiwan, we generally hedge a significant portion of this
exposure through the use of foreign currency forward contracts. For our equity investments in our Japanese and Taiwanese
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,” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Results of
Operations for Financial Services Businesses by Segment—International Insurance and Investments Division.”

We manage our investment foreign currency exchange rate risks, described above, within specified limits. Foreign currency 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, 2007 for foreign currency 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 $46 million, representing a hypothetical decline in fair market value of these foreign currency assets from $1.798 billion to $1.752
billion. The estimated VaR as of December 31, 2006 for foreign currency 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 $34 million, representing a hypothetical decline in fair market value of these foreign currency assets from $1.468 billion to $1.434
billion. The average VaR for foreign currency exchange risks in our domestic general account portfolio and the unhedged portion of equity
investment in foreign subsidiaries, measured monthly at a 95% confidence level over a one month time horizon, was $35 million during
2007 and $39 million during 2006. 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 $73 million as of December 31, 2007 and $71 million as of December 31, 2006.

Derivatives

Derivatives are financial instruments whose values are derived from interest rates, foreign currency 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. We are also a party to financial instruments that may contain derivative
instruments that are embedded in the financial instruments. See Note 19 to the Consolidated Financial Statements for a description of our
derivative activities as of December 31, 2007 and 2006. 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.
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Trading Activities

We engage in trading activities primarily in connection with our derivatives trading operations. We maintain trading positions in
various 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.

In the second quarter of 2007, the Company announced its decision to exit the equity sales, trading and research operations of the
Prudential Equity Group. See Note 3 to the Consolidated Financial Statements for additional information.

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 currency exchange rates, 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. The total VaR for our trading activities, which considers our combined exposure to interest rate 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, 2007 and $1 million as of December 31, 2006. The largest
component of this total VaR as of December 31, 2007 and 2006 was related to commodities price risk. The total average daily VaR for our
trading activities considering our exposure to interest rate 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 2007 and $1
million during 2006. 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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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, 2007, 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, 2007.

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.

The effectiveness of the Company’s internal control over financial reporting as of December 31, 2007 has been audited by
PricewaterhouseCoopers LLP, an independent registered public accounting firm, as stated in their report accompanying the Consolidated
Financial Statements of the Company included in this Annual Report, which expresses an unqualified opinion on the effectiveness of the
Company’s internal control over financial reporting as of December 31, 2007.

February 27, 2008
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Report of Independent Registered Public Accounting Firm

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

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, 2007 and December 31, 2006 and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 2007 in conformity with accounting principles generally accepted in the United States of America.
Also in our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December 31,
2007, based on criteria established in Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). The Company’s management is responsible for these financial statements, for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in
the accompanying Management’s Annual Report on Internal Control Over Financial Reporting. Our responsibility is to express opinions on
these financial statements and on the Company’s internal control over financial reporting based on our integrated audits. We conducted our
audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that
we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement and
whether effective internal control over financial reporting was maintained in all material respects. Our audits of the financial statements
included 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. Our audit of
internal control over financial reporting included obtaining an understanding of internal control over financial reporting, assessing the risk
that a material weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe that our
audits provide a reasonable basis for our opinions.

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 the 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 financial statements taken as a whole.

As described in Note 2 of the consolidated financial statements, the Company changed its method of accounting for uncertainty in
income taxes, for deferred acquisition costs in connection with modifications or exchanges of insurance contracts, and for income tax-
related cash flows generated by a leveraged lease transaction on January 1, 2007 and for defined benefit pension and other postretirement
plans on December 31, 2006.

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.

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.

2e?

New York, New York
February 27, 2008
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PRUDENTIAL FINANCIAL, INC.

Consolidated Statements of Financial Position
December 31, 2007 and 2006 (in millions, except share amounts)

2007
ASSETS
Fixed maturities:
Available for sale, at fair value (amortized cost: 2007—3$160,137; 2006—$158,828) . ... ..ottt $162,162
Held to maturity, at amortized cost (fair value: 2007—83,543; 2006—3$3,441) ... ittt 3,548
Trading account assets supporting insurance liabilities, at fair value .. ... . . 14,473
Other trading account assets, at fair valtue ... ... .. ... 3,163
Equity securities, available for sale, at fair value (cost: 2007—3$7,895; 2006—$6,824) . ... ... it 8,580
Commercial J0ans . . ... ... e 30,047
POLICY 10aNS . . o .o 9,337
Securities purchased under agreements toresell . .. ... ... ... L 129
Other 1ong-term INVESIIMENLS . . . . ..ottt ettt ettt et e e e e e e e e e e e e e e e e 6,431
Short-term iNVESIMENLS . . . . . .o\ttt et ettt e e e et e e e e e e e 5,237
Total INVESIMENTS . . . . oottt et e e e e e e 243,107
Cash and cash eqUIVAIENLS . ... ... e 11,060
Accrued INVESTMENT INCOIME . . . . o\ttt ettt e et e e e e e e e e e e e e e e 2,174
ReInSurance reCOVEIabIeS . . .. ...ttt e e e 2,119
Deferred policy aCqUISIHON COSES . . . ..ottt ettt e ettt e e e et e e e e e e e e e e e e e e 12,339
OFRET ASSELS . . o ittt et e e e e 19,432
SEPArate ACCOUNT ASSELS .+« . o vttt ettt ettt et e e e e e e e e e e e e e e e e e e e e 195,583
TOT AL ASSE TS . o e $485,814
LIABILITIES AND STOCKHOLDERS’ EQUITY
LIABILITIES
Future policy Denefits . . .. ... $111,468
Policyholders’ account balances . . ... ... ... 84,154
Policyholders’ dividends . . . ... ... i e e e e 3,661
ReINSUrance payables . . .. ... ...ttt ettt e e e e 1,552
Securities sold under agreements to TEPUIChASE . ... .. ...ttt e e 11,441
Cash collateral for loaned SECUIILIES . . . ... ..ottt et e e e e e e 6,312
INCOME LAXES . . ottt et et e e e e e e e 3,553
ShOrt-term debt . . o 15,657
Long-term debt . . ... 14,101
Other Habilities . . . ..ottt e e e e e e e e e e 14,875
Separate account Habilities . .. ... ... o e 195,583
Total HabILItIES . . . ..ottt ettt e e e e e e e 462,357
COMMITMENTS AND CONTINGENT LIABILITIES (See Note 21)
STOCKHOLDERS’ EQUITY
Preferred Stock ($.01 par value; 10,000,000 shares authorized; none issued) .. .......... .o —
Common Stock ($.01 par value; 1,500,000,000 shares authorized; 604,901,479 and 604,900,423 shares issued at December 31,
2007 and 2000, TESPECLIVELY) . . . oottt ettt e e e e e e e 6
Class B Stock ($.01 par value; 10,000,000 shares authorized; 2,000,000 shares issued and outstanding at December 31, 2007 and
20006, TESPECLIVELY) . . o ottt e e —
Additional paid-in capital . .. ... ... 20,856
Common Stock held in treasury, at cost (157,534,628 and 133,795,373 shares at December 31, 2007 and 2006, respectively) ... ... (9,693)
Accumulated other COMPrehensive INCOME . ... ... ...ttt e e e e e e e et e e 447
Retained @arnings . . ... ..ottt e e e e e e 11,841
Total Stockholders” @QUILY . . . .. ...ttt ettt et e e e 23,457
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY . ... .. e $485,814

See Notes to Consolidated Financial Statements

2006

$162,816
3,469
14,262
2,209
8,103
25,739
8,887
153
4,745
5,034

235,417

8,589
2,142
1,958
10,863
17,834
177,463

$454,266

$106,951
80,652
3,982
1,458
11,481
7,365
3,108
12,536
11,423
14,955
177,463

431,374

20,666
(7,143)
519

8,844

22,892

$454,266
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PRUDENTIAL FINANCIAL, INC.

Consolidated Statements of Operations

Years Ended December 31, 2007, 2006 and 2005 (in millions, except per share amounts)

REVENUES

PremiUMS . .o
Policy charges and fee iINCOME . . ... ... oo
Net InVeStMEeNt INCOME . . . . ..ottt ettt et ettt e e et e e e e e e e e e e e e e e e e
Realized investment ains, NEt . ... ... ..ottt ettt e e e e e e e e e e
Asset management fees and other INCOME . . .. ... ... ittt e e e

TOtAl TEVEIUES . . . .o oottt ettt e et e e e e e e
BENEFITS AND EXPENSES
Policyholders’ benefits . .. . ... ...
Interest credited to policyholders’ account balances ... ......... ... ..ottt e

Dividends to policyholders . . . ... ... o
General and adminiStrative EXPENSES . . . . vt v vttt ettt et ettt e et e e e e e e e e

Total benefits and EXPENSES . . ... ...ttt ettt ettt e

INCOME FROM CONTINUING OPERATIONS BEFORE INCOME TAXES AND EQUITY IN EARNINGS OF
OPERATING JOINT VENTURES .. ... e

Income taxes:
CUITENE . ottt et e e e e e e e e e e e e e e e e e e e
Deferred . .o

Total INCOME tAX BXPEISE . . .« vt vt ettt e e ettt e e e et e e e e e e e e e e e e e e e

INCOME FROM CONTINUING OPERATIONS BEFORE EQUITY IN EARNINGS OF OPERATING JOINT
VENTURES . ...

Equity in earnings of operating joint ventures, Net Of tAXES .. ... . ...ttt ittt e

INCOME FROM CONTINUING OPERATIONS . ...t e e e e
Income (loss) from discontinued operations, Net Of taXeS . . .. .. ..ottt e

NET INCOME . ..

EARNINGS PER SHARE (See Note 14)

Financial Services Businesses
Basic:
Income from continuing operations per share of Common Stock ............. .. ... i
Income (loss) from discontinued operations, NEt Of tAXES . . . . .o\ vttt et

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

Diluted:
Income from continuing operations per share of Common Stock . .......... ... . i
Income (loss) from discontinued operations, Net Of taXes . . . . ... .ottt

Net income per share of Common StoCK .. .. ... e
Dividends declared per share of Common StOCK ... ... ...

Closed Block Business
Basic and Diluted:
Income from continuing operations per share of Class B Stock . ........ ... ... .
Income from discontinued operations, Net Of tAXES . ... ... ...ttt

Net income per share of Class B Stock . . ... ...

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

See Notes to Consolidated Financial Statements
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2007 2006 2005
$14,351  $13,908 $13,756
3,131 2,653 2,520
12,017 11,320 10,595
613 774 1,378
4,289 3,613 3,098
34,401 32,268 31,347
14,749 14,283 13,883
3,222 2,917 2,699
2,903 2,622 2,850
8,841 8,052 7,641
29,715 27,874 27,073
4,686 4,394 4,274
783 488 (59)
462 757 862
1,245 1,245 803
3,441 3,149 3,471
246 208 142
3,687 3,357 3,613
17 71 (73)

$ 3,704 § 3,428 § 3,540
$ 772 $ 649 $ 659
0.03 0.14 (0.14)

$ 775 $ 663 $ 645
$ 758 $ 636 $ 648
0.03 0.14 (0.14)

$ 761 $ 650 $ 634
$ 115 $ 095 $ 0.78
$ 68.50 $108.00 $119.50
1.00 — —

$ 69.50 $108.00 $119.50
$9.625 $ 9.625 $ 9.625




PRUDENTIAL FINANCIAL, INC.

Consolidated Statements of Stockholders’ Equity

Years Ended December 31, 2007, 2006 and 2005 (in millions)

Balance, December 31,2004 .............
Common Stock acquired .................
Stock-based compensation programs . . ... ...
Dividends declared on Common Stock .. ....
Dividends declared on Class B Stock .......

Comprehensive income:

Netincome ..............covunen...
Other comprehensive loss, net of tax . . ..

Total comprehensive income ..............

Balance, December 31,2005 .............
Common Stock acquired .................
Stock-based compensation programs . . . ... ..
Dividends declared on Common Stock ... ...
Dividends declared on Class B Stock .......

Impact of adoption of Statement of Financial
Accounting Standards (“SFAS”) No. 158,

netoftax ............iiiiiiii.,

Comprehensive income:

Netincome ........................
Other comprehensive loss, net of tax . . ..

Total comprehensive income ..............

Balance, December 31,2006 .............
Common Stock acquired .................
Stock-based compensation programs . . ... ...
Conversion of Senior Notes ...............
Dividends declared on Common Stock .. ....
Dividends declared on Class B Stock .......

Cumulative effect of changes in accounting

principles, net of taxes .................

Comprehensive income:

Netincome ................ccvun..
Other comprehensive loss, net of tax . . ..

Total comprehensive income ..............

Balance, December 31,2007 .............

Common  Accumulated
Additional Stock Other Total
Common ClassB  Paid-in  Retained Heldin Comprehensive Stockholders’
Stock Stock Capital Earnings Treasury Income (Loss) Equity
$ 6 $— $20,348 $ 2,851  $(3,052) $2,191 $22,344
— — — — (2,090) — (2,090)
— — 153 (32) 217 — 338
— — — (393) — — (393)
— — — (19) — — (19)
— — — 3,540 — — 3,540
_ _ — — — (957) (957)
2,583
6 — 20,501 5,947 (4,925) 1,234 22,763
_ — — — (2,500) — (2,500)
— — 165 (59) 282 — 388
_ — — @3 — — (453)
— — — (19) — — (19)
_ _ — — — (556) (556)
— — — 3,428 — — 3,428
— — — — — (159) (159)
— — — — — — 3,269
6 — 20,666 8,844 (7,143) 519 22,892
_ — — — (3,000) — (3,000)
— — 191 (34) 315 — 472
- — (D (90) 135 — 44
— — — (521) — — (521)
— — — (19) — — (19)
— — — (43) — — (43)
— — — 3,704 — — 3,704
— — — — (72) (72)
— — — — — — 3,632
$ 6 $— $20,856 $11,841  $(9,693) $ 447 $23,457

See Notes to Consolidated Financial Statements
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PRUDENTIAL FINANCIAL, INC.

Consolidated Statements of Cash Flows
Years Ended December 31, 2007, 2006 and 2005 (in millions)

CASH FLOWS FROM OPERATING ACTIVITIES
NELINCOME . ...ttt et et e e e e
Adjustments to reconcile net income to net cash provided by operating activities:
Realized investment gains, net
Policy charges and fee INCOME ... ... ... . e
Interest credited to policyholders’ account balances
Depreciation and amortization
Change in:
Deferred policy acquisition costs
Future policy benefits and other insurance liabilities .............. ... ... i
Trading account assets supporting insurance liabilities and other trading account assets
INCOME LAXES . . . ottt e e e e
OtRET, NEL . . . oot e

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 .. ..... ... .o
Equity securities, available forsale . . ... .. ...
Commercial 10ans .. ... ...
POLiCY 10ANS . . o .o
Other 1ong-term iNVESIMENLS . . . . . ..ottt ettt e e e e e e e e e e
ShOrt-term INVESIMENLS . . .. ..ottt ettt et ettt e et e e e et e e e e e e e

Payments for the purchase/origination of:
Fixed maturities, available for sale . ... ... . ... . e
Fixed maturities, held to maturity . ... ... ... .t
Equity securities, available forsale . .. ..... ... . e
Commercial 10ans . . ... ..o
POlicy 10ANS . . o .o
Other long-term INVESHMENLS . . . . ...ttt e et e e e e e e e e e e e e e
ShOTt-term INVESHMENTS . . . . o\t ottt et ettt e e e e e e e e e e e e e e e e

Acquisitions, net of cash acquired. . .. .. ... ... .

OthET, NEL . . . ot e e

CASH FLOWS FROM FINANCING ACTIVITIES

Policyholders’ account depOSItS . .. . ...ttt ettt e e e e e e e e s
Policyholders’ account withdrawals
Net change in securities sold under agreements to repurchase and cash collateral for loaned securities ...............
Cash dividends paid on Common StOCK . . . .. ...ttt e
Cash dividends paid on Class B Stock . .. ... ...
Net change in financing arrangements (maturities 90 days or less)
Common Stock acqUIred . . . . ... e
Common Stock reissued for exercise of StOCK OPHONS . . . .. .ottt et e e e e
Proceeds from the issuance of debt (maturities longer than 90 days) .. ........ ..o
Repayments of debt (maturities longer than 90 days) . . ... .. i
Excess tax benefits from share-based payment arrangements
OthET, N . . . oot 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, BEGINNINGOF YEAR . ... .. ... ... ... ... ...

CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTAL CASH FLOW INFORMATION
Income taxes paid (received)

Interest Paid . . . . .o oo e e

NON-CASH TRANSACTIONS DURING THE YEAR
Treasury stock issued for convertible debt redemption
Treasury stock issued for stock based compensation Programs . ... .............uueeturunneeenunnneennnnnnenn

See Notes to Consolidated Financial Statements
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2007 2006 2005
$ 3,704 $ 3428 $ 3,540
(613) (774)  (1,378)
915) (726) (852)
3,222 2,917 2,699
272 350 501
(1,253) (1,294) (792)
3,136 2,782 3,140
(1,649) (1,245) (931)
105 593 (575)
(43) (1,656)  (1,320)
5,966 4,375 4,032
99,134 94,653 84,465
255 317 462
5,140 3,785 3,108
4,647 4,524 5,734
1,299 1,188 1,212
1,095 1,731 1,239
18,649 11,782 13,022
(98,671)  (102,815)  (96,578)
(209) (542)  (1,278)
(5,326) (4,032)  (3,645)
(8,264) (5.793)  (4,850)
(1,306) (1,354)  (1,026)
(2,503) (1,393) (791)
(18,737)  (12,721)  (12,778)
(103) 724 —
(104) (201) 431
(5,004)  (10,147) (11,273)
20,906 23,331 20,550
(20,569)  (22,377)  (20,927)
(1,546) 2,478 2,137
(514) 421) (375)
(19) (19) (19)
352 (822) 4,821
(3,000) (2,512)  (2,095)
221 166 169
10,429 7,918 4,381
(5,124) (2,126)  (1,496)
106 92 —
297 814 2
1,539 6,522 7,148
(30) 40 (180)
2,471 790 (273)
8,589 7,799 8,072
$11,060 $ 8,580 $ 7,799
$ 653 $ (384) $ 509
$ 1,602 $ 1230 $ 794
$ 135 $ - $ —
$ 101 $ 92 $ 9



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 individual 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 services and administration, and investment management. In addition, the Company provides retail
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. The Company’s real estate and relocation services
business as well as 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 10), 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 policyholders’ 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 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.
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PRUDENTIAL FINANCIAL, INC.

Notes to Consolidated Financial Statements

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. See Note 4 for more information
on the Company’s consolidated variable interest entities. 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,
2007, and 2006, include Gibraltar Life’s assets and liabilities as of November 30, 2007 and 2006, respectively, and for the years ended
December 31, 2007, 2006 and 2005, include Gibraltar Life’s results of operations for the twelve months ended November 30, 2007, 2006
and 2005, 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 of the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.

The most significant estimates include those used in determining deferred policy acquisition costs, goodwill, valuation of business
acquired, valuation of investments including derivatives, future policy benefits including guarantees, pension and other postretirement
benefits, provision for income taxes, reserves for contingent liabilities and reserves for losses in connection with unresolved legal matters.

Share-Based Payments

The Company adopted SFAS No. 123(R), “Share-Based Payment” on January 1, 2006, using the modified prospective application
transition method prescribed by this standard. This standard requires that the cost resulting from all share-based payments be recognized in
the financial statements and 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. As described more fully below, the
Company had previously adopted the fair value recognition provisions of 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. Upon adoption of SFAS No. 123(R),
there were no unvested stock options issued prior to January 1, 2003, and, therefore, the adoption of SFAS No. 123(R) had no impact to the
Company’s consolidated financial condition or results of operations with respect to the unvested employee options. For a discussion of the
prospective recognition of compensation cost under the non-substantive vesting period approach, see “Share-Based Compensation Awards
with Non-substantive Vesting Conditions” below.

Excess Tax Benefits

Upon adoption of SFAS No. 123(R), the Company was required to determine the portion of additional paid-in capital that was
generated from the realization of excess tax benefits prior to the adoption of SFAS No. 123(R) available to offset deferred tax assets that
may need to be written off in future periods had the Company adopted the fair value recognition provisions of SFAS No. 123 beginning in
2001. The Company has elected to calculate this “pool” of additional paid-in capital using the short-cut method as permitted by Financial
Accounting Standards Board (“FASB”) Staff Position (“FSP”") FAS123(R)-3, “Transition Election to Accounting for the Tax Effects of
Share-Based Payment Awards.” Under the short-cut method, this “pool” of additional paid-in capital was calculated as the sum of all net
increases of additional paid-in capital recognized in the Company’s financial statements related to tax benefits from share-based payment
transactions subsequent to the adoption of SFAS No. 123 but prior to the adoption of SFAS No. 123(R) less the cumulative incremental
pre-tax compensation costs that would have been recognized if SFAS No. 123 had been used to account for share-based payment
transactions, tax effected at the statutory tax rate as of the adoption of SFAS No. 123(R). Subsequent to the date of adoption, the
Company’s policy is to account for this additional paid-in capital as a single “pool” available to all share-based compensation awards.

In accordance with SFAS No. 123(R), the Company does not recognize excess tax benefits in additional paid-in capital until the
benefits result in a reduction in taxes payable. The Company has elected the “tax-law ordering methodology” and has adopted a convention
that considers excess tax benefits to be the last portion of a net operating loss carryforward to be utilized.

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 granted prior to January 1, 2006 that specify an employee vests in the award
upon retirement, the Company accounts for those awards using the nominal vesting period approach. Under this approach, the Company
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records compensation expense over the nominal vesting period. If the employee retires before the end of the nominal vesting period, any
remaining unrecognized compensation cost is recognized at the date of retirement.

Upon the adoption of SFAS No. 123(R), the Company revised its approach to the recognition of compensation costs for awards
granted to retirement-eligible employees and awards that vest when an employee becomes retirement-eligible to apply the non-substantive
vesting period approach to all new share-based compensation awards granted after January 1, 2006. Under this approach, all compensation
cost is recognized on the date of grant for awards issued 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.

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, 2007 and 2006 would have
been increased by $9 million and $12 million, or $0.02 and $0.02 per share of Common Stock, respectively, on both a basic and diluted
basis. Net income of the Financial Services Businesses for the year ended December 31, 2005 would have been decreased by $10 million,
or $0.02 per share of Common Stock, on both a basic and diluted basis.

Previous Adoption of Fair Value Recognition Provisions

As noted above, effective January 1, 2003, the Company changed its accounting for employee stock options to adopt the fair value
recognition provisions of SFAS No. 123, 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 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 measurement method of SFAS No. 123, net income and earnings per
share for the years ended December 31, 2007 and 2006 would have been unchanged, since, as of January 1, 2006, there were no unvested
employee stock options issued prior to January 1, 2003. Net income and earnings per share for the year ended December 31, 2005, would
have been as follows:

Year Ended
December 31, 2005

Financial Closed
Services Block
Businesses  Business

(in millions, except
per share amounts)

Net iNCOME, S TEPOTLEA . . . . oottt ettt e ettt e e e e e e e e e e e e e e e e e e e e $3,219 $ 321
Add: Total employee stock option compensation expense included in reported net income, netof taxes ...................... 28 1
Deduct: Total employee stock option compensation expense determined under the fair value based method for all awards, net of

BAXES o ottt et e e e e e e e 38 1
Pro forma net INCOMIE . . . . . oottt e e e e e e e e e $3,209 $ 321

Earnings per share:

Basic—aS TEPOTIEA . . . . vttt ettt ettt e e e e e e $ 645 $119.50
Basic—pro fOrma . . ... ..o @ $119.50
Diluted—as TePOTted . .. ..o\ttt $6_34 w
Diluted—pro forma . . ... ... .. $ 6.32 $119.50

6.3

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
(“EITF”) Issue No. 96-18 “Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction
with Selling, Goods or Services” and related interpretations in accounting for its non-employee stock options.

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.
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As discussed under “Excess Tax Benefits” above, the Company adopted SFAS No. 123(R) using the modified prospective application
transition method and has elected to calculate the “pool” of excess tax benefits in additional paid-in capital using the short-cut method. The
Company has further elected to reflect in assumed proceeds, under the application of the treasury stock method, the entire amount of excess
tax benefits that would be recognized in additional paid-in capital upon exercise or release of the award.

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 the related amortization of premium and accretion of discount 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” includes invested assets that support certain products included in
the Retirement segment, 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.” Interest and dividend income from 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.” Interest and
dividend income from these investments is reported in “Net investment income.”

Equity securities are comprised of common stock and non-redeemable preferred stock and are carried at fair value. The associated
unrealized gains and losses, net of tax and the effect on deferred policy acquisition costs, 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.
Dividend income from these investments is reported in “Net investment income.”

Commercial loans originated and held for investment within the Company’s insurance operations are carried at unpaid principal
balances, net of an allowance for losses. Commercial loans originated and held for sale within the Company’s commercial mortgage
operations 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 acquired, including those related to the acquisition of a
business, 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, based on the Company’s assessment as to the collectibility of the principal. The Company discontinues accruing
interest on non-performing loans after the loans are 90 days delinquent as to principal or interest, or earlier when the Company has doubts
about collectibility. When a loan is deemed 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
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amounts of these instruments approximate fair value. Securities repurchase and resale agreements are collateralized by cash, U.S.
government and government agency securities. Securities loaned are collateralized principally by cash and U.S. government securities. For
securities repurchase agreements and securities loaned transactions used to earn spread income, the cash received is typically invested in
cash equivalents, short-term investments or fixed maturities.

Securities repurchase and resale agreements that satisfy certain criteria are treated as collateralized financing arrangements. These
agreements are carried at the amounts at which the securities will be subsequently resold or reacquired, as specified in the respective
agreements. For securities purchased under agreements to resell, the Company’s policy is to take possession or control of the securities and to
value the securities daily. Securities to be resold are the same, or substantially the same, as the securities received. For securities sold under
agreements to repurchase, the market value of the securities to be repurchased is monitored, and additional collateral is obtained where
appropriate, to protect against credit exposure. Securities to be repurchased are the same, or substantially the same, as those sold. Income and
expenses related to these transactions executed within the insurance 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, as well as wholly-owned investment real estate and other investments. Joint venture and partnership interests are generally
accounted for using the equity method of accounting. In certain instances in which the Company’s partnership interest is so minor
(generally less than 3%) that it exercises virtually no influence over operating and financial policies, the Company applies the cost method
of accounting. The Company’s income from investments in joint ventures and partnerships accounted for using the equity method or the
cost method, other than the Company’s investment in operating joint ventures, is included in “Net investment income.” The Company
consolidates joint ventures and limited partnerships in certain other instances where it is deemed to exercise control, or is considered the
primary beneficiary of a variable interest entity. Certain of these consolidated joint ventures and limited partnerships relate to investment
structures in which the Company’s asset management business invests with other co-investors in an investment fund referred to as a feeder
fund. In these structures, the invested capital of several feeder funds is pooled together and used to purchase ownership interests in another
fund, referred to as a master fund. The master fund utilizes this invested capital, and in certain cases other debt financing, to purchase
various classes of assets on behalf of its investors. Specialized industry accounting for investment companies calls for the feeder fund to
reflect its investment in the master fund as a single net asset equal to its proportionate share of the net assets of the master fund, regardless
of its level of interest in the master fund. In cases where the Company consolidates the feeder fund, it retains the feeder fund’s net asset
presentation and reports the consolidated feeder fund’s proportionate share of the net assets of the master fund in “Other long-term
investments,” with any unaffiliated investors’ minority interest in the feeder fund reported in “Other liabilities.” The Company’s net
income from consolidated joint ventures and limited partnerships, including these consolidated feeder funds, is included in the respective
revenue and expense line items depending on the activity of the consolidated entity.

The Company’s wholly-owned investment real estate consists of real estate which the Company has the intent to hold for the
production of income as well as real estate held for sale. 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 carrying value may not be recoverable. Real estate held for sale 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 held for the production of income due to other-than-temporary 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.” In the period a real estate investment is deemed held for sale
and meets all of the discontinued operation criteria, the Company reports all related net investment income and any resulting investment
gains and losses as discontinued operations for all periods presented.

Short-term investments consist 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 generally carried at fair value.

Realized investment gains (losses) are computed using the specific identification method with the exception of some of the
Company’s International portfolios, where the average cost method is used. Realized investment gains and losses are generated from
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numerous sources, including the sale of fixed maturity securities, equity securities, investments in joint ventures and limited partnerships
and other types of investments, as well as adjustments to the cost basis of investments for other than temporary impairments. Realized
investment gains and losses are also generated from prepayment premiums received on private fixed maturity securities, recoveries of
principal on previously impaired securities, provisions for losses on 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.

Adjustments to the costs of fixed maturities and equity securities for other-than-temporary impairments are also 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, currency or interest rate); (3) the Company’s ability and intent
to hold the investment for a period of time to allow for a recovery of value; and (4) the financial condition of and near-term prospects of the
issuer. In addition, for its impairment review of asset-backed fixed maturity securities with a credit rating below AA, the Company
forecasts the prospective future cash flows of the security and determines if the present value of those cash flows, discounted using the
effective yield of the most recent interest accrual rate, has decreased from the previous reporting period. When a decrease from the prior
reporting period has occurred and the security’s market value is less than its carrying value, the carrying value of the security is reduced to
its fair value, with a corresponding charge to earnings. The new cost basis of an impaired security is not adjusted for subsequent increases
in estimated fair value. In periods subsequent to the recognition of an other-than-temporary impairment, the impaired security is accounted
for as if it had been purchased on the measurement date of the impairment. Accordingly, the discount (or reduced premium) based on the
new cost basis is accreted into net investment income in future periods based upon the amount and timing of expected future cash flows of
the security, if the recoverable value of the investment based upon those cash flows is greater than the carrying value of the investment
after the impairment.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, amounts due from banks, money market instruments and other debt 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 reinsurance
arrangements used to effect the Company’s acquisition of the retirement businesses of CIGNA. The remaining amounts relate to other
reinsurance arrangements entered into by the Company. For each of its reinsurance contracts, the Company determines if the contract
provides indemnification against loss or liability relating to insurance risk in accordance with applicable accounting standards. The
Company reviews all contractual features, particularly those that may limit the amount of insurance risk to which the reinsurer is subject or
features that delay the timely reimbursement of claims. See Note 11 for additional information about the Company’s reinsurance
arrangements.

Deferred Policy Acquisition Costs

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).” DAC amortization is
reflected in “General and administrative expenses.”

For traditional 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 7.90% at December 31, 2007 and
gradually increases to 8.06% for periods after December 31, 2031, consistent with the assumptions used in funding the Closed Block. The
effect of changes in estimated gross margins on 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 deferred annuity products are deferred and amortized over the expected life of the contracts (periods
ranging from 25 to 99 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 in proportion to gross
premiums.
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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 in proportion to gross premiums. For single premium immediate annuities with
life contingencies, and single premium group annuities and single premium structured settlements with life contingencies, all acquisition
costs are charged to expense immediately because generally all premiums are received at the inception of the contract. For funding
agreement notes contracts, single premium structured settlement contracts without life contingencies, and single premium immediate
annuities without life contingencies, acquisition expenses are deferred and amortized over the expected life of the contracts using the
interest method. For other group life and disability insurance contracts and guaranteed investment contracts, acquisition costs are expensed
as incurred.

For some products, policyholders can elect to modify product benefits, features, rights or coverages by exchanging 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. 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 the remaining unamortized DAC on the
surrendered policies. For other internal replacement transactions, except those that involve the addition of a nonintegrated contract feature
that does not change the existing base contract, the unamortized DAC 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 terms are substantially similar to those of the earlier policies, the
DAC is retained with respect to the new policies and amortized over the expected life of the new policies. The Company adopted Statement
of Position (“SOP”) 05-1 “Accounting by Insurance Enterprises for Deferred Acquisition Costs in Connection with Modifications or
Exchanges of Insurance Contracts” on January 1, 2007. SOP 05-1 provided more definitive guidance regarding internal replacements and
clarification on what constitutes substantial changes to a contract. See “New Accounting Pronouncements” for additional information.

Separate Account Assets and Liabilities

Separate account assets are reported at fair value and represent segregated funds that are invested for certain policyholders, pension
funds and other customers. The assets primarily consist of equity securities, fixed maturities, real estate related investments, real estate
mortgage loans, short-term investments and derivative instruments. The assets of each account are legally segregated and are generally not
subject to claims that arise out of any other business of the Company. Investment risks associated with market value changes are borne by
the customers, except to the extent of minimum guarantees made by the Company with respect to certain accounts. Separate account
liabilities primarily represent the contractholder’s account balance in separate account assets. See Note 9 for additional information
regarding separate account arrangements with contractual guarantees. The investment income and realized investment gains or losses from
separate account assets 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, goodwill and other intangible assets, the Company’s investments in operating joint ventures, which include
the Company’s investment in Wachovia Securities Financial Holdings, LLC (“Wachovia Securities”) and its indirect investment in China
Pacific Insurance (Group) Co., Ltd. (“China Pacific Group”), property and equipment, receivables resulting from sales of securities that had
not yet settled at the balance sheet date, and relocation real estate assets and receivables. 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 and employee
benefit liabilities.

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 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 include the impact of future cash flows expected from the guaranteed minimum death
and living benefit provisions. For acquired defined contribution and defined benefits businesses, contract balances are projected using
assumptions for add-on deposits, participant withdrawals, contract surrenders, and investment returns. Gross profits are then determined
based on investment spreads and the excess of fees and other charges over the costs to administer the contracts. 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 in “General and administrative expenses.” For acquired traditional insurance contracts, VOBA is amortized in
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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, the majority of VOBA is amortized in proportion to gross profits arising
principally from investment spreads and fees in excess of actual expense based upon historical and estimated future experience, which is
updated periodically. The remainder of this VOBA is amortized based on gross revenues, fees, or the change in policyholders’ account
balances, as applicable. The effect of changes in gross profits on unamortized VOBA is reflected in the period such estimates of expected
future profits are revised.

As a result of certain acquisitions, the Company recognizes an asset for goodwill representing the excess of cost over the net fair value
of the assets acquired and liabilities assumed. 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. See Note 7 for additional information regarding goodwill.

The Company offers various types of 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. The
Company amortizes deferred sales inducements in “Interest credited to policyholders’ account balances.” See Note 9 for additional
information regarding sales inducements.

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 and disability products, expected mortality and morbidity is generally based on the Company’s historical experience
or standard industry tables including a provision for the risk of adverse deviation. Interest rate assumptions are based on factors such as
market conditions and expected investment returns. Although mortality and morbidity and interest rate assumptions are “locked-in”" upon
the issuance of new insurance or annuity business with fixed and guaranteed terms, significant changes in experience or assumptions may
require the Company to provide for expected future losses on a product by establishing premium deficiency reserves. Premium deficiency
reserves, if required, are determined based on assumptions at the time the premium deficiency reserve is established and do not include a
provision for the risk of adverse deviation.

The Company’s liability for future policy benefits also includes a liability for unpaid claims and claim adjustment expenses. The
Company does not establish claim liabilities 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 net liabilities for guarantee benefits related to certain nontraditional long-
duration life and annuity contracts, which are discussed more fully in Note 9, and certain 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 and certain unearned revenues.

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. 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 special dividends
to certain policyholders of Gibraltar Life, a Japanese insurance company acquired in April 2001, and dividends payable in accordance with
certain group insurance policies. The special dividends payable to the policyholders of Gibraltar Life are based on 70% of the net increase
in the fair value of certain real estate and loans included in Gibraltar Life’s reorganization plan, net of transaction costs and taxes. As of
December 31, 2007 and 2006, this dividend liability was $421 million and $324 million, respectively.
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Contingent Liabilities

Amounts related to contingent liabilities are accrued if it is probable that a liability has been incurred and an amount is reasonably
estimable. Management evaluates whether there are incremental legal or other costs directly associated with the ultimate resolution of the
matter that are reasonably estimable and, if so, they are included in the accrual.

Insurance Revenue and Expense Recognition

Premiums from individual life and health insurance products, other than interest-sensitive life contracts, are recognized when due.
When premiums are due over a significantly shorter period than the period over which benefits are provided, any gross premium in excess
of the net premium (i.e., the portion of the gross premium required to provide for all expected future benefits and expenses) is deferred and
recognized into revenue in a constant relationship to insurance in force. Benefits are recorded as an expense when they are incurred. A
liability for future policy benefits is recorded when premiums are recognized using the net level premium method.

Premiums from non-participating group annuities with life contingencies, single premium structured settlements with life
contingencies and single premium immediate annuities with life contingencies are recognized when due. When premiums are due over a
significantly shorter period than the period over which benefits are provided, any gross premium in excess of the net premium is deferred
and recognized into revenue in a constant relationship to the amount of expected future benefit payments. Benefits are recorded as an
expense when they are incurred. A liability for future policy benefits is recorded when premiums are recognized using the net level
premium method.

Certain individual annuity contracts provide the holder a guarantee that the benefit received upon death or annuitization will be no less
than a minimum prescribed amount. These benefits are accounted for as insurance contracts and are discussed in further detail in Note 9.
The Company also provides contracts with certain living benefits which are considered embedded derivatives. These contracts are
discussed in further detail in Note 9.

Amounts received as payment for interest-sensitive group and individual life contracts, deferred fixed 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” consisting primarily of fees assessed during the
period against the policyholders’ account balances for mortality charges, policy administration charges and surrender charges. In addition
to fees, the Company earns investment income from the investment of policyholders’ deposits in the Company’s general account portfolio.
Fees assessed that represent compensation to the Company for services to be provided in future periods and certain other fees are deferred
and amortized into revenue over the life of the related contracts in proportion to gross profits. Benefits and expenses for these products
include claims in excess of related account balances, expenses of contract administration, interest credited to policyholders’ account
balances and amortization of DAC.

For group life, other than interest-sensitive group life contracts, and disability 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

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).” Gains and losses
from foreign currency transactions are reported in either “Accumulated other comprehensive income (loss)” or current earnings in “Asset
management fees and other income” depending on the nature of the related foreign currency denominated asset or liability.

Asset Management Fees and Other Income

Asset management fees and other income principally include asset management fees and securities and commodities commission
revenues, which are recognized in the period in which the services are performed. Realized and unrealized gains from investments
classified as “trading” such as “Trading account assets supporting insurance liabilities” and “Other trading account assets,” and from
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consolidated entities that follow specialized investment company fair value accounting are also included in “Asset management fees and
other income.” In certain asset management fee arrangements, the Company is entitled to receive performance based incentive fees when
the return on assets under management exceeds certain benchmark returns or other performance targets. Performance based incentive fee
revenue is accrued quarterly based on measuring fund performance to date versus the performance benchmark stated in the investment
management agreement.

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 valuation 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 valuation
models.

Derivatives are used in a non-dealer capacity in insurance, investment and international businesses as well as treasury operations to
manage the characteristics of the Company’s asset/liability mix, to 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 certain hedge portfolios. Realized and
unrealized changes in fair value of derivatives used in these dealer related operations 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 Statements of Financial Position, except for embedded derivatives which are recorded in the
Consolidated Statements of Financial Position with the associated host contract. The Company nets the fair value of all derivative financial
instruments with counterparties for which a master netting arrangement has been executed pursuant to FASB Interpretation (“FIN”) No. 39.
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 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.

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.
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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 recognized foreign currency asset or liability) 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 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.”

If a derivative does not qualify for hedge accounting, all changes in its fair value, including net receipts and payments, are included in
“Realized investment gains (losses), net” without considering changes in the fair value of the economically associated assets or liabilities.

The Company is a party to financial instruments that may contain derivative instruments that are “embedded” in the financial
instruments. At inception, the Company assesses whether the economic characteristics of the embedded derivative are clearly and closely
related to the economic characteristics of the remaining component of the financial instrument (i.e., the host contract) and whether a
separate instrument with the same terms as the embedded instrument would meet the definition of a derivative instrument. When it is
determined that (1) the embedded derivative possesses economic characteristics that are not clearly and closely related to the economic
characteristics of the host contract, and (2) a separate instrument with the same terms would qualify as a derivative instrument, the
embedded derivative is separated from the host contract, carried at fair value, and changes in its fair value are included in “Realized
investment gains (losses), net.”

Income Taxes

The Company and its 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

In December 2007, the FASB issued SFAS No. 141R, “Business Combinations.” This statement, which addresses the accounting for
business acquisitions, is effective for fiscal years beginning on or after December 15, 2008, with early adoption prohibited, and generally
applies to business acquisitions completed after December 31, 2008. Among other things, the new standard requires that all acquisition-
related costs be expensed as incurred, and that all restructuring costs related to acquired operations be expensed as incurred. This new
standard also addresses the current and subsequent accounting for assets and liabilities arising from contingencies acquired or assumed and,
for acquisitions both prior and subsequent to December 31, 2008, requires the acquirer to recognize changes in the amount of its deferred
tax benefits that are recognizable because of a business combination either in income from continuing operations in the period of the
combination or directly in contributed capital, depending on the circumstances. The Company is currently assessing the impact of SFAS
No. 141R on the Company’s consolidated financial position and results of operations.

In December 2007, the FASB issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial Statements.” SFAS No. 160
will change the accounting for minority interests, which will be recharacterized as noncontrolling interests and classified by the parent
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company as a component of equity. This statement is effective for fiscal years beginning on or after December 15, 2008, with early
adoption prohibited. Upon adoption, SFAS No. 160 requires retroactive adoption of the presentation and disclosure requirements for
existing minority interests and prospective adoption for all other requirements. The Company is currently assessing the impact of SFAS
No. 160 on the Company’s consolidated financial position and results of operations.

In November 2007, the staff of the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin (“SAB”) No. 109,
“Written Loan Commitments Recorded at Fair Value Through Earnings.” SAB 109 revises and rescinds portions of SAB 105, “Application
of Accounting Principles to Loan Commitments.” Specifically, SAB 109 states that the expected net future cash flows related to the
associated servicing of the loan should be included in the measurement of all written loan commitments that are accounted for at fair value
through earnings. SAB 109 is effective for all written loan commitments recorded at fair value that are entered into, or substantially
modified, in fiscal quarters beginning after December 15, 2007. The Company will adopt SAB 109 effective January 1, 2008 for its loan
commitments that are recorded at fair value through earnings. The Company’s adoption of this guidance is not expected to have a material
effect on the Company’s consolidated financial position or results of operations.

In April 2007, the FASB issued FSP FIN 39-1, “Amendment of FASB Interpretation No. 39.” FSP FIN 39-1 modifies FIN No. 39,
“Offsetting of Amounts Related to Certain Contracts,” and permits companies to offset cash collateral receivables or payables with net
derivative positions under certain circumstances. This FSP is effective for fiscal years beginning after November 15, 2007 and is required
to be applied retrospectively to financial statements for all periods presented. The Company’s adoption of this guidance is not expected to
have a material effect on the Company’s consolidated financial position or results of operations.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities.” This
statement provides companies with an option to report selected financial assets and liabilities at fair value, with the associated changes in
fair value reflected in the Consolidated Statements of Operations. The Company will adopt this guidance effective January 1, 2008. The
Company expects to elect the fair value option for certain commercial loans held for investment and for commercial loans originated on or
after January 1, 2008 that are held for sale, both of which are within the Company’s commercial mortgage operations. Electing the fair
value option for these loans will allow the changes in fair values of the loans and the related derivative instruments used to economically
hedge interest rate risk to offset in current earnings without needing to meet the requirements for hedge accounting treatment under SFAS
133. The Company’s adoption of this guidance is not anticipated to have a material effect on the Company’s consolidated financial position
or results of operations.

In September 2006, the FASB issued SFAS No. 158, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement
Plans” an amendment of FASB Statements No. 87, 88, 106 and 132(R). This statement requires an employer on a prospective basis to
recognize the overfunded or underfunded status of its defined benefit pension and postretirement plans as an asset or liability in its
statement of financial position and to recognize changes in that funded status in the year in which the changes occur through other
comprehensive income. The Company adopted this requirement, along with the required disclosures, on December 31, 2006. See Note 16
for the effects of this adoption as well as the related required disclosures.

SFAS No. 158 also requires an employer on a prospective basis to measure the funded status of its plans as of its fiscal year-end. This
requirement is effective for fiscal years ending after December 15, 2008. The Company will adopt this guidance on December 31, 2008 and
anticipates that the impact of changing from a September 30 measurement date to a December 31 measurement date will not have a
material effect on the Company’s consolidated financial position.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements.” This statement defines fair value, establishes a
framework for measuring fair value, and expands disclosures about fair value measurements. This statement does not change which assets
and liabilities are required to be recorded at fair value, but the application of this statement could change current practices in determining
fair value. The Company will adopt this guidance effective January 1, 2008. The Company’s adoption of this guidance is not expected to
have a material effect on the Company’s consolidated financial position or results of operations.

In September 2006, the staff of the SEC issued SAB No. 108, “Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements.” The interpretations in SAB 108 express the staff’s views regarding the process of
quantifying financial statement misstatements. Specifically, the SEC staff believes that registrants must quantify the impact on current
period financial statements of correcting all misstatements, including both those occurring in the current period and the effect of reversing
those that have accumulated from prior periods. SAB 108 is effective for fiscal years ending after November 15, 2006. Since the
Company’s method for quantifying financial statement misstatements already considered those occurring in the current period and the
effect of reversing those that have accumulated from prior periods, the adoption of SAB 108 had no effect to the financial position or
results of operations of the Company.

In July 2006, the FASB issued FSP SFAS 13-2, “Accounting for a Change or Projected Change in the Timing of Cash Flows Relating
to Income Taxes Generated by a Leveraged Lease Transaction,” an amendment of FASB Statement No. 13. FSP SFAS 13-2 indicates that a
change or projected change in the timing of cash flows relating to income taxes generated by a leveraged lease would require a
recalculation of cumulative and prospective income recognition associated with the transaction. FSP SFAS 13-2 is effective for fiscal years
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beginning after December 15, 2006. The Company adopted FSP SFAS 13-2 on January 1, 2007 and the adoption resulted in a net after-tax
reduction to retained earnings of $84 million, as of January 1, 2007.

In June 2006, the FASB issued FIN No. 48, “Accounting for Uncertainty in Income Taxes,” an Interpretation of FASB Statement
No. 109. See Note 17 for details regarding the adoption of this pronouncement.

In March 2006, the FASB issued SFAS No. 156, “Accounting for Servicing of Financial Assets.” This statement requires that
servicing assets or liabilities be initially measured at fair value, with subsequent changes in value reported based on either a fair value or
amortized cost approach for each class of servicing assets or liabilities. Under previous guidance, such servicing assets or liabilities were
initially measured at historical cost and the amortized cost method was required for subsequent reporting. The Company adopted this
guidance effective January 1, 2007, and elected to continue reporting subsequent changes in value using the amortized cost approach.
Adoption of this guidance had no material effect on the Company’s consolidated financial position or results of operations.

In February 2006, the FASB issued SFAS No. 155, “Accounting for Certain Hybrid Instruments.” This statement eliminates an
exception from the requirement to bifurcate an embedded derivative feature from beneficial interests 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. The new requirement to identify
embedded derivatives in beneficial interests will be applied on a prospective basis only to beneficial interests acquired, issued, or subject to
certain remeasurement conditions after the adoption of the guidance. This statement also provides an election, on an instrument by instrument
basis, to measure at fair value an entire hybrid financial instrument that contains an embedded derivative requiring bifurcation, rather than
measuring only the embedded derivative on a fair value basis. If the fair value election is chosen, changes in unrealized gains and losses are
reflected in the Consolidated Statements of Operations. The Company adopted this guidance effective January 1, 2007. The Company’s
adoption of this guidance did not have a material effect on the Company’s consolidated financial position or results of operations.

In November 2005, the FASB issued 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 adopted this guidance effective January 1, 2006, and it did not have a material
effect on the Company’s consolidated financial position or results of operations.

In September 2005, the Accounting Standards Executive Committee (“AcSEC”) of the American Institute of Certified Public
Accountants issued SOP 05-1, “Accounting by Insurance Enterprises for Deferred Acquisition Costs in Connection With Modifications or
Exchanges of Insurance Contracts.” SOP 05-1 provides guidance on accounting by insurance enterprises for deferred acquisition costs,
including deferred policy acquisition costs, valuation of business acquired and deferred sales inducements, on internal replacements of
insurance and investment contracts other than those specifically described in SFAS No. 97. SOP 05-1 defines an internal replacement as a
modification in product benefits, features, rights, or coverages that occurs by the exchange of a contract for a new contract, or by
amendment, endorsement, or rider to a contract, or by the election of a feature or coverage within a contract, and was effective for internal
replacements occurring in fiscal years beginning after December 15, 2006. The Company adopted SOP 05-1 on January 1, 2007, which
resulted in a net after-tax reduction to retained earnings of $20 million.

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

In June 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 was effective for the first fiscal quarter beginning after
December 15, 2005. The Company’s adoption of this guidance effective January 1, 2006 did 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.

Reclassifications

Certain amounts in prior years have been reclassified to conform to the current year presentation.
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Acquisition of a portion of Union Bank of California’s Retirement Business

On December 31, 2007, the Company acquired a portion of the Union Bank of California, N.A’s retirement business for $103 million
of cash consideration. In recording the transaction, the entire purchase price was allocated to other intangibles, which are reflected in
“Other assets.”

Sale of Oppenheim Joint Ventures

On July 12, 2007, the Company sold its 50% interest in its operating joint ventures Oppenheim Pramerica Fonds Trust GmbH and
Oppenheim Pramerica Asset Management S.a.r.l., which the Company accounted for under the equity method, to its partner Oppenheim
S.C.A. for $121 million. These businesses establish, package and distribute mutual fund products to German and other European retail
investors. The Company recorded a pre-tax gain on sale of $37 million and related taxes of $22 million for the year ended December 31,
2007.

Acquisition of The Allstate Corporation’s Variable Annuity Business

On June 1, 2006 (the “date of acquisition”), the Company acquired the variable annuity business of The Allstate Corporation
(“Allstate”) through a reinsurance transaction for $635 million of total consideration, consisting primarily of a $628 million ceding
commission. The reinsurance arrangements with Allstate include a coinsurance arrangement associated with the general account liabilities
assumed and a modified coinsurance arrangement associated with the separate account liabilities assumed. The assets acquired and
liabilities assumed have been included in the Company’s Consolidated Financial Statements as of the date of acquisition. The Company’s
results of operations include the results of the acquired variable annuity business beginning from the date of acquisition. The assets
acquired included primarily cash of $1.4 billion that was subsequently used to purchase investments; VOBA of $648 million that represents
the present value of future profits embedded in the acquired contracts; and $97 million of goodwill. The liabilities assumed included
primarily a liability for variable annuity contractholders’ account balances of $1.5 billion associated with the coinsurance agreement. The
assets acquired and liabilities assumed also included a reinsurance receivable from Allstate and a reinsurance payable to Allstate, each in
the amount of $14.8 billion. The reinsurance payable, which represents the Company’s obligation under the modified coinsurance
arrangement, is netted with the reinsurance receivable in the Company’s Consolidated Statement of Financial Position. 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 acquired the retirement business of CIGNA for cash consideration of $2.1 billion. Concurrent with the
acquisition, the Company entered into reinsurance arrangements with CIGNA to effect the transfer of the business included in the
transaction.

The Company has assumed the liabilities and received the related assets associated with the coinsurance-with-assumption arrangement
related to the acquired general account defined contribution and defined benefit plan contracts and the modified-coinsurance-with-
assumption arrangement related to the majority of the acquired separate account contracts. The Company has substantially completed the
process of requesting customers to agree to substitute CIGNA with a wholly owned subsidiary of the Company in these contracts.

CIGNA will retain the assets and liabilities associated with the modified-coinsurance-without-assumption arrangement related to the
remaining acquired separate account contracts, but has ceded the net profits or losses and the associated net cash flows to the Company for
the remaining lives of the contracts. The reinsurance recoverable and reinsurance payable associated with this arrangement are discussed in
more detail in Note 11.

In addition, as an element of the acquisition, the Company had the right, beginning two years after the acquisition, to commute the
modified-coinsurance-with-assumption arrangement related to the acquired defined benefit guaranteed-cost contracts in exchange for cash
consideration from CIGNA. Effective April 1, 2006, the Company reached an agreement with CIGNA to convert the modified-
coinsurance-with-assumption arrangement to an indemnity coinsurance arrangement, effectively retaining the economics of the defined
benefit guaranteed-cost contracts for the life of the block of business. Upon conversion, the Company extinguished its reinsurance
recoverable and reinsurance payable with CIGNA related to the modified-coinsurance-with-assumption arrangement. Concurrently, the
Company assumed $1.7 billion of liabilities from CIGNA under the indemnity coinsurance arrangement and received the related assets.

Acquisition of Hyundai Investment and Securities Co., Ltd.

In 2004, the Company acquired an 80 percent interest in Hyundai Investment and Securities 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. Subsequent
to the acquisition, the company was renamed Prudential Investment & Securities Co., Ltd. On January 25, 2008, the Company acquired the
remaining 20 percent for $90 million.
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Discontinued Operations

Income (loss) from discontinued businesses, including charges upon disposition, for the years ended December 31, are as follows:

2007 2006 2005

(in millions)

Equity sales, trading and research operations(l) .. ........... ... $(101) $ 9 $ 14
Real estate investments sold or held for sale(2) ... ... ... i 63 98 —
Canadian IWP and TH operations(3) . . ... ... ottt e e e e — (10) 31
Philippine insurance operations(4) . ... ... ...ttt e e — (12) —
Dryden Wealth Management(5) . .. ... ...ttt e e e e e e e e — “4) (56)
International securities OPErations(6) .. ... . ... ...ttt ettt e 8 (8) (26)
Healthcare Operations(7) . . . ..o vttt ettt e e e e e e e e e e 14 29 22
(.13 <> PP — — 7
Income (loss) from discontinued operations before income taxes .. ...............iiiuiiineiinena.. (16) 102 (84)
Income tax expense (benefit)(0) . . ... ...ttt 33) 31 (11)
Income (loss) from discontinued operations, Net Of taXes . . ... ...ttt it $ 17 $ 71 $(73)

The Company’s Consolidated Statements of Financial Position include total assets and total liabilities related to discontinued

businesses of $242 million and $98 million, respectively, at December 31, 2007 and $450 million and $215 million, respectively, at
December 31, 2006.

1
(@)
3)
“)
®)
(6)
(7

In the second quarter of 2007, the Company announced its decision to exit the equity sales, trading and research operations of the Prudential Equity
Group (“PEG”). PEG’s operations were substantially wound down by June 30, 2007. Included within the table above for the year ended December 31,
2007 is a $104 million pre-tax loss in connection with this decision, primarily related to employee severance costs.

Reflects the income or loss from discontinued real estate investments, primarily related to gains recognized on the sale of real estate properties.

In the third quarter of 2006, the Company entered into a reinsurance transaction related to its Canadian Intermediate Weekly Premium (“IWP”) and
Individual Health (“IH”) operations, which resulted in these operations being accounted for as discontinued operations.

In the third quarter of 2006, the Company completed the sale of its Philippine insurance operations.

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. Results for the year ended
December 31, 2005 include $49 million of transaction and transaction related costs related to the sale.

International securities operations include the European retail transaction-oriented stockbrokerage and related activities of Prudential Securities Group,
Inc. The year ended December 31, 2007 includes a $21 million tax benefit associated with the discontinued international securities operations.

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, 2007, 2006 and 2005. The reductions were primarily the result of favorable
resolution of certain legal, regulatory and contractual matters.

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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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:

2007
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 agencies .... $ 5,829 $ 671 $ 2 $ 6498
Obligations of U.S. states and their political subdivisions . ........................... 864 57 1 920
Foreign government bonds . .. ... 27,214 946 94 28,066
COrPOrate SECUITLIES . .« v v vttt et e et e e e e e e e e e e e e e e et 81,494 2,728 1,406 82,816
Asset-backed SECUITLIES . . ...ttt e 21,554 133 1,228 20,459
Commercial mortgage-backed securities .. ............ ..t 10,847 148 46 10,949
Residential mortgage-backed securities .. .......... ... i 12,335 168 49 12,454
Total fixed maturities, available forsale . ............ .. .. . . . . i, $160,137 $4.851 $2.826 $162,162
Equity securities, available forsale . . ........................... ... .. ... ..., $ 7,895 $1,088 $ 403 $ 8,580
2007
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

(in millions)
Fixed maturities, held to maturity

Foreign government bonds . . ... ... $ 888 $ 10 $ 6 $ 892
COTPOrate SECUITLIES . .« vt v ettt e et e e e e e e e e e e e et e e e et 789 11 16 784
Asset-backed SECUMILICS . . ..ttt ettt e e e e 649 11 2 658
Commercial mortgage-backed securities .. ......... ...t 9 — — 9
Residential mortgage-backed securities .. ............. . i 1,213 4 17 1,200
Total fixed maturities, held to maturity . ............... ..., $ 3,548 $ 36 $ 41 $ 3,543
2006
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 agencies .... $ 6,493 $ 514 $ sl $ 6,956
Obligations of U.S. states and their political subdivisions . .......... ... ... ... ...... 813 52 2 863
Foreign government bonds . . . ... ..ot 25,254 777 66 25,965
COrporate SECUITLIES . . .« v vttt ettt e e e e e e e e e e e e e e e 80,556 3,256 680 83,132
Asset-backed SECUTIHES . . ... ...t 25,066 176 56 25,186
Commercial mortgage-backed securities .. .............iiiiiiii i 9,790 91 50 9,831
Residential mortgage-backed securities ... ............ ..t 10,856 88 61 10,883
Total fixed maturities, available forsale ............... .. it $158,828 $4,954 $ 966 $162,816
Equity securities, available forsale . . ............ .. ... .. ... . ... $ 6,824 $1,402 $ 123 $ 8,103
2006
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

(in millions)
Fixed maturities, held to maturity

Foreign government bOndS . . .. ...t $ 836 $ 13 $ 5 $ 844
COrporate SECUITLIES . . .« v vttt ettt e e et e e e e e e e e e e e e 774 5 10 769
Asset-backed SECUTHES . ... ...ttt 422 2 6 418
Commercial mortgage-backed securities .. .............iiiii i 19 — — 19
Residential mortgage-backed securities ... ............ ..t 1,418 4 31 1,391
Total fixed maturities, held to maturity ............ ... ... i, $ 3,469 $ 24 $ 52 $ 3,441
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The amortized cost and fair value of fixed maturities by contractual maturities at December 31, 2007, 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 Or IE8S . .. ..ottt ettt e e $ 7,247 $ 7,269 $ 345 $ 349
Due after one year through five years ......... ... ... ... ... . i 26,563 27,010 11 11
Due after five years throughtenyears ........... .. ... ... . ... .. ... .. ..... 34,539 35,195 21 22
Due after ten years . ... ... ...t 47,052 48,826 1,300 1,294
Asset-backed SECUTIHIES . . .. ..ot 21,554 20,459 649 658
Commercial mortgage-backed securities ............... ... ... . .. 10,847 10,949 9 9
Residential mortgage-backed securities .. .......... ... ... i i 12,335 12,454 1,213 1,200
TOtal . $160,137 $162,162 $3,548 $3,543

Actual maturities may differ from contractual maturities because issuers may have the right to call or prepay obligations. Asset-
backed, commercial mortgage-backed, and residential mortgage-backed securities are shown separately in the table above, as they are not
due at a single maturity date.

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:

2007 2006 2005

(in millions)

Fixed maturities, available for sale:

Proceeds from SALES . . . ..ottt et e $89,466 $83,075 $77,224

Proceeds from maturitieS/TePaAYMENLS . . . . ..ottt ittt ettt et e e e 10,230 11,543 6,949

Gross investment gains from sales, prepayments and maturities ..................... . ........ 811 863 919

Gross investment losses from sales and maturities .. ............ ..ottt (506) (749) (505)
Fixed maturities, held to maturity:

Proceeds from maturities/TEPAYIMENLS . . . . ...\ttt e et ettt ettt e $ 255 $ 317 $ 462
Gross investment gains from Prepayments . ... ... ... ...ttt et —

Fixed maturity and equity security impairments:
Writedowns for impairments of fixed maturities ............... ... ... ... .. ... $ 187 $ B4 $ @01
Writedowns for impairments of equity SECUIHES . . ... .. ...ttt (75) 31 (14)

Trading Account Assets Supporting Insurance Liabilities

The following table sets forth the composition of “Trading account assets supporting insurance liabilities” at December 31:

2007 2006
Amortized Fair Amortized Fair
Cost Value Cost Value
(in millions) (in millions)

Short-term investments and cash equivalents . . ............. ... ... .. .......... $ 554 $ 554 $ 299 $ 299

Fixed maturities:

U.S. government corporations and agencies and obligations of U.S. states . . ... .. 82 83 173 175
Foreign government bonds . .......... ... i 347 354 316 319
COrporate SECUITLIES . . .« .ottt ettt et e ettt e e e e e e e et 7,584 7,547 7,907 7,739
Asset-backed SECUITHES . . .. ... .ot 1,266 1,207 609 603
Commercial mortgage-backed securities .............. ... ... ... .. ... 2,625 2,644 2,182 2,165
Residential mortgage-backed securities .. ............. ... . . 1,147 1,136 1,933 1,905
Total fixed Maturities . . ... ... .. .ttt 13,051 12,971 13,120 12,906
Equity SECUTILIES . .. ..ottt 1,001 948 833 1,057
Total trading account assets supporting insurance liabilities ...................... $14,606 $14,473 $14,252 $14,262

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 $(143) million, $84 million and $(34) million during the years ended
December 31, 2007, 2006 and 2005 respectively.
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Commercial Loans
The Company’s commercial loans are comprised as follows at December 31:

2007 2006

Amount % of Amount % of
(in millions) Total (in millions) Total

Collateralized loans by property type

Office buildings . . .. ...t $ 5,443 18.8% $ 4,629 18.8%
Retail SLOTES . . o\ vttt ettt e e e e e 4,259 14.7% 3,392 13.8%
Residential properties . ... ..........c.ouuntit i e 939 3.3% 999 4.1%
Apartment COMPIEXES . . . .o vttt ettt e e e 6,290 21.8% 5,014 20.4%
Industrial buildings . ........ .o 6,132 21.2% 5,435 22.1%
Agricultural properties . .. ... .. ...t e 2,148 7.4% 1,953 7.9%
[ 1T 3,707 12.8% 3,172 12.9%
Total collateralized 10ans . .. .......... . i 28,918 100.0% 24,594 100.0%
Valuation alloWancCe ... ......... .ttt (157) (172)
Total net collateralized 10ans . ... ... ... ... ... i 28,761 24,422

Uncollateralized loans

Uncollateralized 10ans . .......... ... . 1,302 1,330
Valuation alloWancCe ... ......... .ttt (16) (13)
Total net uncollateralized loans . ........ ... .. .. 1,286 1,317
Total commercial [0ans . ... ... . ... . $30,047 $25,739

The commercial loans are geographically dispersed throughout the United States, Canada and Asia with the largest concentrations in
California (22%) and New York (7%) at December 31, 2007.

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

2007 2006 2005

(in millions)
Allowance for [0sses, beginNing Of YEAr .. ... ...\ttt $185 $248 $ 600
Release of allowance fOr LOSSES . . . .. vttt ettt e e e (11) 57) (273)
Charge-offs, Net Of TECOVETIES . . . . . ..ottt et e e e e e e e e e e e e e 2) 7 (30)
Change in foreign eXChange . .. ... ... . ittt 1 1 (49)
Allowance for 108Ses, end OF YEAT . . . . ..ottt ettt et e e e $173 $185 $ 248

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:

2007 2006
(in millions)
Non-performing commercial loans with allowance for losses . . .......... . i e $ 31 $ 35
Non-performing commercial loans with no allowance for losses . ............. .ottt 19 8
Allowance for 10sses, end Of YEar . ... ... ...t 27) (28)
Net carrying value of non-performing commercial 10ans . ............ ... i $23 15

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 $26 million, $48 million, and $210 million for 2007, 2006 and 2005, respectively.
Net investment income recognized on these loans totaled $1 million, $3 million and $4 million for the years ended December 31, 2007,
2006 and 2005, 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, 2007 and 2006 was $848 million (net of a valuation allowance
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of zero million) and $341 million (net of a valuation allowance of zero million), respectively. As of December 31, 2007 and 2006, all of the
Company’s commercial loans held for sale were collateralized, with collateral primarily consisting of office buildings, retail stores,
apartment complexes and industrial buildings. In certain transactions, the Company prearranges that it will sell the loan to an investor. As
of December 31, 2007 and 2006, $306 million and $93 million, respectively, of loans held for sale are subject to such arrangements.

Commercial mortgage loans in securitization transactions accounted for by the Company as sales totaled $3,589 million, $2,704
million and $2,437 million, for the years ended December 31, 2007, 2006 and 2005, respectively. The Company generally retains the
servicing responsibilities related to its commercial loan securitizations. As of December 31, 2007, the Company also held commercial
mortgage-backed securities representing a $191 million retained beneficial interest in the mortgage loans the Company transferred to
certain securitization vehicles in 2007. These commercial mortgage-backed securities are classified as “Other trading account assets.” The
Company recognized net pre-tax losses of $57 million for the year ended December 31, 2007, and net pre-tax gains of $36 million and $36
million for the years ended December 31, 2006 and 2005, 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:

2007 2006

(in millions)

Joint ventures and limited partnerships:

Real estate related . ... . ... ...ttt et e e e $ 956 $ 764

Non real estate related . . ... ... ... . 2,797 1,426

Total joint ventures and limited partnerships . . .. ... ...t 3,753 2,190
Real estate held through direct ownership .. ... ... 1,832 1,168
(11T 846 1,387
Total other Iong-term INVESIMENLES . . .. ... .ottt et ettt et e et e e e e e e e e e $6,431 $4,745

In certain investment structures, the Company’s asset management business invests with other co-investors in an investment fund
referred to as a feeder fund. In these structures, the invested capital of several feeder funds is pooled together and used to purchase
ownership interests in another fund, referred to as a master fund. The master fund utilizes this invested capital, and in certain cases other
debt financing, to purchase various classes of assets on behalf of its investors. Specialized industry accounting for investment companies
calls for the feeder fund to reflect its investment in the master fund as a single net asset equal to its proportionate share of the net assets of
the master fund, regardless of its level of interest in the master fund. In cases where the Company consolidates the feeder fund, it retains the
feeder fund’s net asset presentation and reports the consolidated feeder fund’s proportionate share of the net assets of the master fund in
“Other long-term investments,” with any unaffiliated investors’ minority interest in the feeder fund reported in “Other liabilities.” As of
December 31, 2007 and 2006 respectively, the consolidated feeder funds’ investments in these master funds, reflected on this net asset
basis, totaled $839 million and $225 million. The minority interest in the consolidated feeder funds was $59 million and $0 million as of
December 31, 2007 and 2006, respectively, and the master funds had gross assets of $11.0 billion and $8.5 billion, respectively, and gross
liabilities of $10.0 billion and $8.2 billion, respectively, which are not included on the Company’s balance sheet.

121



PRUDENTIAL FINANCIAL, INC.

Notes to Consolidated Financial Statements
4. INVESTMENTS (continued)

Equity Method Investments

The following tables set forth 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 that are discussed in more
detail in Note 6. Changes between periods in the tables below reflect changes in the activities within the joint ventures and limited
partnerships, as well as changes in the Company’s level of investment in such entities.

At December 31,
2007 2006

(in millions)

STATEMENTS OF FINANCIAL POSITION

INVeStments N TEAl ESLALE . . . . .o vt ettt e e e e e e e e e e e e $ 7,419 $ 6,950
INVESIMENLS 1N SECUITLIES . . . o\ vttt ettt et et et e et e e e e e e e e e e e e e e 12,686 10,087
Cash and cash equIValents . . ... ... ... . 692 886
RECEIVADIES . . o e 8,216 10,167
Property and eqUIPMENt . . ... ... e e 107 178
Other @SSetS(1) . oottt ettt e e e 3,171 1,956
TOtal @SSEUS . . . ..ottt e $32,291 $30,224
Borrowed funds-third party . ... . ... ... ... $ 3,061 $ 976
Borrowed funds-Prudential ... ... ... .. 513 476
Payables . ... 6,534 9,027
Other HabilitieS(2) . . ..ottt et e e e e et e e e e e e e 2,286 5,892
Total Liabilities . ... ... ... 12,394 16,371
Partners’ capital . . . ... ... 19,897 13,853
Total liabilities and partners’ capital . ... ... ... .. .. $32,291 $30,224
Equity in partners’ capital included above . ... ... ... L $ 4,294 $ 3,094
Equity in limited partnership interests not included above . ..... ... .. . . . 373 372
Carrying valte . . .. ... $ 4,667 $ 3,466

(1) Other assets consist of goodwill, intangible assets and other miscellaneous assets.
(2) Other liabilities consist of securities repurchase agreements and other miscellaneous liabilities.

Years ended December 31,
2007 2006 2005

(in millions)

STATEMENTS OF OPERATIONS

Income from real estate INVESIMENLS . . ... ...\ttt ettt ettt ettt ettt $ 398 $ 333 $ 613
Income from Securities INVESIMENTS . . . .. .o\ttt ettt e e e e e e e e e e e e 6,238 5,616 5,510
Income from Other . . .. ..o 7 27 17
Interest expense-third PArty . .. ... ...ttt e (385) (413) (242)
DEPIeciation . . ... ...ttt (D) (14) (O]
Management fees/salary EXPEeNnSe . . ... ... ...ttt e (2,378) (2,191) (2,289)
OtheT EXPEISES . .« v o vttt ettt e e e e e e e e e e e e e e (2,096) (1,874) (2,283)
Net €arnings . ... ... ... $ 1,783 $ 1,484 $ 1,317
Equity in net earnings included @bOVE . . . ... ...ttt $ 532 $ 424 $ 419
Equity in net earnings of limited partnership interests not included above . ......... ... ... ... ....... 66 117 131
Total equity in net earnings . .................. ... $ 598 $ 541 $ 550
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Net Investment Income

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

2007 2006 2005
(in millions)
Fixed maturities, available forsale ... .......... .. ... . i $ 8,797 $ 8,325 $ 7,536
Fixed maturities, held to maturity ... ... ... ... o e 90 95 90
Equity securities, available forsale . ......... ... . 292 263 234
Trading aCCOUNT ASSELS . . . . .o\ttt ettt ettt et e et e e e e e e e e e 758 708 660
Commercial I0ans . .. ... ... 1,745 1,628 1,580
Policy 10ans . . ..o 521 491 470
Broker-dealer related receivables . ... ... .. .. 199 174 28
Short-term investments and cash equivalents .. ............ ... 684 589 350
Other long-term iNVEStMENLS . .. .. ...ttt et e 442 411 593
Gross inVeStMeENt iNCOME . . . ..ottt ittt e e e e e e e e e e e e e e 13,528 12,684 11,541
Less INVESIMENt EXPEINSES . . . . v vt v ettt et et e e e e e e e e e e e e (1,511) (1,364) (946)
Net iNVEStMENt INCOME . . . . v v ot et et e et e e e e e e e e e e e e e $12,017 $11,320 $10,595

Carrying value for non-income producing assets included in fixed maturities and other long-term investments totaled $175 million and
$10 million, respectively, as of December 31, 2007. Non-income producing assets represent investments that have not produced income for
the twelve months preceding December 31, 2007.

Realized Investment Gains (Losses), Net

Realized investment gains (losses), net, for the years ended December 31, were from the following sources:

2007 2006 2005

(in millions)
FiXed MAtULIties . .. ..ottt ettt ettt ettt e e et et e e e $ 118 $ 60 $ 313
EqUity SECUIIHES . . . .« oottt e e e e e 634 309 431
Commercial J0ANS . . . ..ot e 26 82 164
Investment real ESLALE . . . . .. oottt e 10 19 28
Joint ventures and limited partnerships . ......... ... .. 105 154 30
DETIVALIVES .« oottt et e e e e e (275) 103 416
[ 11T PP 5) 47 4)
Realized investment gains (I0SSES), NEL . . ..o vttt ittt ettt ettt ettt 613 $774 $1,378
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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 and
other assets 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 31,2004 . .......... ... ... .. .. .. ..... $ 8,365 $(372) $(1,794) $(3,141) $(1,037) $2,021
Net investment gains (losses) on investments arising during the
period ... (1,075) — — — 385 (690)
Reclassification adjustment for (gains) losses included in net
INCOME . ..o ottt (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
Net investment gains (losses) on investments arising during the
period ... (1,007) — — — 349 (658)
Reclassification adjustment for (gains) losses included in net
INCOME . .o oottt (389) — — — 135 (254)
Impact of net unrealized investment (gains) losses on deferred
policy acquisition costs and valuation of business acquired . . . — 47 — — (17) 30
Impact of net unrealized investment (gains) losses on future
policy benefits . .......... ... ... — — 299 — (105) 194
Impact of net unrealized investment (gains) losses on
policyholders’ dividends . .......... ... ... ... ... ... — — — 436 (153) 283
Balance, December 31,2006 .............. .. ... ... .... 5,103 (173) (1,328) (1,866) (565) 1,171
Net investment gains (losses) on investments arising during the
period ... (1,322) — — — 433 (889)
Reclassification adjustment for (gains) losses included in net
INCOME . .o oottt (756) — — — 248 (508)
Impact of net unrealized investment (gains) losses on deferred
policy acquisition costs and valuation of business acquired . . . — 55 — — (19) 36
Impact of net unrealized investment (gains) losses on future
policy benefits . ........ .. ... . .. — — 86 — (30) 56
Impact of net unrealized investment (gains) losses on
policyholders’ dividends . .......... ... ... ... ... ... — — — 820 (286) 534
Balance, December 31,2007 . ......... ..., $ 3,025 $(118) $(1,242) $(1,046) $ (219) $ 400

(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:

2007 2006 2005

(in millions)

Fixed maturities, available for sale ... .......... ... . . . e $2,025 $3,988 $5,728
Equity securities, available for sale . ... ... ... 685 1,279 896
Derivatives designated as cash flow hedges(1) . ...... ... i (267) (191) (122)
Other INVESIMENTS . . . . o .ottt et e e e e e e e e e e e e e e e e e e e 582 27 3)
Net unrealized gains On INVESIMENTS . . .. ..ottt ittt ettt ettt ettt ettt e $3,025 $5,103 $6,499

(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:

2007
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 . ..... $ 5577 $ 2 $ 22 $— $ 5599 $ 2
Obligations of U.S. states and their political
subdivisions ......... ... . oo 529 — 20 — 549 —
Foreign governmentbonds . . ................ 3,633 50 1,430 51 5,063 101
Corporate SeCurities ... .................... 65,577 1,025 9,091 397 74,668 1,422
Commercial mortgage-backed securities . . ... .. 8,703 27 1,519 20 10,222 47
Asset-backed securities .................... 15,711 1,031 3,139 198 18,850 1,229
Residential mortgage-backed securities . . ... ... 10,068 22 2,692 44 12,760 66
Total ...t $109,798 $2,157 $17,913 $710 $127,711 $2,867

(1) Includes $2,019 million of fair value and $41 million of gross unrealized losses at December 31, 2007 on securities classified as held to maturity, which
are not reflected in accumulated other comprehensive income.

2006
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 ... ... $ 2,484 $ 43 $ 204 $ 9 $ 2,688 $ 52
Obligations of U.S. states and their political
Subdivisions . ... 44 — 276 1 320 1
Foreign governmentbonds . . ................ 4,844 42 797 30 5,641 72
Corporate Securities ... .................... 14,420 228 12,528 461 26,948 689
Commercial mortgage-backed securities . . ... .. 4,274 28 1,497 40 5,771 68
Asset-backed securities .................... 3,485 9 1,324 35 4,809 44
Residential mortgage-backed securities . . ... ... 1,762 12 3,069 80 4,831 92
Total ... $31,313 $362 $19,695 $656 $51,008 $1,018

(1) Includes $2,266 million of fair value and $52 million of gross unrealized losses at December 31, 2006 on securities classified as held to maturity, which
are not reflected in accumulated other comprehensive income.
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The gross unrealized losses at December 31, 2007 and 2006 are composed of $2,476 million and $891 million related to investment
grade securities and $391 million and $127 million related to below investment grade securities, respectively. At December 31, 2007, $426
million of the gross unrealized losses represented declines in value of greater than 20%, all of which had been in that position for less than
six months, as compared to $7 million at December 31, 2006 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, 2007, the $710 million of gross unrealized losses of twelve
months or more were concentrated in asset backed securities, and in the manufacturing and utilities sectors. At December 31, 2006, the
$656 million of gross unrealized losses of twelve months or more were concentrated in the manufacturing, utilities and services 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, 2007 or 2006.

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:

2007
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 ................. $5,725 $403 $5 $— $5,730 $403
2006
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 ................. $1,721 $115 $134 $8 $1,855 $123

At December 31, 2007, $154 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. At December 31, 2006, $25 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, 2007 or 2006.

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:

Cost Method Investments

Cost Method Investments

2007
Less than twelve months  Twelve months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
$47 $2 $35 $4 $82 $6
2006
Less than twelve months  Twelve months or more Total
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
(in millions)
$43 $3 $6 $— $49 $3

The aggregate cost of the Company’s cost method investments included in “Other long-term investments” totaled $370 million and
$214 million at December 31, 2007 and 2006, 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, 2007 or 2006.
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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.

Consolidated Variable Interest Entities

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, that are non-recourse to the
Company. The creditors of each consolidated VIE have recourse only to the assets of that VIE.

At December 31,
2007 2006
(in millions)

Fixed maturities, available fOr sale . .. ... ... ... .t $ 170 $ 130
Fixed maturities, held to Maturity . ... ... ... et e e e e 822 771
Commercial JOANS . . . ...t e e e 460 421
Other [ong-term INVESHMENES . . . . ...ttt e ettt e ettt e e et et e e e e e e e e et e e e e e e e 583 102
Cash and cash eqUIVAIENLS . . .. ...t 14 71
Accrued INVESIMENt INCOMIE . . .. o\ vttt ettt e et et e ettt e e e e e e e e e e e e et e e e e e 7 6
[0 0113 TN 5 10
Total assets of consolidated VIES . . .. ... . e $2,061 $1,511
Total liabilities of consolidated VIES . ... ... ... ...ttt et e e e e e e e e $ 536  $ 500

In addition, the Company has 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 $8,535 million and $6,537 million at December 31, 2007 and 2006,
respectively, is classified on the Consolidated Statements of Financial Position within “Policyholders’ account balances.” See Note 8 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 the primary beneficiary of two CDOs it manages at
December 31, 2007 and one CDO it managed at December 31, 2006, which are consolidated and reflected in the table above. The
Company’s maximum exposure to loss resulting from its relationship with unconsolidated CDOs it manages is limited to its investment in
the CDOs, which was $143 million and $122 million at December 31, 2007 and 2006, respectively. These investments are 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 third parties. 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 structured investments are asset-backed securities issued by VIEs that manage investments in the European
market. In addition to a stated coupon, each investment provides a return based on the VIE’s portfolio of assets and related investment
activity. The Company accounts for these investments as available for sale fixed maturities containing embedded derivatives that are
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bifurcated and 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. The Company’s maximum exposure to loss from these interests was $1,933 million and $2,131 million at December 31, 2007 and
2006, respectively, which includes the fair value of the embedded derivatives.

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:

2007 2006
(in millions)
................................................................... $16,073 $17,798

Fixed maturities, available for sale

Trading account assets supporting insurance liabilities . ... ... . 527 374
Other trading aCCOUNT ASSELS . . . . . oottt ettt ettt e e e e e e e e e e e e e e e e e 957 964
SEPArate ACCOUNE ASSELS . .« o . vttt et ettt et et e et e e e e e e e e e e e e e e e s 5,372 4,657
Total securities Pled@ed . . . .. ...t $22,929 $23,793

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 $704 million and $650 million at December 31, 2007 and 2006, respectively, of which $704 million in 2007 and $408
million in 2006 had either been sold or repledged.

Assets of $197 million and $271 million at December 31, 2007 and 2006, respectively, were on deposit with governmental authorities
or trustees. Additionally, assets carried at $692 million and $697 million at December 31, 2007 and 2006, respectively, were held in
voluntary trusts established primarily to fund guaranteed dividends to certain policyholders and to fund certain employee benefits. Letter
stock or other securities restricted as to sale amounted to $154 million and $0 million at December 31, 2007 and 2006, respectively.
Restricted cash and securities of $3,097 million and $2,752 million at December 31, 2007 and 2006, 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:

2007 2006 2005
(in millions)

Balance, beginning Of YEar . . . .. ..ottt e $10,863 $ 9,438 $ 8,847
Capitalization of commissions, sales and iSSUE EXPENSES . .. .t vttt ettt e e 2,250 2,039 1,806
AMOTIZALION . ..ottt et ettt e e e e e e e e e e e (996) (745) (1,014)
Change in unrealized investment gains and 10SS€S . . ... ... ... o 53 45 155
Disposition of SUDSIAIATIES . . . . ...ttt — (6) —
Foreign currency translation and other . .......... ... .. i 185 92 (356)
Impact of adoption of SOP 05-1 . . ... o (16) — —
Balance, end Of Year . . ... ..o it $12,339 $10,863 $ 9,438
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The Company has made investments in certain joint ventures that are strategic in nature and made other than for the sole purpose of
generating investment income. These investments are accounted for under the equity method of accounting and are included in “Other
assets” in the Company’s Consolidated Statements of Financial Position. The earnings from these investments are included on an after-tax
basis in “Equity in earnings of operating joint ventures, net of taxes” in the Company’s Consolidated Statements of Operations.
Investments in operating joint ventures include the Company’s investment in Wachovia Securities, as well as investments in other
operating joint ventures as part of its international insurance and international investment businesses. The summarized financial
information for the Company’s operating joint ventures has been included in the summarized combined financial information for all
significant equity method investments shown in Note 4.

Investment in Wachovia Securities

On July 1, 2003, the Company combined its retail securities brokerage and clearing operations with those of Wachovia Corporation
(“Wachovia”) and formed Wachovia Securities, a joint venture now headquartered in St. Louis, Missouri. As of December 31, 2007, the
Company had a 38% ownership interest in the joint venture with Wachovia owning the remaining 62%. The transaction included certain
assets and liabilities of the Company’s securities brokerage operations; however, 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.

On October 1, 2007, Wachovia completed the acquisition of A.G. Edwards, Inc. (“A.G. Edwards”) for $6.8 billion and on January 1,
2008 combined the retail securities brokerage business of A.G. Edwards with Wachovia Securities.

On July 6, 2007, the Board of Directors of the Company approved the election by the Company of the “lookback™ option under the
terms of the agreements relating to the joint venture. The “lookback’ option permits the Company to delay for approximately two years
following the combination of the A.G. Edwards business with Wachovia Securities the Company’s decision to make or not to make
payments to avoid or limit dilution of its ownership interest in the joint venture. During this “lookback™ period, the Company’s share in the
earnings of the joint venture and one-time costs associated with the combination of the A.G. Edwards business with Wachovia Securities
will be based on the Company’s diluted ownership level, which is in the process of being determined. Any payment at the end of the
“lookback” period to restore all or part of the Company’s ownership interest in the joint venture would be based on the appraised or agreed
value of the existing joint venture and the A.G. Edwards business. In such event, the Company would also need to make a true-up payment
of one-time costs associated with the combination to reflect the incremental increase in its ownership interest in the joint venture.
Alternatively, the Company may at the end of the “lookback™ period “put” its joint venture interests to Wachovia based on the appraised
value of the joint venture, excluding the A.G. Edwards business, as of the date of the combination of the A.G. Edwards business with
Wachovia Securities.

The Company will adjust the carrying value of its ownership interest in the joint venture effective as of January 1, 2008, the date of
the combination of the A.G. Edwards business with Wachovia Securities, to reflect the addition of that business and the initial dilution of
its ownership level and to record the initial value of the above described rights under the “lookback” option. The Company expects that the
value to be recognized for the foregoing items will be credited net of tax directly to “Additional paid-in capital.”

The Company also retains its separate right to “put” its joint venture interests to Wachovia at any time after July 1, 2008 based on the
appraised value of the joint venture, including the A.G. Edwards business, 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. However, if in connection with the “lookback™
option the Company elects at the end of the “lookback™ period to make payments to avoid or limit dilution, the Company may not exercise
this “put” option prior to the first anniversary of the end of the “lookback” period. 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.

The Company’s investment in Wachovia Securities was $1.220 billion and $1.217 billion as of December 31, 2007 and 2006,
respectively. The Company recognized pre-tax equity earnings from Wachovia Securities of $370 million, $294 million and $192 million
for the years ended December 31, 2007, 2006 and 2005, respectively. The income tax expense associated with these earnings was $146
million, $117 million and $76 million for the years ended December 31, 2007, 2006 and 2005, respectively. Dividends received from the
investment in Wachovia Securities were $366 million, $277 million and $154 million for the years ended December 31, 2007, 2006 and
2005, respectively.

In connection with the combination of the Company’s retail securities brokerage and clearing operations with those of Wachovia, 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. 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
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the joint venture with Wachovia. The revenue from Wachovia under this agreement was $51 million in 2007, $51 million in 2006 and $54
million in 2005.

Investments in other operating joint ventures

The Company has made investments in other operating joint ventures as part of its international insurance and international
investments businesses. The Company’s combined investment in these other operating joint ventures was $1,040 million and $437 million
as of December 31, 2007 and 2006, respectively, including $633 million and $45 million, respectively, related to an indirect investment in
China Pacific Group, a Chinese insurance operation. The indirect investment in China Pacific Group as of December 31, 2007 includes
unrealized market value increases, which are included in accumulated other comprehensive income, related to China Pacific Group’s initial
public offering on the Shanghai Exchange in 2007. The Company recognized combined after-tax equity earnings from these joint ventures
of $22 million, $31 million and $26 million for the years ended December 31, 2007, 2006 and 2005, respectively. Dividends received from
these investments combined were $31 million, $29 million and $17 million for the years ended December 31, 2007, 2006 and 2005,
respectively.

7. VALUATION OF BUSINESS ACQUIRED, GOODWILL AND OTHER INTANGIBLES

Valuation of Business Acquired

The balance of and changes in VOBA as of and for the years ended December 31, are as follows:

2007 2006 2005
(in millions)

Balance, beginning of Year . ... .. ... ...ttt $1,304 $ 776 $ 930
ACQUISTLIONS . . . oottt ettt e e e e e e e e e e e e e e — 647 —
Amortization(1) . . ... (243) (182) (176)
Change in unrealized investment gains and 10SSES . ... ... ...t 2 2 3)
tTESt(2) v ottt 62 60 63
Foreign currency translation . . ... .. ... ... .ttt e 12 1 (38)
Impact of adoption of SOP 05-1 . . . ..o o (12) — —
Impact of adoption of FIN NO. 48(3) ... ..ottt e e e e e e (53) — —
Balance, end Of YEAr ... ... ...t e $1,072 $1,304 $ 776

(1) The weighted average remaining expected life of VOBA varies by product. The weighted average remaining expected lives were approximately 7, 18, 5
and 6 years for the VOBA related to the insurance transactions associated with Allstate, CIGNA, American Skandia, Inc. (“American Skandia”), and
Aoba Life Insurance Company, LTD. (“Aoba Life”), respectively. The VOBA balances at December 31, 2007 were $493 million, $272 million, $118
million, and $189 million related to Allstate, CIGNA, American Skandia, and Aoba Life, respectively.

(2) The interest accrual rates vary by product. The interest rates were 5.48%, 8.0%, 5.78%, and 2.35% to 2.50% for the VOBA related to Allstate, CIGNA,
American Skandia, and Aoba Life, respectively.

(3) Upon adoption of FIN No. 48, the Company reduced its valuation allowance on the deferred taxes associated with the acquisition of Gibraltar Life. In

accordance with FAS No. 109 and FAS No. 154, the reduction in valuation allowance was applied against non-current intangible assets prior to being
applied to retained earnings.

The following table provides estimated future amortization, net of interest, for the periods indicated.

VOBA
Amortization
(in millions)

2008 e e e e e e e $ 148
2000 . e 120
200 o e 98
2 PP 80
202 e 64
2013 and thereafter . . . ... oot 562
TOtal . .o $1,072
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Goodwill

The changes in the book value of goodwill by segment are as follows:

Year Ended December 31, 2007

Balance at Impairment Balance at
January 1 Acquisitions Charge Other(1) December 31
(in millions)
Individual Annuities ...................coiueieiinn.. $ 97 $— $— $— $ 97
Asset Management . ... .........o.uiiiieiii 238 — — 5 243
Retirement .. ... ... i 338 — — — 338
International Insurance ............. .. .. ... .. .. ... 19 — — 4 23
International Investments .. .......................... 125 — — 1 126
Real Estate and Relocation Services . ................... 118 — — 1 119
Total ... $935 $— $— $ 11 $946
Year Ended December 31, 2006
Balance at Impairment Balance at
January 1 Acquisitions Charge Other(1) December 31
(in millions)
Individual Annuities ...................coiuueeiinn.. $— $ 97 $— $— $ 97
Asset Management . ... ...........uiiiieiiia 240 — — 2) 238
Retirement . ....... ... .. ... .. ... . . . . 342 — — “4) 338
International Insurance ............. .. .. ... .. . ... 17 — — 2 19
International Investments .. .......................... 120 3 — 2 125
Real Estate and Relocation Services . ................... 116 — — 2 118
Total ... $835 $100 $— $— $935

(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, which is defined as an operating segment or one level
below an operating segment, below its carrying amount. There were no impairments recorded in 2007, 2006 or 2005.

Other Intangibles

Other intangible balances at December 31, are as follows:

2007 2006
Gross Gross Net
Carrying Accumulated Net Carrying Carrying Accumulated Carrying
Amount  Amortization Amount Amount  Amortization Amount

(in millions)
Subject to amortization:

Mortgage servicing rights .................. $242 $ (86) $156 $229 $ 81 $148
Customer relationships .................... 310 (142) 168 181 (122) 59
Other ........ ... ... ... ... 31 21) 10 27 (16) 11
Not subject to amortization .. ................... N/A N/A 6 N/A N/A 6
Total ........ ... ... . il $340 $224
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The fair values of net mortgage servicing rights were $183 million and $176 million at December 31, 2007 and 2006, respectively.
Amortization expense for other intangibles was $46 million for the years ended December 31, 2007 and 2006 and $42 million for the year
ended December 31, 2005. Amortization expense for other intangibles is expected to be approximately $42 million in 2008, $46 million in
2009, $41 million in 2010, $37 million in 2011 and $33 million in 2012.

8. POLICYHOLDERS’ LIABILITIES

Future Policy Benefits

Future policy benefits at December 31, are as follows:

2007 2006
(in millions)
Life INSUTANCE . . . . ot ottt et e e e e e e e e e e e e $ 88,017 $ 83,847
Individual and group annuities and supplementary CONracts ... ...............oiiiuunneaiununnaannnnnannn. 17,463 17,639
Other contract Habilities . . . . .. ..o e 3,885 3,414
Subtotal future policy benefits excluding unpaid claims and claim adjustment expenses . . .................. 109,365 104,900
Unpaid claims and claim adjustment EXPEenses . . ... .. .. ...ttt ettt 2,103 2,051
Total future policy benefits . ... ... ... e $111,468 $106,951

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 7.5%. Participating insurance represented 17%
and 20% of domestic individual life insurance in force at December 31, 2007 and 2006, respectively, and 87%, 89% and 90% of domestic
individual life insurance premiums for 2007, 2006 and 2005, 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 generally equal to the aggregate of (1) the present value of future benefit payments and related
expenses, less the present value of future net premiums, and (2) any premium deficiency reserves. Assumptions as to mortality, 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 in the determination of the present values 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 generally equal to the aggregate of (1) the
present value of expected future payments, and (2) any premium deficiency reserves. Assumptions as to mortality are based on the
Company’s experience, and in certain instances, industry experience, when the basis of the reserve is established. The interest rates used in
the determination of the present values range from 1.1% 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 example, 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 2.5% to 6.6%.

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 $2,464 million and $2,658 million as of
December 31, 2007 and 2006, respectively, are included in “Future policy benefits” with respect to these deficiencies, of which $1,160
million and $1,259 million as of December 31, 2007 and 2006, respectively, relate to net unrealized gains on securities classified as
available for sale.

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 9.
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Unpaid claims and claim adjustment expenses primarily reflect the Company’s estimate of future disability claim payments and
expenses as well as estimates of claims incurred but not yet reported as of the balance sheet dates related to group disability products.
Unpaid claim liabilities are discounted using interest rates ranging from 0% to 6%.

Policyholders’ Account Balances

Policyholders’ account balances at December 31, are as follows:

2007 2006
(in millions)
Individual aNNUILIES . . . . o\ttt ettt e e e e e $15,420 $14,660
GIOUD QNNUILIES .« . vttt e ettt ettt e e e e e e e e e e e e e e e e e e e e e 20,342 20,289
Guaranteed investment contracts and guaranteed iNterest ACCOUNLS . . . ..ottt t ittt ettt 13,274 13,670
Funding agre@ments . . ... ... .. 8,601 6,905
Interest-sensitive Life CONIACES . . . . .. ..o ittt e e e e e 12,271 11,226
Dividend accumulations and Other . . . ... ... . 14,246 13,902
Policyholders’ account balances . .. ... ... ...ttt $84,154 $80,652

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, 2007 and 2006, are $8,535 million and $6,537 million, respectively,
of medium-term notes liabilities 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 3.9% to 5.7%. Interest crediting rates range from 0% to
11.8% 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%.

9. CERTAIN NONTRADITIONAL LONG-DURATION CONTRACTS

The Company issues traditional variable annuity contracts through its separate accounts for which investment income and investment
gains and losses accrue directly to, and investment risk is borne by, the contractholder. The Company also issues variable annuity contracts
with general and separate account options where the Company contractually guarantees to the contractholder a return of no less than
(1) total deposits made to the contract less any partial withdrawals (“return of net deposits™), (2) total deposits made to the contract less any
partial withdrawals plus a minimum return (“minimum return”), or (3) the highest contract value on a specified date minus any withdrawals
(“contract value”). These guarantees include benefits that are payable in the event of death, annuitization or at specified dates during the
accumulation period and withdrawal and income benefits payable during specified periods.

The Company also issues annuity contracts with market value adjusted investment options (“MVAs”), which provide for a return of
principal plus a fixed rate of return if held to maturity, or, alternatively, a “market adjusted value” if surrendered prior to maturity or if
funds are reallocated to other investment options. The market value adjustment may result in a gain or loss to the Company, depending on
crediting rates or an indexed rate at surrender, as applicable.

In addition, the Company issues variable life, variable universal life and universal life contracts where the Company contractually
guarantees to the contractholder a death benefit even when there is insufficient value to cover monthly mortality and expense charges,
whereas otherwise the contract would typically lapse (“no lapse guarantee™). Variable life and variable universal life contracts are offered
with general and separate account options.

The assets supporting the variable portion of both traditional variable annuities and certain variable contracts with guarantees are
carried at fair value and reported as “Separate account assets” with an equivalent amount reported as “Separate account liabilities.”
Amounts assessed against the contractholders for mortality, administration, and other services are included within revenue in “Policy
charges and fee income” and changes in liabilities for minimum guarantees are generally included in “Policyholders’ benefits.” In 2007 and
2006, 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 or withdrawal, 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;
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therefore, the amounts listed may not be mutually exclusive. As of December 31, 2007 and 2006, the Company had the following
guarantees associated with these contracts, by product and guarantee type:

December 31, 2007 December 31, 2006

In the Event At Annuitization/ Inthe Event At Annuitization/
of Death Accumulation(1) of Death Accumulation(1)

(dollars in millions)
Variable Annuity Contracts

Return of net deposits

ACCOUNt VALUC . ..ottt e e e e $42,995 $ 47 $37,071 $ 57
Net amount at TISK . . ..o v ettt e e e $ 1,204 $ 4 $ 1,491 $ 5
Average attained age of contractholders ........... ... ... ... ... .o ... 61 years 65 years 60 years 64 years

Minimum return or contract value

ACCOUNE VALUE . ..ottt $32,334 $37,162 $32,118 $28,322
Net amount at TiSK . . ..o v vttt e e e e e e e $ 2,255 $ 996 $ 2,528 $ 733
Average attained age of contractholders ........... ... ... ... ... o ... 64 years 60 years 64 years 59 years
Average period remaining until earliest expected annuitization . ............... N/A 5 years N/A 6 years

(1) Includes income and withdrawal benefits as described herein.

December 31, 2007 December 31, 2006
Unadjusted Adjusted Unadjusted Adjusted
Value Value Value Value

(in millions)
Variable Annuity Contracts

Market value adjusted annuities
Account value . ... $ 1417 $ 1418 $1,426 $1,438

December 31, December 31,
2007 2006

In the Event of Death
(dollars in millions)

Variable Life, Variable Universal Life and Universal Life Contracts

No lapse guarantees

Separate ACCOUNT VAIUE . . . ...ttt t ettt ettt e e ettt e e e $ 2,366 $ 2,070
General account vallue . . ... ... ot $ 2,201 $ 1,932
Net amount at TISK . . . . oottt e $ 59,013 $ 50,726
Average attained age of contractholders .. ......... ... .. 45 years 45 years

Account balances of variable annuity contracts with guarantees were invested in separate account investment options as follows:

December 31, December 31,

2007 2006
(in millions)
Equity fUNAS . . oo $36,100 $39,229
Bond funds . ... e 6,732 7,228
Balanced funds .. ... ... ... 22,510 12,731
Money market funds . . ... ... 2,966 2,624
OeT . ot e 3,198 3,065
Ot ottt $71,506 $64,877

In addition to the amounts invested in separate account investment options above, $3,823 million at December 31, 2007 and $4,312
million at December 31, 2006 of account balances of variable annuity contracts with guarantees, inclusive of contracts with MV A features,
were invested in general account investment options.
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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 accumulation benefits
(“GMAB?”), guaranteed minimum withdrawal benefits (“GMWB”), and guaranteed minimum income and withdrawal benefits (“GMIWB”)
features are considered to be bifurcated embedded derivatives under SFAS No. 133. Changes in the fair value of these derivatives, along
with any fees received or payments made relating to the derivative, are recorded in “Realized investment gains (losses), net.” The liabilities
for GMAB, GMWB and GMIWB are included in “Future policy benefits.” The Company maintains a portfolio of derivative investments
that serve as an economic hedge of the risks of these products, for which the changes in fair value are also recorded in “Realized
investment gains (losses), net.” This portfolio of derivatives investments does not qualify for hedge accounting treatment under U.S.
GAAP.

GMAB/
GMWB/
GMDB GMIB GMIWB

(in millions)

Balance at January 1, 2005 ... ...ttt e e $ 88 $ 8 $—
Incurred guarantee benefits(1) . .. ... ..ot 58 7 2)
Paid guarantee benefits and Other . ... ... .. ... (55) — —

Balance at December 31, 2005 . .. .o 91 15 2)
ACQUISILION . . oottt et e e e e e e — — 2
Incurred guarantee benefits(1) . .. ... ...t 85 14 (38)
Paid guarantee benefits and Other . ... .. ... ... 47) — —

Balance at December 31, 2000 . ... ... .ttt 129 29 (38)
Incurred guarantee benefits(1) . .. ... o 96 24 206
Paid guarantee benefits and Other . ... ... ... .. . (65) 1 —
Impact of adoption of SOP 05-1 . . ..o e e () (1) —

Balance at December 31, 2007 . .. ...ttt $159 $ 53 $168

(1) Incurred guarantee benefits include the portion of assessments established as additions to reserves as well as changes in estimates affecting the reserves.
Also includes changes in the fair value of features considered to be derivatives.

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 GMIB liability is determined each period by
estimating the accumulated value of a portion of the total assessments to date less the accumulated value of the projected income benefits in
excess of the account balance. The portion of assessments used is chosen such that, at issue (or, in the case of acquired contracts, at the
acquisition date), the present value of expected death benefits or expected income benefits in excess of the projected account balance and
the portion of the present value of total expected assessments over the lifetime of the contracts are equal. The Company regularly evaluates
the estimates used and adjusts the GMDB and GMIB liability balances, with an associated charge or credit to earnings, if actual experience
or other evidence suggests that earlier assumptions should be revised.

The GMAB features provide the contractholder with a guaranteed return of initial account value or an enhanced value if applicable.
The most significant of the Company’s GMAB features are the guaranteed return option (“GRO”) features, which includes an automatic
investment rebalancing element that reduces the Company’s exposure to these guarantees as the rebalancing element moves investments
from variable to fixed investment options when markets experience significant or prolonged declines. If the markets subsequently recover,
the rebalancing element will move investments from fixed to variable investment options. The GMAB liability is calculated as the present
value of future expected payments to customers less the present value of assessed rider fees attributable to the embedded derivative feature.

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 deposits 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 GMWB liability is calculated as the present value of future expected payments to customers
less the present value of assessed rider fees attributable to the embedded derivative feature.

The GMIWB features predominantly present a benefit that provides a contractholder two optional methods to receive guaranteed
minimum payments over time, a “withdrawal” option or an “income” option. The withdrawal option guarantees that, upon the election of
such benefit, a contract holder can withdraw an amount each year until the cumulative withdrawals reach a total guaranteed balance. The
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guaranteed remaining balance is generally equal to the protected value under the contract, which is initially established as the greater of:
(1) the account value on the date of first withdrawal; (2) cumulative deposits when withdrawals commence, less cumulative withdrawals
plus a minimum return; or (3) the highest contract value on a specified date minus any withdrawals. The income option guarantees that a
contract holder can, upon the election of this benefit, withdraw a lesser amount each year for the annuitant’s life based on the total
guaranteed balance. The withdrawal or income benefit can be elected by the contract holder upon issuance of an appropriate deferred
variable annuity contract or at any time following contract issue prior to annuitization. Certain GMIWB features include an automatic
investment rebalancing element that reduces the Company’s exposure to these guarantees as the rebalancing element moves investments
from variable to fixed investment options when markets experience significant or prolonged declines. If the markets subsequently recover,
the rebalancing element will move investments from fixed to variable investment options. The GMIWB liability is calculated as the present
value of future expected payments to customers less the present value of assessed rider fees attributable to the embedded derivative feature.

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: (1) 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, (2) additional credits after a certain
number of years a contract is held and (3) 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, 2005 . . ..ottt e e e e $264
Capitalization . . . ... ... 152
AMOTHZATION . . ..ottt et e e e 35)
Balance at December 31, 2005 . .. ... 381
CapitaliZation . . . . ... e 233
AMOTHIZALION . . ottt ettt e e e e e e e e e e e e (51)
Balance at December 31, 2000 . . ... ..o e 563
CapitaliZatiOn . . . . ..ot e e 326
AMOTHZATION . . o\t ottt ettt e et e e et e e e e e e e e e e (86)
Impact of adoption of SOP 05-1 . . . ..o (5)
Balance at December 31, 2007 . .. ... e $798
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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 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. The Company recognized a policyholder dividend obligation of $732 million and $483 million at December 31, 2007 and 2006,
respectively, 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 $1.047 billion and $1.865 billion at December 31, 2007 and 2006, 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).” See the table below for changes in the components of the policyholder dividend obligation for the years
ended December 31, 2007 and 2006.

On December 11, 2007, Prudential Insurance’s Board of Directors acted to increase the dividends payable in 2008 on Closed Block
policies. This increase reflects improved mortality as well as recent investment gains. These actions resulted in an $89 million increase in
the liability for policyholder dividends recognized in the year ended December 31, 2007.
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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:

2007 2006
(in millions)
Closed Block Liabilities

Future policy DENefits . ... ..ottt $51,208 $50,705
Policyholders’ dividends payable ... ........ ... .. . 1,212 1,108
Policyholder dividend obligation . ... .. ... . ... 1,779 2,348
Policyholders’ account balances . ... ... ... ... . 5,555 5,562
Other Closed BIock HHabiliti€s . .. ... ..ottt e e e e e e e e e 10,649 10,800
Total Closed Block Liabilities . . ... .ottt e e e e e e e e e e e 70,403 70,523
Closed Block Assets
Fixed maturities, available for sale, at fair value . . .......... . . .. . . . e 45,459 46,707
Other trading account assets, at fair value ........... ... .. .. 142 —
Equity securities, available for sale, at fair value . . .. ... . 3,858 3,684
Commercial J0ans . .. ... ... 7,353 6,794
POliCY 10ANS . . .ot 5,395 5,415
Other 1ong-term INVESIMENLS . . ... oo\ttt et ettt et e e e e e e e e e e e e 1,311 922
Short-term INVESHMENTS . . . . . oottt ettt e e e et e e e e et e e e e e e e 1,326 1,765
TOtal INVESTMEIILS .« . o o ot ettt ettt e e e et e e e e e e e e e e e 64,844 65,287
Cash and cash eqUIVAIENLS . .. ... ... e 1,310 1,275
Accrued INVEStMENt INCOMIE . . . . . .\ttt ettt e et e et e e e e e e e e e e e et 630 662
Other Closed BIOCK @SSELS . . . ... v ittt e e e e e e e e e 581 277
Total Closed BIoCK ASSELS . . . ..ottt et e e e e e e e 67,365 67,501
Excess of reported Closed Block Liabilities over Closed BIock ASSets .......... ...t 3,038 3,022
Portion of above representing accumulated other comprehensive income:
Net unrealized iNVEStMENt AINS . . . ..ottt ettt e et e e e e e e e e 1,006 1,844
Allocated to policyholder dividend obligation . .. ... ... ... . (1,047) (1,865)
Future earnings to be recognized from Closed Block Assets and Closed Block Liabilities .. ...................... $ 2,997 $ 3,001

Information regarding the policyholder dividend obligation is as follows:

2007 2006
(in millions)
Balance, JANUATY 1 ... ..ot $2,348 $2,628
Impact on income before gains allocable to policyholder dividend obligation ............. ... ... ... ... ... ...... 249 157
Change in unrealized INVESIMENE ZAINS . . .. oo\ttt ettt et et e e e ettt e e e e (818) (437)
Balance, December 31 . .. ... $1,779 $2,348
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Closed Block revenues and benefits and expenses for the years ended December 31, 2007, 2006 and 2005 were as follows:

2007 2006 2005

(in millions)

Revenues
Premilms . . oottt et e e e e e e e $3,552 $3,599 $3,619
Net investment iNCOME . . . .. oottt ettt et e e et e e e e e e e e 3,499 3,401 3,447
Realized investment gains (I0SSES), MEL . . . .. oottt ettt e ettt e e 584 490 624
Other INCOME . . . o .ottt ettt e e e e e e e e e e e e e e e e 51 50 50
Total Closed BIOCK T€VENUES . . . . ... oottt e e e e e e 7,686 7,540 7,740

Benefits and Expenses

Policyholders’ benefits . .. ... ... ...t e 4,021 3,967 3,993
Interest credited to policyholders’ account balances . .. ........ ...t 139 139 137
Dividends to policyholders . .. .. ... ... .. 2,731 2,518 2,653
General and administrative eXPeNSES . .. ... ..ottt ittt e 729 725 717
Total Closed Block benefits and eXpenses .. ...............iiuiieinneiniinennnenn.. 7,620 7,349 7,500

Closed Block revenues, net of Closed Block benefits and expenses, before income taxes and discontinued
OPETALIONS . . o\ttt e et ettt et e e e e e e e e 66 191 240
INCOME LAX EXPENSE . . . ..ottt 64 77 35

Closed Block revenues, net of Closed Block benefits and expenses and income taxes, before discontinued
OPCIALIONS . ..\ttt t ettt ettt e e et e e e 2 114 205
Income from discontinued operations, Net Of taXes . . .. ... .ottt 2 — —

Closed Block revenues, net of Closed Block benefits and expenses, income taxes and discontinued
OPETALIONS o o ettt ettt et ettt et e et e et e e e $ 4 $ 114 $ 205

11. REINSURANCE

The Company participates in reinsurance in order to provide additional capacity for future growth, to limit the maximum net loss
potential arising from large risks and in acquiring or disposing of businesses. On June 1, 2006, the Company acquired the variable annuity
business of Allstate through a reinsurance transaction. The reinsurance arrangements with Allstate include a coinsurance arrangement and a
modified coinsurance arrangement which are more fully described in Note 3. The acquisition of the retirement business of CIGNA on
April 1, 2004, required the Company, through a wholly owned subsidiary, to enter into certain reinsurance arrangements with CIGNA to
effect the transfer of the retirement business included in the transaction. These reinsurance arrangements are more fully described in Note
3. Also, 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 which will be settled based upon loss experience through December 31, 2008 and are more fully described in
Note 21.

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. 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.
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Reinsurance amounts included in the Consolidated Statements of Operations for the years ended December 31, were as follows:

2007 2006 2005
(in millions)

DIreCt PIrEIMIUITIS . . o oottt ettt e e e et e e e e e e e e e e e e e e e e e s $15,688 $15,122 $14,746
Reinsurance assumed . ... ...ttt 35 99 102
Reinsurance ceded . ... ... ...ttt (1,372)  (1,313)  (1,092)

PremIUMS . oottt et ettt e e e e e e e e e e s $14,351 $13,908 $13,756

Policyholders’ benefits ceded . ... ... ... ... i $(1,354) $(1,326) $(1,108)

Reinsurance recoverables at December 31, are as follows:

2007 2006
(in millions)
Individual and group annuitieS(1) . ... ...ttt e et e e e e e $1,378  $1,283
Life INSUTANCE . . . . oottt e e e e e e e e e e e e e e e 602 524
Other TRINSUTANCE . . o o ettt ettt e et e e e e e e e e e e e e e e e e e e e e e e e e e e e e 135 139

Total reinsurance reCOVErable . . .. .. ... . . $2,115  $1,946

(1) Primarily represents reinsurance recoverables established under the reinsurance arrangements associated with the acquisition of the retirement business
of CIGNA. The Company has recorded related reinsurance payables of $1,377 million and $1,282 million at December 31, 2007 and 2006, respectively.

Excluding the reinsurance recoverable associated with the acquisition of the retirement business of CIGNA, three major reinsurance
companies account for approximately 53% of the reinsurance recoverable at December 31, 2007. 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.

12. SHORT-TERM AND LONG-TERM DEBT

Short-term Debt

Short-term debt at December 31, is as follows:

2007 2006
(in millions)
COMMETCIAL PAPET . .« « ot ettt e e et et e e e e e e e e e e e e e e e e e e $ 8439 $ 7,536
Floating rate convertible SENION MOLES . . .. . ..ottt ettt ettt et e e e e e e e e e e e e e 4,883 4,000
Other n0tes Payable . . . ... .. e 590 557
Current portion of long-term debt . . . . .. ... 1,745 443

Total ShOrt-term debt . . . .. ... e $15,657 $12,536

The weighted average interest rate on outstanding short-term debt, excluding the current portion of long-term debt and convertible
debt, was approximately 4.6% and 5.3% at December 31, 2007 and 2006, respectively.

At December 31, 2007, the Company had $5,075 million in committed lines of credit from numerous financial institutions,
substantially all of which were unused. These lines of credit generally have terms ranging from one to five years. The Company also has
access to uncommitted lines of credit from banks and other financial institutions.

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, 2007 and 2006, a portion of commercial paper
borrowings were supported by $5,000 million and $4,000 million of the Company’s existing lines of credit, respectively. At December 31,
2007 and 2006, the weighted average maturity of commercial paper outstanding was 28 and 18 days, respectively.

On November 16, 2005, Prudential Financial issued in a private placement $2.0 billion of floating rate convertible senior notes, that
were convertible by the holders at any time after issuance into cash and shares of Prudential Financial’s Common Stock. On April 13,
2007, Prudential Financial announced its intention to call all such outstanding floating rate convertible senior notes for redemption on
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May 21, 2007. Prior to the redemption by the Company, substantially all holders elected to convert their senior notes as provided under
their terms. The senior notes required net settlement in shares; therefore, upon conversion, the holders received cash equal to the par
amount of the senior notes surrendered for conversion plus accrued interest and shares of Prudential Financial Common Stock for the
portion of the settlement amount in excess of the par amount. The settlement amount in excess of the par amount was based upon the
excess of the closing market price of Prudential Financial Common Stock for a 10-day period defined under the terms of the senior notes,
or $100.80 per share, over the initial conversion price of $90 per share. Accordingly, at conversion the Company issued 2,367,887 shares of
Common Stock from treasury. The conversion had no impact on the Company’s results of operations and resulted in a net increase to
shareholders’ equity of $44 million, reflecting the tax benefit associated with the conversion of the senior notes. The interest rate on these
notes was a floating rate equal to 3-month LIBOR minus 2.76%, reset quarterly, and ranged from 2.60% to 2.61% in 2007 and from 1.57%
to 2.65% in 2006.

On December 7, 2006, Prudential Financial issued in a private placement $2.0 billion of floating rate convertible senior notes that are
convertible by the holders at any time after issuance into cash and shares of Prudential Financial’s Common Stock. The conversion price,
$104.21 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. The interest
rate on these notes is a floating rate equal to 3-month LIBOR minus 2.40%, reset quarterly, and ranged from 2.73% to 3.30% in 2007 and
was 2.95% in 2006. These notes are redeemable by Prudential Financial, at par plus accrued interest, on or after December 13, 2007.
Holders of the notes may also require Prudential Financial to repurchase the notes, at par plus accrued interest, on contractually specified
dates, of which the first such date was December 12, 2007. On December 12, 2007, $117 million of senior notes were repurchased by
Prudential Financial at the request of the holders. The next date on which holders of the notes may require Prudential Financial to
repurchase the notes is December 12, 2008.

On December 12, 2007, Prudential Financial issued in a private placement $3.0 billion of floating rate convertible senior notes that are
convertible by the holders at any time after issuance into cash and shares of Prudential Financial’s Common Stock. The conversion price,
$132.39 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. The interest
rate on these notes is a floating rate equal to 3-month LIBOR minus 1.63%, reset quarterly, and was 3.52% in 2007. These notes are
redeemable by Prudential Financial, at par plus accrued interest, on or after June 16, 2009. Holders of the notes may also require Prudential
Financial to repurchase the notes, at par plus accrued interest, on contractually specified dates, of which the first such date is June 15, 2009.

Prudential Financial has agreed to file quarterly prospectus supplements to register with the SEC under the Company’s shelf
registration statement resales of the convertible senior notes and the shares of restricted Prudential Financial Common Stock issued to
certain holders of the convertible senior notes upon conversion. In the event the Company is unable to complete or maintain the
effectiveness of this 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 under the registration rights agreements entered into with the holders of the notes. The
Company has no liability accrued as of December 31, 2007 related to these agreements, as it believes the likelihood of default under the
registration rights agreements are remote.
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Long-term Debt

Long-term debt at December 31, is as follows:

Maturity
Dates Rate 2007 2006
(in millions)

Prudential Holdings, LLC notes (the “IHC debt”)

SIS A ot 2017(1) 2 $ 333 $ 333

SeriES B .o 2023(1) 7.245% 777 777

SeriES € ottt 2023(1) 8.695% 640 640
Fixed rate notes:

Fixed rate note subject to set-off arrangements . ............... ... ... .... 2009-2011 4.45%-5.11% — 1,692

SUrplus NOLES . . . .ttt 2015-2025 8.10%-8.30% 444 443

Other fiXed rate NOLES . . ..ottt e et e et et e et 2008-2037 3.25%-9.13% 9,753 7,802
Floating rate notes:

SUIPIUS NOLES -+« vt ettt e e e e e 2016-2052 3) 1,600 600

Other floating rate NOLES . . ... ...ttt e 2008-2020 4) 554 604
SUD-tOtAl . .. 14,101 12,891
Less assets under set-off arrangements(5) . ...........oi i i — 1,468
Total long-term debt . .. ... ... $14,101 $11,423

(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 5.8% to 6.5% in 2007 and
5.4% to 6.3% in 2006.

(3) The interest rate on the floating rate Surplus notes ranged from 5.4% to 5.9% in 2007 and was 5.6% in 2006.

(4) The interest rates on the other floating rate notes are based on LIBOR and the U.S. Consumer Price Index. Interest rates ranged from 2.7% to 7.5% in
2007 and 2.7% to 6.7% in 2006.

(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, 2007 and 2006, the Company was in compliance with all debt covenants.

The fixed rate surplus notes issued by Prudential Insurance are subordinated to other Prudential Insurance borrowings and
policyholder obligations, and the payment of interest and principal may only be made 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, 2007 and 2006, the Company met these
statutory capital requirements. At December 31, 2007 and 2006, $444 million and $693 million, respectively, of fixed rate surplus notes
were outstanding, of which $250 million is reflected as short-term debt at December 31, 2006.

During 2006, a subsidiary of Prudential Insurance entered into a surplus note purchase agreement that provides for the issuance of up
to $3 billion of ten-year floating rate surplus notes. As of December 31, 2007 and 2006, $1,100 million and $600 million, respectively,
were outstanding under this agreement. Concurrent with the issuance of each surplus note, Prudential Financial enters into arrangements
with the buyer, which are accounted for as derivative instruments, that may result in payments by, or to, Prudential Financial over the term
of the surplus notes, to the extent there are significant changes in the value of the surplus notes. Surplus notes issued under this facility are
subordinated to policyholder obligations, and the payment of interest and principal on them may only be made by the issuer with the prior
approval of the Arizona Department of Insurance. The derivative instruments discussed above also provide that in the event approval is not
obtained to make interest or principal payments, the holder of the surplus notes may have the right to sell the surplus notes to Prudential
Financial. As of December 31, 2007 and 2006, these derivative instruments had no material value.

During 2007, a subsidiary of Prudential Insurance issued $500 million of 45-year floating rate surplus notes. Surplus notes issued
under this facility are subordinated to policyholder obligations, and the payment of interest and principal on them may only be made by the
issuer with the prior approval of the Arizona Department of Insurance. Concurrent with the issuance of these surplus notes, Prudential
Financial entered into a credit derivative with an affiliate of one of the purchasers that will require Prudential Financial to make certain
payments in the event of deterioration in the credit quality of the surplus notes. As of December 31, 2007, the credit derivative had no
material value.

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. The impact of these derivative instruments are not reflected in the
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rates presented in the tables above. For those derivative instruments that qualify for hedge accounting treatment, interest expense was
decreased by $26 million and $4 million for the years ended December 31, 2007 and 2006, respectively. See Note 19 for additional
information on the Company’s use of derivative instruments.

Interest expense for short-term and long-term debt was $1,429 million, $1,161 million and $775 million, for the years ended
December 31, 2007, 2006 and 2005, respectively. This includes interest expense of $204 million, $150 million and $75 million for the
years ended December 31, 2007, 2006 and 2005, respectively, reported in “Net investment income.”

Included in “Policyholders’ account balances” are additional debt obligations of the Company. See Note 8 for further discussion.

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 IHC 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
THC 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. In addition, $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. The remainder of the net proceeds were deposited to a restricted account within PHLLC. This restricted account, referred to as
the DSCA, constitutes additional collateral for the IHC debt and as of December 31, 2007 had a balance of $1,006 million.

Summarized consolidated financial data for Prudential Holdings, LLC is presented below.

2007 2006
(in millions)

Consolidated Statements of Financial Position data at December 31:

TOtal @SSELS . . . ottt e e e $358,674 $345,926
Total Habilities . . . .. oottt e e e e e e e 342,244 330,138
Total @QUILY . .. oottt e 16,430 15,788
Total liabilities and eqUIty . ... ... ...ttt 358,674 345,926
2007 2006 2005

(in millions)
Consolidated Statements of Operations data for the years ended December 31:

TOtal TEVENUES . . . ottt et e e e e e e $ 22,492 $ 20,957 $20,189
Total benefits and EXPENSEs . . . .. ..ottt 20,379 18,768 17,816
Income from continuing operations before income taxes ... ............oouiiiniuneenna... 2,113 2,189 2,373
NELINCOME . . oottt ittt e e e e e e e e e e e e e e e 1,589 1,729 2,240

Consolidated Statements of Cash Flows data for the years ended December 31:

Cash flows from Operating aCtiVities . . . . .. .. vttt et ettt et $ 3,115 $ 5,827 $ 2,480
Cash flows used in investing activities . . ... . ... ...ttt (1,384) (7,218) (8,396)
Cash flows from (used in) financing activities ... ............uiuiiiuniinenennen. (2,508) 1,613 6,228
Effect of foreign exchange rate changes on cash balances ............... ... ... ... ...... 2) (10) (16)
Net increase (decrease) in cash and cash equivalents .............. ... .. ..., (779) 212 296

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
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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, 2007, the Company was in compliance with all IHC debt covenants.

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, 2004 604.9 80.3 524.6 2.0
Common StOCK ISSUEA . . . ..ot — — — —
Common Stock acquired . .. ... .. ... — 324 (32.4) —
Stock-based compensation programs(1) . .......... . — (5.3) 53 —
Balance, December 31, 2005 604.9 107.4 497.5 2.0
Common StOCK ISSUEA . . . . oot e — — — —
Common Stock acquired . ... ... ... .. — 324 (32.4) —
Stock-based compensation programs(1) ... .. ... ... — (6.0) 6.0 —
Balance, December 31, 2006 604.9 133.8 471.1 2.0
Common StOCK ISSUEA . . . . .ot — — —
Common Stock acquired . ....... ... . — 32.0 (32.0) —
Stock-based compensation programs(1) ... ... ... .. — (5.9) 59 —
Convertible Senior NOLES(2) . .. oottt et ettt e e e — 2.4) 2.4 —
Balance, December 31, 2007 604.9 157.5 447.4 2.0

(1) Represents net shares issued from treasury pursuant to the Company’s stock-based compensation program as discussed in Note 15.
(2) Represents shares issued in conjunction with the conversion of the November 2005 convertible senior notes, as discussed in Note 12.

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.

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.
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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 November 2004, Prudential Financial’s Board of Directors authorized the Company to repurchase up to $1.5 billion of its
outstanding Common Stock in calendar year 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 32.4 million
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. During 2006, the Company acquired 32.4 million shares of its outstanding Common
Stock at a total cost of $2.5 billion.

In November 2006, Prudential Financial’s Board of Directors authorized the Company to repurchase up to $3.0 billion of its
outstanding Common Stock in calendar year 2007. During 2007, the Company acquired 32.0 million shares of its outstanding Common
Stock at a total cost of $3.0 billion.

In November 2007, Prudential Financial’s Board of Directors authorized the Company to repurchase up to $3.5 billion of its
outstanding Common Stock in calendar year 2008. The timing and amount of any repurchases under this authorization will be determined
by management based upon market conditions and other considerations, and the repurchases may be effected in the open market, through
derivative, accelerated repurchase and other negotiated transactions and through prearranged trading plans complying with Rule 10b5-1(c)
of the Exchange Act. The 2008 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.

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, operating expenses, capital contributions and obligations to subsidiaries 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 investment
gains and losses and revaluation of assets. Unassigned surplus of Prudential Insurance was $5,021 million at December 31, 2007. There
were applicable adjustments for unrealized gains of $1,582 million at December 31, 2007. In addition, Prudential Insurance must obtain
non-disapproval from the New Jersey insurance regulator before paying a dividend or distribution if the dividend or distribution, together
with other dividends or distributions made within the preceding twelve months, would exceed the greater of 10% of Prudential Insurance’s
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surplus as of the preceding December 31 ($6,981 million as of December 31, 2007) or its statutory net gain from operations for the twelve
month period ending on the preceding December 31, excluding realized investment gains and losses ($1,024 million for the year ended
December 31, 2007).

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
retains 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, 2007 and 2006.

Comprehensive Income

The components of comprehensive income for the years ended December 31, are as follows:

2007 2006 2005

(in millions)

NELINCOME . o oottt e et e e e e e e e e e e e e e $3,704 $3,428 $3,540
Other comprehensive income (loss), net of tax:
Change in foreign currency translation adjustments . .. ............c.uiiuntiueenneinnennnenn. 190 197 (401)
Change in net unrealized investments gains (1osses)(1) . ....... .. i (771) (405) (445)
Additional minimum pension liability adjustment . ........ ... . .. — 49 (111)
Change in pension and postretirement unrecognized net periodic benefit (cost) ..................... 509 — —
Other comprehensive loss, net of tax expense (benefit) of $11, ($264), ($371) ... ... (72) (159) (957)
Comprehensive INCOME . ... ..ottt $3,632 $3,269 $2,583

(1) Includes cash flow hedges. See Note 19 for information on cash flow hedges.
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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 Additional  Pension and Total
Foreign Unrealized Minimum Postretirement Accumulated
Currency Investment Pension Unrecognized Other
Translation Gains Liability Net Periodic = Comprehensive

Adjustments (Losses)(1) Adjustment Benefit (Cost) Income (Loss)

(in millions)

Balance, December 31,2004 ............ ... ... .. .. ... ... $ 326 $2,021 $(156) $— $2,191
Change in component during year .................... 401) (445) (111) — (957)
Balance, December 31,2005 .......... ... .. ... .. .. ... ... (75) 1,576 (267) — 1,234
Change in component during year .................... 197 (405) 49 — (159)
Impact of adoption of SFAS No. 158(2) ................ — — 218 (774) (556)
Balance, December 31,2006 . ........... . ... ... 122 1,171 — (774) 519
Change in component during year .................... 190 (771) — 509 (72)
Balance, December 31,2007 . ...t $ 312 $ 400 $— $(265) $ 447

(1) Includes cash flow hedges. See Note 19 for information on cash flow hedges.
(2) See Note 16 for additional information on the adoption of SFAS No. 158.

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 $1,274 million, $444 million and $2,170 million for the years ended
December 31, 2007, 2006 and 2003, respectively. Statutory capital and surplus of Prudential Insurance amounted to $6,981 million and
$5,973 million at December 31, 2007 and 2006, 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.

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.
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Common Stock

A reconciliation of the numerators and denominators of the basic and diluted per share computations is as follows:

2007 2006 2005
(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 attributable

to the Financial Services Businesses ....... $3,497 $3,073 $3,292
Direct equity adjustment . . ................. 53 68 82

Income from continuing operations attributable
to the Financial Services Businesses available
to holders of Common Stock after direct

equity adjustment ........... ... ... ..., $3,550 459.8 $7.72 $3,141 484.2 $6.49 $3,374 511.8 $6.59
Effect of dilutive securities and compensation

programs
Stock options ........ ... .. il 54 6.6 59
Deferred and long-term compensation

PrOGIamS . .. .vvetn e 2.9 32 32
Convertible seniornotes ................... 0.2 — —

Diluted earnings per share
Income from continuing operations attributable
to the Financial Services Businesses available
to holders of Common Stock after direct
equity adjustment . .............. .. ..... $3,550 468.3 $7.58 $3,141 494.0 $6.36 $3,374 520.9 $6.48

For the years ended December 31, 2007, 2006 and 2005, 1.6 million, 2.1 million and 1.8 million options, respectively, weighted for
the portion of the period they were outstanding, with a weighted average exercise price of $91.60, $76.11 and $56.02 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.

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 $2.0 billion November 2005 issuance was called for redemption in May 2007, and prior to redemption by the
Company substantially all holders elected to convert their senior notes as provided for under their terms, which resulted in the issuance of
2,367,887 shares of Common Stock from treasury. Those notes were dilutive to earnings per share in 2007 by 0.2 million shares, weighted
for the period prior to the conversion date, as the average market price of the Common Stock was above $90.00, the initial conversion
price. The $2.0 billion December 2006 issuance will be dilutive to earnings per share if the average market price of the Common Stock for
a particular period is above the initial conversion price of $104.21. The $3.0 billion December 2007 issuance will be dilutive to earnings
per share if the average market price of the Common Stock for a particular period is above the initial conversion price of $132.39. See Note
12 for additional information regarding the convertible senior notes.

Class B Stock

Income from continuing operations per share of Class B Stock was $68.50, $108.00 and $119.50 for the years ended December 31,
2007, 2006 and 2005, respectively.

The income from continuing operations attributable to the Closed Block Business available to holders of Class B Stock after direct
equity adjustment for the years ended December 31, 2007, 2006 and 2005 amounted to $137 million, $216 million and $239 million,
respectively. The direct equity adjustment resulted in a decrease in the income from continuing operations attributable to the Closed Block
Business applicable to holders of Class B Stock for earnings per share purposes of $53 million, $68 million and $82 million for the years
ended December 31, 2007, 2006 and 2005, respectively. For the years ended December 31, 2007, 2006 and 2005, the weighted average
number of shares of Class B Stock used in the calculation of basic earnings per share amounted to 2.0 million. There are no potentially
dilutive shares associated with the Class B Stock.
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Omnibus Incentive Plan

In March 2003, the Company’s Board of Directors adopted the Prudential Financial, Inc. Omnibus Incentive Plan (as subsequently
amended and restated, 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 nature of stock based
awards provided under the Omnibus Plan are stock options, stock appreciation rights, restricted stock shares, restricted stock units, and
equity-based performance awards (“performance shares”). Dividend equivalents are provided on restricted stock shares, restricted stock
units and performance shares. Generally, the requisite service period is the vesting period.

As of December 31, 2007, 44,081,293 authorized shares remain available for grant under the Omnibus Plan including previously
authorized but unissued shares under the Option Plan.

Compensation Costs

Compensation cost for employee stock options is based on the fair values estimated on the grant date, while compensation cost for
non-employee stock options is re-estimated at each period-end through the vesting date, using the approach and assumptions described
below. Compensation cost for restricted stock shares, restricted stock units and performance shares granted to employees is measured by
the share price of the underlying Common Stock at the date of grant. Compensation cost for restricted stock shares and restricted stock
units granted to non-employees is measured by the share price as of the balance sheet date for unvested shares and the share price at the
vesting date for vested shares.

The fair value of each stock option award is estimated on the date of grant for stock options issued to employees and the balance sheet
date or vesting date for stock options issued to non-employees. The weighted average assumptions used in a binomial option valuation
model are as follows:

2007 2006 2005
Expected volatility .. ... ... . 18.21% 20.65% 23.77%
Expected dividend yield . ... ... .. 1.10% 1.20% 1.20%
EXPected teIM . . ..ot 4.87 years 5.14 years 5.19 years
Risk-free ISt rate . .. ... ...ttt e e e et 4.74% 4.58% 3.74%

Expected volatilities are based on implied volatilities from traded options on the Company’s Common Stock, historical volatility of
the Company’s Common Stock and other factors. The Company uses historical data to estimate option exercises and employee
terminations within the valuation model. The expected term of options granted is derived from the output of the valuation model and
represents the period of time that options granted are expected to be outstanding. The risk-free rate for periods within the expected term of
the option is based on the U.S. Treasury yield curve in effect at the time of grant.

The following chart summarizes the compensation cost recognized and the related income tax benefit for stock options, restricted
stock shares, restricted stock units, and performance share awards for the years ended December 31, 2007, 2006 and 2005:

2007 2006 2005
Total Total Total
Compensation Income Compensation Income Compensation Income
Cost Tax Cost Tax Cost Tax

Recognized Benefit Recognized Benefit Recognized Benefit

(in millions)

Employee stock options . ........... ... ... i il $ 53 $19 $ 60 $22 $ 46 $ 16
Non-employee stock options . .. .........c.ouiiiiiii ... 4 1 3 1 4 1
Employee restricted stock shares, restricted stock units, and

performance shares .............. ... ... . . ... 107 39 117 42 78 29
Non-employee restricted stock shares and restricted stock units . . . . 1 3 1 1 —
Total ... $168 $60 $183 $66 $129 $ 46

Compensation costs for all stock based compensation plans capitalized in deferred acquisition costs for the years ended December 31,
2007 and 2006 amounted to $2 million and $3 million, respectively. Total compensation costs capitalized in deferred acquisition costs for
the year ended December 31, 2005 was de minimis.
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Stock Options

Each stock option granted has 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).

A summary of the status of the Company’s employee and non-employee stock option grants is as follows:

Employee Stock Options Non-employee Stock Options
Weighted Average Weighted Average
Shares Exercise Price Shares Exercise Price

Outstanding at December 31,2004 ......................... 21,447,095 $34.17 759,200 $30.68
Granted . ..... ... 4,015,482 56.00 98,901 57.03
Exercised .. ...t (4,933,974) 32.40 (242,158) 29.49
Forfeited . ....... .. ... i (711,568) 39.83 (24,654) 37.20
Expired . ... — — — —

Transferred . ..... ... .. e (10,581) 55.33 10,581 55.33
Outstanding at December 31,2005 .. .............. ... ... 19,806,454 38.82 601,870 35.66
Granted . ... .. 2,911,866 76.17 60,559 76.29
Exercised .. ... (4,689,451) 34.60 (125,834) 31.57
Forfeited . ...... ..o i (411,602) 60.27 (33,403) 37.25
Expired . ... (57,681) 29.84 (7,088) 28.65
Transferred . ........ .. . . — — — —

Outstanding at December 31,2006 . ........................ 17,559,586 45.67 496,104 41.65
Granted . ......... .. 2,303,207 91.72 62,261 89.97
Exercised .. ...t (4,188,807) 40.58 (104,822) 38.58
Forfeited . ...... ... . i e (423,271) 73.38 (4,356) 75.87
Expired . ... (222,227) 28.38 (12,479) 29.11
Transferred . ...... ... — — — —

Outstanding at December 31,2007 ............. ... 15,028,488 $53.62 436,708 $49.12
Vested and expected to vest at December 31,2007 ............ 13,744,054 $51.73 374,461 $45.41

Exercisable at December 31,2007 ......................... 10,083,021 $41.35 263,132 $32.92

The weighted average grant date fair value of employee stock options granted during the years ended December 31, 2007, 2006 and
2005 was $20.55, $17.85, and $12.94, respectively.

The total intrinsic value (i.e., market price of the stock less the option exercise price) of employee stock options exercised during the
years ended December 31, 2007, 2006 and 2005 was $224 million, $201 million and $156 million, respectively.

The weighted average fair value of non-employee options not vested at the balance sheet date, and non-employee options vesting
during the years ended December 31, 2007, 2006 and 2005 was $31.54, $34.85 and $28.99 respectively.

The total intrinsic value of non-employee options exercised during the years ended December 31, 2007, 2006 and 2005 was $6
million, $6 million and $8 million, respectively.
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The weighted average remaining contractual term and the aggregate intrinsic value of stock options outstanding and exercisable as of

December 31, 2007 is as follows:

December 31, 2007
Employee Stock Options Non-employee Stock Options
Weighted Weighted
Average Average
Remaining Aggregate Remaining Aggregate
Contractual Term Intrinsic Value Contractual Term Intrinsic Value

(in years) (in millions) (in years) (in millions)
Outstanding .. ...........ouiiiiiiinnn. 6.10 $593 5.88 $19
Vested and expected tO VESt ...ttt 5.93 $568 5.56 $18
Exercisable ............. ... i 5.17 $521 4.52 $16

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. 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.

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 Restricted Grant Grant
Stock Date Fair Stock Date Fair  Performance  Date Fair
Shares Value Units Value Shares(1) Value
Restricted at December 31,2004 .. ............... 2,689,264 $ — 221,951 $ — 726,377 $ —
Granted ........ ..ot — — 1,059,183 56.81 426,958 55.77
Forfeited ........... ... i (113,659) — (58,006) — (12,183) —
Performance adjustment(2) ..................... — — — — — —
Released ... ...t (183,848) — (9,484) — (1,456) —
Restricted at December 31,2005 ................. 2,391,757 39.03 1,213,644 53.67 1,139,696 46.63
Granted ........ ..ot — — 1,611,245 76.33 322,764 76.15
Forfeited ........... ... i (66,292) 44.90 (211,138) 69.89 (17,178) 52.59
Performance adjustment(2) ..................... — — — — 118,467 33.61
Released ... ...t (1,393,720) 34.89 (138,751) 37.11 (355,400) 33.61
Restricted at December 31,2006 .. ............... 931,745 44.95 2,475,000 67.96 1,208,349 56.99
Granted ........ ..ot — — 832,530 91.90 307,604 91.75
Forfeited ........... ... i (6,370) 44.56 (315,213) 79.19 (73,621) 78.62
Performance adjustment(2) ..................... — — — — 235,040 45.04
Released .. ...t (908,217) 44,96 (198,956) 58.84 (705,417) 45.04
$44.37 $74.47 $72.13

Restricted at December 31,2007 ................. 17,158

2,793,361

971,955

(1) Performance shares reflect the target awarded, reduced for cancellations and vesting to date. The actual number of shares to be awarded at the end of
each performance period will range between 50% and 150% of the target for awards granted in 2005 and 2006, and between 0% and 150% of the target
for awards granted in 2007, based upon a measure of the reported performance for the Company’s Financial Services Businesses relative to stated goals.

(2) Represents additional shares issued based upon the attainment of performance goals for the Company’s Financial Services Businesses.
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The fair value of employee share awards released for the years ended December 31, 2007, 2006 and 2005 was $167 million, $143
million and $12 million, respectively.

A summary of the Company’s non-employee restricted stock shares and restricted stock units is as follows:

Weighted Weighted
Average Average
Balance Balance
Restricted Sheet Restricted Sheet
Stock Date Fair Stock Date Fair
Shares Value Units Value
Restricted at December 31,2004 . .. ..ot 22,867 $54.96 844 $54.96
Granted . ... — — 12,466 —
Forfeited . ... ... (1,848) — (806) —
Released .. ... o — — — —
Restricted at December 31,2005 ... ... . i 21,019 73.19 12,504 73.19
Granted . . ... — — 128,208 —
Forfeited . ... ... (654) — (20,318) —
Released ... ..ot (11,668) — (1,792) —
Restricted at December 31,2000 . ......... ... 8,697 85.86 118,602 85.86
Granted . ... ... — — 8,808 —
Forfeited .. ... ... e — — (14,171) —
Released ... ..o (8,697) — (2,646) —
Restricted at December 31, 2007 ... .ottt — $ — 110,593 $93.04

The fair value of non-employee share awards released for the years ended December 31, 2007 and 2006 was $1 million and $1
million, respectively. There were no non-employee awards released during the year ended December 31, 2005.

Unrecognized Compensation Cost

Unrecognized compensation cost for employee stock options as of December 31, 2007 was $28 million with a weighted average
recognition period of 1.63 years. Unrecognized compensation cost for employee restricted stock awards, restricted stock units, and
performance share awards as of December 31, 2007 was $73 million with a weighted average recognition period of 1.62 years.

Unrecognized compensation cost for non-employee stock options as of December 31, 2007 was $1 million with a weighted average
recognition period of 1.50 years. Unrecognized compensation cost for non-employee restricted stock awards and restricted stock units as of
December 31, 2007 was $3 million with a weighted average recognition period of 1.34 years.

Tax Benefits Realized

The tax benefit realized for exercises of employee and non-employee stock options during the years ended December 31, 2007, 2006
and 2005 was $86 million, $69 million and $58 million, respectively.

The tax benefit realized upon vesting of restricted stock shares, restricted stock units, and performance shares for the years ended
December 31, 2007, 2006 and 2005 was $61 million, $52 million and $4 million, respectively.

Stock Purchase Plan

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. The plan is a qualified Employee Stock Purchase Plan under Section 423 of the Code. Under the plan,
eligible participants may purchase shares based upon quarterly offering periods at an amount equal to the lesser of (1) 85% of the closing
market price of the Common Stock on the first day of the quarterly offering period, or (2) 85% of the closing market price of the Common
Stock on the last day of the quarterly offering period. Participant contributions will be limited to the lower of 10% of eligible earnings or
$25,000. Share purchases under the plan began in 2007, and therefore, no shares of common stock were issued under the plan and no
compensation cost was recorded in 2006 or 2005. Participants are employees and non-employees (i.e., statutory agents who perform
services for the Company and participating subsidiaries).
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Compensation cost for employees is recognized for each three-month period and is based on the grant date fair value of the discount
received under the Employee Stock Purchase Plan. This fair value is estimated using the 15% discount off of the grant date share price,
plus the value of three month call and put options on shares at the grant date share price, less the value of forgone interest. Compensation
costs recognized for employees under the Company’s Employee Stock Purchase Plan for the year ended December 31, 2007 was $9
million. The weighted average grant date fair value for employee shares recognized in compensation cost for the year ended December 31,
2007 was $17.67.

Compensation cost for non-employees is recognized for each three-month period and is based on the fair value of shares at the
purchase date less the price the participant pays for the shares. Compensation costs recognized for non-employees under the Company’s
Employee Stock Purchase Plan for the year ended December 31, 2007 was $2 million. The weighted average fair value for non-employee
shares recognized in compensation cost for the year ended December 31, 2007 was $16.74.

Tax benefits are only recorded in the event of a disqualifying disposition under SFAS No. 123R. For the year ended December 31,
2007, tax benefits realized upon disqualifying dispositions for both employees and non-employees were de minimis.

During the year ended December 31, 2007, 477,400 shares were purchased under the plan related to the first three quarterly offering
periods. Shares related to the October 1 to December 31, 2007 offering period will be purchased in January 2008. As of December 31,
2007, 25,889,835 authorized shares remain available for future issuance under the plan.

Settlement of Awards

The Company’s policy is to issue shares from Common Stock held in treasury upon exercise of employee and non-employee stock
options, the release of restricted stock shares, restricted stock units, and performance shares, as well as for purchases under the stock
purchase plan.

As of December 31, 2007, the Company has not settled any equity instruments granted under share-based payment arrangements in
cash.

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. 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. As of July 1, 2003, deferred compensation expense of $14 million, which is being amortized over the
vesting period of three to eight years, 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 owned a 38%
interest as of December 31, 2007, include the amortization of the deferred compensation expense. As of December 31, 2007, there were
57,767 nonvested shares in participants’ accounts. Nonvested balances are forfeited if the participant is terminated for cause or voluntarily
terminates prior to the vesting date. 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.
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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.

As discussed in Note 2, in September 2006 the FASB issued SFAS No. 158. This statement requires an employer on a prospective
basis to recognize the overfunded or underfunded status of its defined benefit pension and postretirement plans as an asset or liability in its
statement of financial position and to recognize changes in that funded status in the year in which the changes occur through
comprehensive income. The Company adopted this requirement, along with the required disclosures, on December 31, 2006. See below for
the effects of the adoption as well as the related disclosure requirements.

On April 30, 2007, the Company transferred $1 billion of assets within the qualified pension plan under Section 420 of the Internal
Revenue Code from assets supporting pension benefits to assets supporting retiree medical benefits. The transfer resulted in a reduction to
the prepaid benefit cost for the qualified pension plan and an offsetting decrease in the accrued benefit liability for the postretirement plan
with no net effect on stockholders’ equity on the Company’s consolidated financial position. The transfer had no impact on the Company’s
consolidated results of operations, but will reduce the future cash contributions required to be made to the postretirement plan.
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Prepaid benefits costs and accrued benefit liabilities 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
2007 2006 2007 2006
(in millions)
Change in benefit obligation
Benefit obligation at the beginning of period . .. ........ ... ... i $(7,989)  $(8,091)  $(2,465)  $(2.425)
S OTVICE COSE . ottt ettt ettt e e (168) (160) (12) (10)
ItETESt COSt . oottt e (432) 418) (136) (128)
Plan participants’ contributions . ........... ... — — (18) (17)
Medicare Part D subsidy reCeipts . . ... .ottt — — (10) (11)
AMENdmENtS . . ..ot @) (83) 69 61)
Annuity purchase ... ... ... 2 4 — —
Actuarial gains/(I0SSES), MEL . . . ..ottt ettt e e 178 285 135 (48)
SEHIEMENLS . . o .ttt 3 2 — —
Curtaillments . . ... .. — — — —
Contractual termination benefits ... ... ... ... — — — —
Special termination benefits ... ... ... . e 4) 4) — —
Benefits paid . . ... ... 532 511 272 235
Foreign currency Changes . . ... ...t e 33) 35) (@) —
Benefit obligation at end of period . . . ... ... $(7,915)  $(7,989)  $(2,170)  $(2,465)
Change in plan assets
Fair value of plan assets at beginning of period . ......... ... ... ... . i il $10,416 $ 9,945 $ 1,030 $ 996
Actual return on plan assets . . . ... ... 1,034 843 192 117
ANNUILY PUIChASE . . . oottt e e 2) 4) — —
Employer contributions . ... ....... ... it 94 122 136 135
Plan participants’ contributions ... ........... .. — — 18 17
Contributions for Settlements . . ... ... .. ...t — 2 — —
Disbursement for settlements . ... ...... ... it 4) 2) — —
Benefits paid . . .. ..o (532) (511) (272) (235)
Foreign currency changes . .. ... . 4 21 — —
Effect of Section 420 transfer . . ... ...t (1,000) — 1,000 —_
Fair value of plan assets atend of period .. .......... ... iiiiiiinet ., $10,010 $10,416 $ 2,104 $ 1,030
Funded status
Funded status at end of period . .. ...t $ 2,095 $ 2,427 $ (66)  $(1,435)
Effects of fourth quarter activity ... ... ... ... ittt s 13 13 2 31
Net amount 1eCOZNIZEA . . . . ...ttt e $ 2,108 $ 2,440 $  (64)  $(1,404)
Amounts recognized in the Statements of Financial Position
Prepaid benefit COSt ... ..ottt $ 3,503 $ 3,785 $ — $ —
Accrued benefit liability . . ... ... . (1,395) (1,345) (64) (1,404)
Net amOUNE TECOZMIZEA . .+« v vt ettt et ettt e e e e e et e e $ 2,108 $ 2,440 $ (64)  $(1,404)
Items recorded in “Accumulated other comprehensive income” not yet recognized as a
component of net periodic (benefit) cost:

Transition Obligation .. ... ...\ttt et e e $ — $ — $ 2 $ 3
Prior SEIVICE COSE . o\ vttt et et e et e e e et e e e e e e e 168 194 (88) (25)
Net actuarial 10SS . . .« vt e 240 705 174 423
Net amount N0t TECOZMZEA . . . . oottt ettt ettt e e e et e et $ 408 $ 899 $ 88 $ 401
Accumulated benefit obligation ... ... $(7,582) $(7,680) $(2,170)  $(2,465)
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In addition to the plan assets above, the Company in 2007 established an irrevocable trust, commonly referred to as a “rabbi trust,” for
the purpose of holding assets of the Company to be used to satisfy its obligations with respect to certain non-qualified retirement plans
($686 million benefit obligation at December 31, 2007). Assets held in the rabbi trust are available to the general creditors of the Company
in the event of insolvency or bankruptcy. The Company may from time to time in its discretion make contributions to the trust to fund
accrued benefits payable to participants in one or more of the plans, and, in the case of a change in control of the Company, as defined in
the trust agreement, the Company will be required to make contributions to the plans to fund the accrued benefits, vested and unvested,
payable on a pretax basis to participants in the plans. The Company made a discretionary payment of $95 million to the trust during 2007.
As of December 31, 2007, the assets in these trusts had a carrying value of $90 million and are included in “Equity securities.”

The Company also maintains a separate rabbi trust established at the time of the combination of its retail securities brokerage and
clearing operations with those of Wachovia for the purpose of holding assets of the Company to be used to satisfy its obligations with
respect to certain non-qualified retirement plans ($77 million and $87 million benefit obligation at December 31, 2007 and 2006,
respectively), as well as certain cash-based deferred compensation arrangements. As of December 31, 2007 and 2006, the assets in the trust
had a carrying value of $139 million and $151 million, respectively, and are included in “Other long-term investments.”

Pension benefits for foreign plans comprised 11% and 10% of the ending benefit obligation for 2007 and 2006, respectively. Foreign
pension plans comprised 2% and 2% of the ending fair value of plan assets for 2007 and 2006, respectively. There are no material foreign
postretirement plans.

The projected benefit obligations and fair value of plan assets for the pension plans with projected benefit obligations in excess of plan
assets were $1,627 million and $220 million, respectively, at September 30, 2007 and $1,563 and $205 million, respectively, at
September 30, 2006.

The accumulated benefit obligations and fair value of plan assets for the pension plans with accumulated benefit obligations in excess
of plan assets were $1,311 million and $17 million, respectively, at September 30, 2007 and $1,249 million and $7 million, respectively, at
September 30, 2006.

In 2007 and 2006, the pension plan purchased annuity contracts from Prudential Insurance for $2 million and $4 million, respectively.
The approximate future annual benefit payment payable by Prudential Insurance for all annuity contracts was $26 million and $24 million
as of December 31, 2007 and 2006, respectively.

The benefit obligation for pension benefits increased by $4 million in 2007 related to plan amendments, as a result of the immediate
vesting of plan participants due to the Section 420 transfer discussed above and benefits for prior service associated with foreign plans. The
benefit obligation for pension benefits increased by $83 million in 2006 related to plan amendments, due primarily to a cost of living
adjustment for retirees as well as the impact of changes as a result of the Pension Protection Act of 2006. The benefit obligation for other
postretirement benefits decreased by $69 million in 2007 related to plan amendments, due primarily to changes in the prescription drug
plan design. The benefit obligation for other postretirement benefits increased by $61 million in 2006 related to plan amendments,
primarily a result of the impact of implementing a Retiree Medical Savings Account, which provides an account at retirement that may be
used toward the cost of coverage for medical and dental benefits.

The incremental effects of applying SFAS No. 158 on individual line items in the Consolidated Statement of Financial Position at
December 31, 2006 was as follows:

Incremental
Pre-SFAS effect of adopting Post-SFAS

No. 158 SFAS No. 158 No. 158

(in millions)
OthET ASSELS .+ . vt vttt e e e e e e e e e e e $ 18,321 $(487) $ 17,834
TOtal @SSELS . . v vttt e e 454,753 (487) 454,266
TNCOME LAXES .« « v o v et et e e e e e e e e e e e e e e e e e $ 3,518 $(410) $ 3,108
Other Habilities . . . . ..ottt e e e e 14,476 479 14,955
Total Habilities . . ... ... e e e 431,305 69 431,374
Accumulated other comprehensive income (10SS) . ..., $ 1,075 $(556) $ 519
Total stockholders’ equity . ......... ... iuuiimii i 23,448 (556) 22,892
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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
2007 2006 2005 2007 2006 2005
(in millions)

Components of net periodic (benefit) cost
SEIVICE COSE . vttt ettt e et e e e e e e e e e e $168 $160 $164 $12 $10 $ 11
TNETESt COSt ottt 432 418 415 136 128 143
Expected return on plan @ssets . .. ... ...ttt e (769)  (741)  (796) (92) (89) (80)
Amortization of transition obligation ... ..... ... ... .. — — — 1 1 1
Amortization of Prior SErviCe COSt ... ... ...ttt 30 22 25 (6) ) (@)
Amortization of actuarial (gain) 10SS, net . .. ......... . 30 48 23 15 18 36
SEtICMENLS . . o oottt et e — — 3 — — 2
Curtailments . .. ..o — — — — — —
Contractual termination benefits ......... ... . ... . . . . . . — — — — — —
Special termination benefits ... ... ... 4 4 10 — — —
Net periodic (benefit) COSt . .. ...ttt e $ 59 $108

$(105) $ (89) $(156) w

Certain employees were provided special termination benefits under non-qualified plans in the form of unreduced early retirement

benefits as a result of their involuntary termination.

The amounts recorded in “Accumulated other comprehensive income” as of the end of the period, which have not yet been recognized
as a component of net periodic (benefit) cost, and the related changes in these items during the period that are recognized in “Other

Comprehensive Income” are as follows:

Pension Benefits

Other Postretirement Benefits

Net Net
Prior  Actuarial Prior  Actuarial
Transition Service (Gain) Transition Service (Gain)
Obligation Cost Loss Obligation Cost Loss
(in millions)

Balance, December 31,2000 . .. ...ttt $— $194 $ 705 $ 3 $(25) $ 423
Amortization of transition obligation .............. ... ... ... ... .. — — — () — —
Amortization of prior SErvice Cost . .. ........veuiiin .. — (30) — — 6 —
Amortization of actuarial (gain) loss,net .............. ... ... ..... — — (30) — — (15)
Deferrals for the period . ....... ... ... ... — 4 (443) — (69) (235)
Impact of foreign currency changes ........... ... ... ... ... ..... — — 8 — — 1

Balance, December 31,2007 . .. ... i $— $ 240 $ 2 $(88) $ 174

$168

The amounts included in “Accumulated other comprehensive income” expected to be recognized as components of net periodic

(benefit) cost in 2008 are as follows:

Amortization of transition obligation
Amortization of prior service cost
Amortization of actuarial (gain) loss, net

Pension  Other Postretirement
Benefits Benefits
(in millions)
..................................................... $— $—
..................................................... 29 (11)
..................................................... 28 1
..................................................... $ 57

5010
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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
2007 2006 2005 2007 2006 2005
Weighted-average assumptions
Discount rate (beginning of period) ............ ... ... i 5.75% 5.50% 5.75% 5.75% 5.50% 5.50%
Discount rate (end of period) ....... ... ... 6.25% 5.75% 5.50% 6.00% 5.75% 5.50%
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) ...................... 8.00% 8.00% 8.50% 9.25% 9.25% 8.25%
Health care cost trend rates (beginning of period) ........................ — — — 5.00-8.75% 5.09-9.06% 5.44-10.00%
Health care cost trend rates (end of period) ........... ... ... ... ...... — — — 5.00-8.75% 5.00-8.75% 5.09-9.06%
For 2007, 2006 and 2005, the ultimate health care cost trend rate after gradual
decrease until: 2009, 2009, 2009 (beginning of period) .................. — — — 5.00% 5.00% 5.00%
For 2007, 2006 and 2005, the ultimate health care cost trend rate after gradual
decrease until: 2012, 2009, 2009 (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-rated bonds across the full range of maturities. Since yields can vary widely at each maturity point, the Company generally avoids
using the highest and lowest yielding bonds at the maturity points, so as to avoid relying on bonds that might be mispriced or misrated. 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 on plan assets for 2007 were determined based upon an approach
that considered an expectation of the allocation of plan assets during the measurement period of 2007. 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 on plan assets in 2008. The
expected long-term rate of return for 2008 is 7.75% and 8.00%, 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 material 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

2007

(in millions)

One percentage point increase

Increase in total service and INLEIESt COSES . . . .. vt vttt ettt e e e e e e e e e e e e e $ 10
Increase in postretirement benefit obligation .. ... ... ... ... 140
One percentage point decrease

Decrease in total service and iNtEreSt COSS . . .. .t . vttt ittt et et e e e e e e e e $ 9
Decrease in postretirement benefit obligation .. ... .. . 117
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Pension and postretirement plan asset allocation as of September 30, 2007 and September 30, 2006, are as follows:

Pension Percentage of Postretirement Percentage

Plan Assets as of of Plan Assets as of
September 30 September 30

2007 2006 2007 2006
Asset category
ULS. StOCKS .« ot 13% 27% 42% 77%
International StOCKS . ... .. e 1% 7% 6% 10%
BONAS ..o 71% 51% 51% 9%
Short-term INVEStMENtS . .. .. ..ottt e et et 1% 0% 1% 2%
Real EState . ... ...t 5% 6% 0% 2%
OheT .« o ot 9% 9% 0% 0%
TOtal .o 100% 100% 100% 100%

The Company, for its domestic pension and postretirement plans, has developed guidelines for asset allocations. As of the
September 30, 2007 measurement date the range of target percentages are as follows:

Pension Investment Policy Postretirement Investment
Guidelines as of Policy Guidelines as of
September 30, 2007 September 30, 2007
Minimum Maximum Minimum Maximum
Asset category
U.S. StOCKS .+ ottt 7% 22% 28% 53%
International Stocks . ...... ... 1% 6% 2% 9%
Bonds . ... 65% 74% 0% 58%
Short-term Investments . ...............cc.uinireinenennen... 0% 7% 0% 57%
Real Estate .. .. ..ot e 1% 7% 0% 0%
Other ...t 0% 9% 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 other investments, 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, and other investments, 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. Bonds provide
liquidity and income. Short-term investments provide liquidity and allow for defensive asset mixes. 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, 2007 or 2006 for either the pension or
postretirement plans. Pension plan assets of $7,185 million and $8,162 million are included in the Company’s separate account assets and
liabilities as of September 30, 2007 and 2006, respectively.
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The expected benefit payments for the Company’s pension and postretirement plans, as well as the expected Medicare Part D subsidy
receipts related to the Company’s postretirement plan, for the years indicated are as follows:

Other
Postretirement
Other Benefits—
Postretirement Medicare Part D
Pension Benefits Subsidy Receipts
(in millions)

20008 e $ 521 $ 208 $ 17
20000 e 518 208 18
2000 o 522 206 19
2 529 204 19
20 538 199 20
20132010 .ttt 2,927 937 89
TOtal .« . ot $5,555 $1,962 $182

The Company anticipates that it will make cash contributions in 2008 of approximately $100 million to the pension plans and
approximately $10 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, 2007 and 2006 was $47 million and $44 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 $51 million, $44 million and $44 million for the years ended December 31, 2007,
2006 and 2005, respectively.
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The components of income tax expense (benefit) for the years ended December 31, were as follows:

2007 2006 2005
(in millions)
Current tax expense (benefit)
U S o $ 302 $ 122 $(266)
State and 10Cal . . . . ..ot e 19 (1) 20
FOT@IGN . . oot 462 367 187
Ot . oot e e e 783 488 (59)
Deferred tax expense (benefit)
U S o 217 509 580
State and 10Cal . . . . ..o e (11) 27 165
BT N o 256 221 117
TOtal .ot 462 757 862
Total income tax expense on continuing operations before equity in earnings of operating joint ventures . ......... $1,245 $1,245 $803
Income tax expense on equity in earnings of operating jOint VENtUIES . . . .. ... vvtt ittt 154 114 72
Income tax expense (benefit) on discontinued Operations ... ... ...........iuuiein e (33) 31 (11)
Income tax expense (benefit) reported in stockholders’ equity related to:
Other comprehensive inCome (I0SS) . . .. .ottt et et e e e e e e e 11 (264) (371)
Stock-based cOMPENSation PrOZLAMS . . .. .o v ettt ettt e et e e e et et e e s (106) 94) “41)
Conversion Of SENIOT MOES . . . . v\ vttt ettt et e et et e e e et et e e e ettt e et et (44) — —
Cumulative effect of changes in accounting principles ................. ..., (118) — —
O NeT .ot 18 — —
Total iNCOME tAXES . . . ot ittt ettt et e e et e e e e e e e e e e e e $1,127  $1,032 $ 452

The Company’s actual income tax expense on continuing operations before equity in earnings of operating joint ventures 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 and equity in earnings of operating joint ventures for the following reasons:

2007 2006 2005
(in millions)

Expected federal inCOME taX EXPEISE . . . .« .. vttt ettt ettt et e e e e e e e e e e e e e s $1,640 $1,538 $1,496
Non-taxable INVEStMENt INCOME . . . . ..\ttt ettt et e et e e e et e e e et e e e et e e et (253) (252) (185)
Valuation alloWanCe . ... ...ttt e et e e (32) 2) 76
Completion of Internal Revenue Service examination for the years 1997 to 2001 ........................... — — (720)
OHRET . . o (110) 39) 136

Total income tax expense on continuing operations before equity in earnings of operating joint ventures . . . . . $1,245 $1,245 $ 803
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Deferred tax assets and liabilities at December 31, resulted from the items listed in the following table:

2007 2006

(in millions)

Deferred tax assets

Policyholder dividends . . . ... ... o $ 511 $ 598
INSUIANCE TESEIVES . . o i ittt et et e e et e e e e e e e e e 773 1,467
Net operating and capital 108 carryforwards . . ... ... ... 626 750
11 P 665 425
Deferred tax assets before valuation allowWancCe . ... ... ... ... .t 2,575 3,240
Valuation allOWANCE . . . . .ottt ettt et e e e e e e e e e e s (382) (592)
Deferred tax assets after valuation alloOWanCe . . .. ... ... ...ttt 2,193 2,648

Deferred tax liabilities

Net unrealized INVESIMENt ZAINS . . . .« .ottt ettt ettt e e e e e e e e e e e e e e e e 1,847 1,491
Deferred policy aCqUISILION COSES . . . o v .ttt ittt e et e ettt e e e e e e e e e e e e e e e 2,346 2,658
Employee benefits . .. ... ... 379 156
11 < P 235 566
Deferred tax Habilities . ... ... .. e 4,807 4,871
Net deferred tax Hability . . . . . ..ottt et e e e $(2,614) $(2,223)

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, 2007 and 2006,
respectively, includes $150 million and $168 million recorded in connection with Prudential Securities Group Inc. state deferred tax assets
and $215 million and $249 million recorded in connection with the acquisition of Hyundai Investment and Securities Co., Ltd. and its
subsidiary. 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, 2007 and 2006, respectively, the Company had federal net operating and capital loss carryforwards of $725 million
and $996 million, which expire between 2010 and 2023. At December 31, 2007 and 2006, respectively, the Company had state operating
and capital loss carryforwards for tax purposes approximating $2,038 million and $1,986 million, which expire between 2008 and 2028. At
December 31, 2007 and 2006, respectively, the Company had foreign operating loss carryforwards for tax purposes approximating $835
million and $991 million, $804 million of which expires between 2008 and 2014 and $31 million of which have an unlimited carryforward.

The Company does not provide U.S. income taxes on unremitted foreign earnings of its non-U.S. operations, other than its Japanese
operations and certain German, Taiwan and United Kingdom investment management subsidiaries. During 2005, the Company determined
that historical earnings of its Canadian operations were 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 was
recognized in 2005. During 2006, the Company determined that the earnings from its Taiwan investment management subsidiary would be
repatriated to the U.S. Accordingly, earnings from its Taiwan investment management subsidiary were no longer considered permanently
reinvested. A U.S. income tax benefit of $18 million associated with the assumed repatriation of those earnings was recognized in 2006.
During 2007, the Company sold its investment in its German operating joint ventures Oppenheim Pramerica Fonds Trust GmbH and
Oppenheim Pramerica Asset Management S.a.r.l. Accordingly, the earnings were no longer considered reinvested and the Company
recognized an income tax expense of $9 million related to those earnings. In addition, in 2007, the Company determined that the earnings
from certain of its United Kingdom investment management subsidiaries would be repatriated to the U.S. Accordingly, earnings from those
United Kingdom investment management subsidiaries were no longer considered permanently reinvested. A U.S. income tax benefit of $23
million associated with the assumed repatriation of those earnings was recognized in discontinued operations in 2007. The Company had
undistributed earnings of foreign subsidiaries, where it assumes permanent reinvestment, of $1,516 million at December 2007, $1,252
million at December 31, 2006 and $1,018 at December 31, 2005, for which deferred taxes have not been provided. 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 1, 2007, the Company adopted FIN No. 48, “Accounting for Uncertainty in Income Taxes,” an Interpretation of FASB
Statement No. 109. This interpretation prescribes a comprehensive model for how a company should recognize, measure, present, and
disclose in its financial statements uncertain tax positions that a company has taken or expects to take on a tax return. Adoption of FIN
No. 48 resulted in a decrease to the Company’s income tax liability and an increase to retained earnings of $61 million as of January 1, 2007.
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The Company’s unrecognized tax benefits as of the date of adoption of FIN No. 48 and as of December 31, 2007 are as follows:

Unrecognized Total
Unrecognized  tax benefits  unrecognized
tax benefits 2002 and tax benefits
prior to 2002 forward all years
(in millions)
Amounts as of January 1, 2007 .. ... ...t $389 $175 $564
Increases in unrecognized tax benefits taken in prior period . .. ......... ... ... ... ... 1 21 22
(Decreases) in unrecognized tax benefits taken in prior period .. .......... ... ... ..... 3) (15) (18)
Amount as of December 31, 2007 . ... .. e $387 $181 $568
Unrecognized tax benefits that, if recognized, would favorably impact the effective rate as
of December 31, 2007 .. .ottt $387 $ 95 $482

The Company classifies all interest and penalties related to tax uncertainties as income tax expense. In 2007, the Company recognized
$33 million in the consolidated statement of operations and recognized $59 million in liabilities in the consolidated statement of financial
position for tax-related interest and penalties.

The Company's liability for income taxes includes the liability for unrecognized tax benefits, interest and penalties which relate to tax
years still subject to review by the Internal Revenue Service (“Service”) or other taxing jurisdictions. Audit periods remain open for review
until the statute of limitations has passed. Generally, for tax years which produce net operating losses, capital losses or tax credit
carryforwards (“tax attributes”), the statute of limitations does not close, to the extent of these tax attributes, until the tax year in which they
are fully utilized. The completion of review or the expiration of the statute of limitations for a given audit period could result in an
adjustment to the liability for income taxes. Any such adjustment could be material to the Company’s results of operations for any given
quarterly or annual period based, in part, upon the results of operations for the given period. The Company does not anticipate any
significant changes to its total unrecognized tax benefits within the next 12 months.

On January 26, 2006, the Service 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 included an income tax benefit of $720 million, reflecting a reduction in the Company’s liability for income taxes. The
statute of limitations has closed for these tax years; however, there were tax attributes which were utilized in subsequent tax years for
which the statute of limitations remains open.

In December 2006, the Service completed all fieldwork with regards to its examination of the consolidated federal income tax returns
for tax years 2002-2003. The final report was submitted to the Joint Committee on Taxation for their review in April 2007. In July 2007,
the Joint Committee returned the report to the Service for additional review of an industry issue regarding the methodology for calculating
the dividends received deduction related to variable life insurance and annuity contracts. Within the table above, reconciling the
Company’s effective tax rate to the expected amount determined using the federal statutory rate of 35%, the dividends received deduction
is the primary component of the non-taxable investment income in recent years. The Company is responding to the Service’s request for
additional information. In August 2007, the Service issued Revenue Ruling 2007-54. Revenue Ruling 2007-54 included among other items,
guidance on the methodology to be followed in calculating the dividends received deduction related to variable life insurance and annuity
contracts. In September 2007, the Service released Revenue Ruling 2007-61. Revenue Ruling 2007-61 suspended Revenue Ruling 2007-54
and informed taxpayers that the U.S. Treasury Department and the Service intend to address through new regulations the issues considered
in Revenue Ruling 2007-54, including the methodology to be followed in determining the dividends received deduction related to variable
life insurance and annuity contracts. These activities had no impact on the Company’s 2007 results. The statute of limitations for the 2002-
2003 tax years expires in 2009.

The Company’s affiliates in Japan file separate tax returns and are subject to audits by the local taxing authority. For tax years after
April 1, 2004 the general statute of limitations is 5 years from when the return is filed. For tax years prior to April 1, 2004 the general
statute of limitations is 3 years from when the return is filed. The Tokyo Regional Taxation Bureau is currently conducting a routine tax
audit of the tax returns of Gibraltar Life Insurance Company, Ltd. for the three years ended March 31, 2005, 2006 and 2007.

The Company’s affiliates in Korea file separate tax returns and are subject to audits by the local taxing authority. The general statute
of limitations is five years from when the return is filed. A local district office in the Korean tax authority is currently conducting a routine
tax audit of the local taxes of Prudential Life Insurance Company of Korea, Ltd.

In January 2007, the Service began an examination of tax years 2004 through 2006. For tax year 2007, the Company participated in
the Service’s new Compliance Assurance Program (the “CAP”). Under CAP, the Service assigns an examination team to review completed
transactions contemporaneously during the 2007 tax year in order to reach agreement with the Company on how they should be reported in
the tax return. If disagreements arise, accelerated resolutions programs are available to resolve the disagreements in a timely manner before
the tax return is filed. It is management’s expectation this new program will significantly shorten the time period between the Company’s
filing of its federal income tax return and the Service’s completion of its examination of the return.
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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. In determining the fair value of certain fixed
maturity securities, the discounted cash flow model may also use unobservable inputs, which reflect the Company’s own assumptions about
the inputs market participants would use in pricing the security. 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.

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 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.
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Bank Customer Liabilities

The carrying amount for certain deposits (interest and non-interest demand, savings and money market accounts) approximates or
equals their fair values. Fair values for fixed-rate certificates of deposit are estimated using a discounted cash flow calculation that applies
interest rates being offered on certificates at the reporting dates to a schedule of aggregated expected monthly maturities.

The carrying amount approximates or equals fair value for the following instruments: fixed maturities classified as available for sale,
trading account assets supporting insurance liabilities, other trading account assets, equity securities, securities purchased under agreements
to resell, short-term investments, cash and cash equivalents, accrued investment income, restricted cash and securities, separate account
assets and liabilities, broker-dealer related receivables and payables, securities sold under agreements to repurchase, and cash collateral for
loaned securities. The following table discloses the Company’s financial instruments where the carrying amounts and fair values differ at
December 31,

2007 2006

Carrying Fair Carrying Fair
Amount Value Amount Value

(in millions)

Fixed maturities, held to maturity .......... ... ... .. $ 3,548 $ 3,543 $ 3469 $ 3,441
Commercial I0ans . . ... ... ... e 30,047 30,621 25,739 26,143
POlicy 10anS . . ..ot 9,337 10,751 8,887 9,837
INVEStMENT CONIIACES . . . . ottt ettt e e e e e e e e e e e e e e e 66,550 66,574 64,518 64,571
Short-term and long-termdebt . ...... ... .. 29,758 29,737 23,959 24,276
Bank customer Habilities . . .. ... ..ot 1,333 1,334 903 903
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Types of Derivative Instruments and Derivative Strategies used in a non-dealer or broker capacity

Interest rate swaps are used by the Company to manage interest rate exposures arising from mismatches between assets and liabilities
(including duration mismatches) and to hedge against changes in the value of assets it anticipates acquiring and other anticipated
transactions and commitments. Swaps may be attributed to specific assets or liabilities or may be used on a portfolio basis. Under interest
rate swaps, the Company agrees with other parties to exchange, at specified intervals, the difference between fixed rate and floating rate
interest amounts calculated by reference to an agreed upon notional principal amount. Generally, no cash is exchanged at the outset of the
contract and no principal payments are made by either party. These transactions are entered into pursuant to master agreements that provide
for a single net payment to be made by one counterparty at each due date.

Exchange-traded futures and options are used by the Company to reduce risks from changes in interest rates, to alter mismatches
between the duration of assets in a portfolio and the duration of liabilities supported by those assets, and to hedge against changes in the
value of securities it owns or anticipates acquiring or selling. In exchange-traded futures transactions, the Company agrees to purchase or
sell a specified number of contracts, the values of which are determined by the values of underlying referenced investments, 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 commission’s merchants who are members of a trading exchange.

Currency derivatives, including exchange-traded currency futures and options, currency forwards and currency swaps, are used by the
Company to reduce risks from changes in currency exchange rates with respect to investments denominated in foreign currencies that the
Company either holds or intends to acquire or sell. 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
earnings hedges 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 an exchange rate and calculated by reference to an agreed principal amount. Generally, the principal amount of each
currency is exchanged at the beginning and termination of the currency swap by each party. These transactions are entered into pursuant to
master agreements that provide for a single net payment to be made by one counterparty for payments made in the same currency at each
due date.

Credit derivatives are used by the Company to enhance the return on the Company’s investment portfolio by creating credit exposure
similar to an investment in public fixed maturity cash instruments. With credit derivatives the Company can sell credit protection on an
identified name, or a basket of names in a first to default structure, and in return receive a quarterly premium. With 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 the Company’s investment portfolio.

Forward contracts are used by the Company to manage 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.

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. The
determination of the 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 valuation models 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. See Note 21 for a further discussion of these loan commitments.
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As further described in Note 9, 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 valuation models. The Company maintains a portfolio of derivative instruments that is
intended to economically hedge the risks related to the above products’ features. The derivatives may include, but are not limited to equity
options, total return swaps, interest rate swap options, caps, floors, and other instruments. In addition, some variable annuity products
feature an automatic rebalancing element to minimize risks inherent in our guarantees.

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.

The table below provides a summary of the notional amount and fair value of derivatives contracts, excluding embedded derivatives,
by the primary underlying. Many derivative instruments contain multiple underlyings.

December 31, December 31,
2007 2006

Gross Fair Gross Fair
Notional Value Notional Value

(in millions)

TNEEIESETALE . . o .ttt ettt e e e e e e e $55,297 $ (36) $40,814 $ (25
CIEAIL .« .« vt 2,833 (72) 1,775 14
CUITEICY .« .t ettt 14,943 (342) 12,286 (188)
BQUILY « . ottt 4,615 617 2,876 230
TOLAl .« .o $77,688 $ 167 $57,751 $ 31

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, equity or
embedded derivatives in any of its fair value, cash flow or net investment hedge accounting relationships.

The table below provides a summary of notional amount and fair value, excluding embedded derivatives, by type of hedge
designation:

December 31, 2007 December 31, 2006
Gross Fair Gross Fair
Notional Value Notional Value
(in millions)
Fair value . .. ... $ 8,900 $(210) $ 8,643 $ (32)
Cash flOW . ..ot 2,634 (390) 2,705 (268)
Net investment hedges . ... ...t 1,999 8 1,538 2)
Non-qualifying . ... ..o 64,155 759 44,865 333
Total . . $77,688 $ 167 $57,751 $ 31
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The following table provides the financial statement classification and impact of derivatives used in qualifying and non-qualifying
hedge relationships, excluding embedded derivatives and the offset of the hedged item in an effective hedge relationship:

Years Ended
December 31

2007 2006 2005

(in millions)

Qualifying hedges:

Net investment income

INEEIESETALE . . o v vt e ettt e e e e e e e e e e e e e e e e $ 14 $ 13 $ (6)

CUITENCY (1) « . ottt e e e (60) (69) 61)
Interest credited to policyholder account balances—(increase)/decrease

1SS (] A 1 17) N 12
Interest expense—(increase)/decrease

INEEIEStIALE . . . o ottt e e e 26 4 15
Realized investment gains (losses), net

INEEIESTTALE . . . o .ottt et e e e e e (195) 24 7

[T (5 11, 2 (51 (43) (25)
Other income

CUITEIICY -« o vttt 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 e (13) 58 (198)
Other comprehensive income

INEETESE TALE . . . ottt ettt e ettt e e e e e e (8) 2) 6

CUITEIICY .« .« vt vttt 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 e (66) (145) 116

Non-qualifying hedges:
Realized investment gains (losses), net

INEETESTTALE . . . o ottt e e et e e e e e 104 82 51
Credit .« vttt e (76) 29 3
CUITEIICY .« . ottt e e e e e e e e e e e e e e e (83) 1 387
BUILY .« oo 162 (50) 3)
Total Derivative IMPACE . . . .ottt ettt e ettt e e e e e e $(263) $ (99) $304

(1) Interest rate component of currency derivatives

The ineffective portion of derivatives accounted for using hedge accounting in the years ended December 31, 2007, 2006 and 2005
was not material to the results of operations of the Company. In addition, there were no material amounts reclassified into earnings relating
to 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.
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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, 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 . .. .. (122)
Net deferred losses on cash flow hedges from January 1 to December 31,2000 .. ....... ... ...t iininenn... (60)
Amount reclassified into current period €arnings . .. ... ... ..ottt e ©)
Balance, December 31, 2000 . .. ... (191)
Net deferred losses on cash flow hedges from January 1 to December 31,2007 .......... ... ... ... (73)
Amount reclassified into current period €arnings . . . ... ... .ottt 3)
Balance, December 31, 2007 . .. ... e $(267)

It is anticipated that a pre-tax loss of approximately $17 million will be reclassified from “Accumulated other comprehensive income
(loss)” to earnings during the year ended December 31, 2008, offset by amounts pertaining to the hedged items. As of December 31, 2007,
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 16 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 $2 million in 2007, losses of $78 million in 2006 and gains of $34
million in 2005.

For the years ended December 31, 2007, 2006 and 2005, 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 that is related to the financial
derivative transactions. The Company manages credit risk by entering into derivative transactions with major commercial and investment
banks and other creditworthy counterparties, and by obtaining collateral where appropriate and by limiting its single party credit exposures.

The credit exposure of the Company’s over-the-counter (OTC) derivative transactions is represented by the contracts with a positive
fair value (market value) at the reporting date. To reduce credit exposures, the Company seeks to (i) enter into OTC derivative transactions
pursuant to master agreements that provide for a netting of payments and receipts with a single counterparty (ii) enter into agreements that
allow the use of credit support annexes (CSAs), which are bilateral rating-sensitive agreements that require collateral postings at
established threshold levels. Likewise, the Company effects exchange-traded futures and options transactions through regulated exchanges
and these transactions are settled on a daily basis, thereby reducing credit risk exposure in the event of nonperformance by counterparties to
such financial instruments.
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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 eight reportable segments. The
Company’s real estate and relocation services business as well as 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. 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, Individual Annuities and Group Insurance segments. The
Individual Life segment manufactures and distributes individual variable life, term life, universal life and non-participating whole life
insurance, primarily to the U.S. mass market and mass affluent market. The Individual Annuities segment manufactures and distributes
variable and fixed annuity products, primarily to the U.S. 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 in
the U.S. primarily to institutional clients 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 by means of institutional portfolio
management, mutual funds, asset securitization activity and other structured products, and proprietary investments. These products and
services are provided to the public and private marketplace, as well as to other segments of the Company. The Financial Advisory segment
consists of the Company’s investment in Wachovia Securities. 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 its Life Planner
operations. 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 operation. 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, after allocations to business segments, and real estate and
relocation services, as well as divested businesses. Corporate operations consist primarily of (1) corporate-level income and expenses, after
allocations to any business segments, including income and expense from the Company’s qualified pension and other employee benefit
plans and investment returns on capital that is not deployed in any business segments; (2) returns from investments not allocated to any
business segments, including debt-financed investment portfolios, as well as tax credit investments and other tax enhanced investments
financed by the Company’s business segments; and (3) businesses that have been placed in wind-down status but have not been divested,
such as certain individual life insurance polices assumed under reinsurance and individual health insurance, as well as the impact of
transactions with other segments and consolidating adjustments. The divested businesses consist primarily of property and casualty
insurance businesses, Prudential Securities capital markets business and exchange shares previously held by the Company’s discontinued
Prudential Equity Group.

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 10); 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 12) 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.

170



PRUDENTIAL FINANCIAL, INC.

Notes to Consolidated Financial Statements
20. SEGMENT INFORMATION (continued)

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 and equity in
earnings of operating joint ventures” 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 and
equity in earnings of operating joint ventures” for the following items, which are described in greater detail below:

* realized investment gains (losses), net, 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 but that did not qualify for
“discontinued operations” accounting treatment under U.S. GAAP; and

* equity in earnings of operating joint ventures.

These 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 investment gains and losses are impairments and
credit-related and interest rate-related gains and losses. Impairments and losses from sales of credit-impaired securities, the timing of which
depends largely on market credit cycles, can vary considerably across periods. The timing of other sales that would result in gains or losses,
such as interest rate-related gains or losses, is largely subject to the Company’s discretion and influenced by market opportunities, as well
as the Company’s tax profile. 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
are associated with: policyholder dividends; amortization of deferred policy acquisition costs, VOBA, unearned revenue reserves and
deferred sales inducements; 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 the Company sells; and minority interest in
consolidated operating subsidiaries. The related charges associated with policyholder dividends include a percentage of the net increase in
the fair value of specified assets included in Gibraltar Life’s reorganization plan that is required to be paid as a special dividend to Gibraltar
Life policyholders. Deferred policy acquisition costs, VOBA, unearned revenue reserves and deferred sales inducements 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 the Company’s 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.
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Adjusted operating income of the International Insurance segment and International Investments segment, excluding the global
commodities group, reflect the impact of an intercompany arrangement with Corporate and Other operations pursuant to which the
segments’ non-U.S. dollar denominated earnings 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 currency contracts with third parties to sell 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 identified non-U.S.
dollar denominated 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 expected earnings emerge, the resulting positive or negative cash flow effect is included in
adjusted operating income (gains of $78 million, gains of $42 million and losses of $55 million for the years ended December 31, 2007,
2006 and 2005, respectively). As of December 31, 2007 and 2006, the fair value of open contracts used for this purpose was a net asset of
$12 million and $105 million, respectively.

The Company uses interest rate 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 instruments. Adjusted operating income includes gains of
$76 million, $58 million and $54 million for the years ended December 31, 2007, 2006 and 2005, respectively, due to periodic settlements
and yield adjustments of such contracts.

Certain products the Company sells are accounted for as freestanding derivatives or contain embedded derivatives. Changes in the fair
value of these derivatives, along with any fees received or payments made relating to the derivative, are recorded in “Realized investment
gains (losses), net.” These “Realized investment gains (losses), net” are included in adjusted operating income in the period in which the
gain or loss is recorded. In addition, the changes in fair value of any associated derivative portfolio that is part of an economic hedging
program related to the risk of these products (but which do not qualify for hedge accounting treatment under U.S. GAAP) are also included
in adjusted operating income in the period in which the gains or losses on the derivative portfolio are recorded. Adjusted operating income
includes gains of $46 million, $15 million and $6 million for the years ended December 31, 2007, 2006 and 2005, respectively, related to
these products and any associated derivative portfolio.

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 cumulative realized investment losses, and recoveries
of such losses, on the embedded derivative in the period they occur. Cumulative realized investment gains above the original fair value of
the embedded derivative are deferred and amortized into adjusted operating income over the remaining life of the investment. Adjusted
operating income includes losses of $148 million, $9 million and $11 million for the years ended December 31, 2007, 2006 and 2005,
respectively, related to these embedded derivatives.

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 investment gains (losses), net” from derivatives used to hedge certain foreign
currency-denominated proprietary investments are included in adjusted operating income. Net realized investment losses of $22 million,
and gains of $109 million and $108 million related to these businesses were included in adjusted operating income for the years ended
December 31, 2007, 2006 and 2005, respectively.

The Company’s Japanese insurance operations invest in “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. Therefore the change in value related to foreign currency
fluctuations recorded within “Asset management fees and other income” is excluded from adjusted operating income and is reflected as an
adjustment to “Realized investment gains (losses), net.” These adjustments were a net loss of $22 million, a net loss of $7 million, and a net
gain of $19 million for the years ended December 31, 2007, 2006 and 2005, respectively.
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In addition, the Company has certain other assets and liabilities for which, under GAAP, the change in value due to changes in foreign
currency exchange rates during the period is recorded in “Asset management fees and other income.” To the extent the foreign currency
exposure on these assets and liabilities is economically hedged, the change in value included in “Asset management fees and other income”
is excluded from adjusted operating income and is reflected as an adjustment to “Realized investment gains (losses), net.” These
adjustments were a net gain of $134 million, a net gain of $2 million, and a net loss of $3 million for the year ended December 31, 2007,
2006 and 2005, respectively.

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 applied to the defined benefit guaranteed-cost contracts acquired. The net results
of these contracts were recorded in “Asset management fees and other income” as a result of the reinsurance arrangement, and such net
results included realized investment gains and losses. These realized investment gains and losses were excluded from adjusted operating
income as an adjustment to “Realized investment gains (losses), net.” There were no adjustments for the year ended December 31, 2007
and 2006 as a result of the change in reinsurance arrangement during 2006 with CIGNA as discussed in Note 3. Net realized investment
gains of $13 million were excluded for the year ended December 31, 2005.

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 and International Insurance segments, are experience-
rated in that 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 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.” Commercial 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
investment 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 commercial 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.

Equity in earnings of operating joint ventures. Equity in earnings of operating joint ventures, on a pre-tax basis, are included in
adjusted operating income as these results are a principal source of earnings. These earnings are reflected on a GAAP basis on an after-tax
basis as a separate line on the Company’s Consolidated Statements of Operations.
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The summary below reconciles adjusted operating income to income from continuing operations before income taxes and equity in
earnings of operating joint ventures:

Years Ended
December 31,

2007 2006 2005

(in millions)

Adjusted Operating Income before income taxes for Financial Services Businesses by Segment:

Individual Life .. ... $ 614 $ 544 § 498
Individual ANNUILIES . . . oo oottt e e e e 716 586 505
Group INSUTANCE . . ... ...ttt 279 229 224
Total Insurance DIVISION . . . ... .ot e e e 1,609 1,359 1,227
ASSEt MANAZEIMCNL . . . oottt ettt et ettt e e e e e e e e e e e e e e 638 593 464
Financial AdVISOTY . .. ..o e 297 27 (255)
RELICIMENL . . o o oottt et et e e e e e e e e e e e e 456 509 498
Total Investment DIVISION . . . . . .ottt e e 1,391 1,129 707
International INSUTANCE . . . . ... o e 1,488 1,423 1,310
International INVESUMENLS . . . .. ...ttt e e e 259 143 106
Total International Insurance and Investments DIiVISION . ... ... ... .ttt 1,747 1,566 1,416
COrporate OPETALIONS . . .. vttt ettt et ettt e e e e e e e e e e e e e e e e (78) (28) 83
Real Estate and Relocation Services ... .......... i 28 75 105
Total Corporate and Other .. .. ... .. ...ttt e ettt e e e e e e e (50) 47 188
Adjusted Operating Income before income taxes for Financial Services Businesses ............................... 4,697 4,101 3,538
Realized investment gains (losses), net, and related adjustments . . ........... ..t 106 73 669
Charges related to realized investment gains (I0SSES), NEL . .. ... .ottt e e e 57) 17 (108)
Investment gains (losses) on trading account assets supporting insurance liabilities,net ............... ... ... ..... — 35 33)
Change in experience-rated contractholder liabilities due to asset value changes ................. ... ... .. ........ 13 11 (44)
DiAVeSted DUSINESSES . ..\ o ittt e e e 37 76 (16)
Equity in earnings of operating Joint VENTUIES . ... ... ...ttt ettt e e e e e e e e (400) (322) (214)
Income from continuing operations before income taxes and equity in earnings of operating joint ventures for Financial
SEIVICES BUSINESSES . . o\ ottt et e e 4,396 3,991 3,792
Income from continuing operations before income taxes and equity in earnings of operating joint ventures for Closed Block
BUSINESS .o 290 403 482
Income from continuing operations before income taxes and equity in earnings of operating joint ventures ................. $4,686 $4,394 $4,274

The Insurance division results reflect deferred policy acquisition costs as if the individual annuity business and group insurance
business were stand-alone operations. 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, 2007

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 .......................... $ 2,594 $ 656 $ 881 $ 218 $ 23 $ 165 $164
Individual Annuities . ..................... 2,495 580 211 359 — 59 283
Group Insurance .............. ... ....... 4,792 671 3,623 240 — 8 9
Total Insurance Division .............. 9,881 1,907 4,715 817 23 232 456
Asset Management . ...................... 2,265 226 — — — 62 20
Financial Advisory ........... ... ... .... 373 3 — — — — —
Retirement ........... ... ... .. ... ....... 4,682 3,676 1,145 2,073 — 212 18
Total Investment Division .............. 7,320 3,905 1,145 2,073 — 274 38
International Insurance . ................... 8,148 1,608 4,831 330 76 13 486
International Investments . ................. 769 36 — — — 6 —
Total International Insurance and
Investments Division ............... 8,917 1,644 4,831 330 76 19 486
Corporate Operations . .................... 250 734 39 (126) — 595 (47)
Real Estate and Relocation Services ......... 291 24 — — — — —
Total Corporate and Other .............. 541 758 39 (126) — 595 (47)
Total ... 26,659 8,214 10,730 3,094 99 1,120 933
Realized investment gains (losses), net, and related
adjustments .. ......... ... i 106 — — — — — —
Charges related to realized investment gains (losses),
11 S 9 — 1 2 73 — (13)
Investment gains (losses) on trading account assets
supporting insurance liabilities, net ............ — — — — — — —
Change in experience-rated contractholder liabilities
due to asset value changes ................... — — — (13) — — —
Divested businesses . ..............c.oooiiii... 46 14 3) — — 1 —
Equity in earnings of operating joint ventures . . . ... (400) — — — — — —
Total Financial Services Businesses .. ... 26,420 8,228 10,728 3,083 172 1,121 920
Closed Block Business . .............ooovunn.... 7,981 3,789 4,021 139 2,731 257 76
Total per Consolidated Financial Statements . . . . . . . $34.,401 $12,017 $14,749 $3,222 $2,903 $1,378 $996
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Year ended December 31, 2006

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 .......................... $ 2,216 $ 548 $ 843 $ 203 $ 20 $ 82 $ 2
Individual Annuities . ..................... 2,101 618 233 356 50 203
Group Insurance . ............. ... ... ... 4,555 621 3,497 204 — 7 2
Total Insurance Division .............. 8,872 1,787 4,573 763 20 139 207
Asset Management . ...................... 2,050 182 — — — 41 27
Financial Advisory ....................... 314 20 — — — —
Retirement ........... ... ... ..., 4,378 3,425 1,104 1,853 — 197 25
Total Investment Division .............. 6,742 3,627 1,104 1,853 238 52
International Insurance . ................... 7,730 1,394 4,602 251 80 9 454
International Investments .................. 590 31 — — 1 —

Total International Insurance and

Investments Division ............... 8,320 1,425 4,602 251 80 10 454
Corporate Operations . .................... 323 763 44 77) — 562 43)
Real Estate and Relocation Services ......... 305 24 — — — —
Total Corporate and Other .............. 628 787 44 77) — 562 43)
Total ... 24,562 7,626 10,323 2,790 100 949 670
Realized investment gains (losses), net, and related
adjustments . . ... 73 — — — — — —
Charges related to realized investment gains (losses),
11 S 4 — — (1) 4 — (14)
Investment gains (losses) on trading account assets
supporting insurance liabilities,net ............ 35 — — — — — —
Change in experience-rated contractholder liabilities
due to asset value changes ................... — — — (11) — — —
Divested businesses . .................0. ... 104 14 7 — — 3 —
Equity in earnings of operating joint ventures . . .. .. (322) — — — — —
Total Financial Services Businesses ... .. 24,456 7,640 10,316 2,778 104 952 656
Closed Block Business . .............c.ouuu.n.. 7,812 3,680 3,967 139 2,518 227 90
Total per Consolidated Financial Statements . . .. ... $32,268 $11,320 $14,283 $2,917 $2,622 $1,179 $746
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20. SEGMENT INFORMATION (continued)

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 ............. ... ... ... ... $ 2262 $ 496 $ 612 $ 177 $ 19 $ 66 $ 369
Individual Annuities ....................... 1,717 615 168 337 —_ 30 173
Group Insurance .. ... 4,200 591 3,214 201 — 15 3
Total Insurance Division ................ 8,179 1,702 3,994 715 19 111 545
Asset Management . ........................ 1,696 105 — — — 16 33
Financial Advisory ............. ... ... ..... 199 6 — — — — —
Retirement .................cuiiiinnannn. 4,025 3,040 1,049 1,633 — 99 21
Total Investment Division ............... 5,920 3,151 1,049 1,633 —_ 115 54
International Insurance ..................... 7,671 1,299 4,776 207 89 20 390
International Investments . . .. ................ 487 25 — — — 2 —
Total International Insurance and Investments
Division .......... ... ... ., 8,158 1,324 4,776 207 89 22 390
Corporate Operations . . ..................... 281 647 63 39) — 367 (79)
Real Estate and Relocation Services ........... 338 37 — — — —
Total Corporate and Other . .............. 619 684 63 39) — 367 (79)
Total ..o 22,876 6,861 9,882 2,516 108 615 910
Realized investment gains (losses), net, and related
adjustments . .......... . i 669 — — — — — —
Charges related to realized investment gains (losses),
1T S ) — 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 . ..., 32 13 1 — — 1 —
Equity in earnings of operating joint ventures . . ... ... (214) — — — — — —
Total Financial Services Businesses ....... 23,321 6,874 9,890 2,562 197 616 914
Closed Block Business .................coouu... 8,026 3,721 3,993 137 2,653 192 99
Total per Consolidated Financial Statements . ....... $31,347  $10,595 $13,883 $2,699 $2,850 $808 $1,013

Income from continuing operations before income taxes and equity in earnings of operating joint ventures

includes income from

foreign operations of $2,291 million, $2,054 million and $1,835 million for the years ended December 31, 2007, 2006 and 2005,
respectively. Revenues, calculated in accordance with U.S. GAAP, include revenues from foreign operations of $9,526 million, $8,844
million and $9,023 million for the years ended December 31, 2007, 2006 and 2005, respectively. Included in the revenues from foreign
operations are revenues from Japanese operations of $6,702 million, $6,624 million and $7,072 million for the years ended December 31,

2007, 2006 and 2005, respectively.

The Asset Management segment revenues include intersegment revenues of $306 million, $342 million and $358 million for the years
ended December 31, 2007, 2006 and 2005, respectively, primarily consisting of asset-based management and administration fees and
investment expenses. 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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SEGMENT INFORMATION (continued)

The summary below presents total assets for the Company’s reportable segments at December 31,

Individual Life . . ... oo
Individual ANNUILES . . .. oot e e e
Group INSUTANCE . . . ..ot

Total Insurance DIivISION . ... .. .. it

AsSet MANAZEIMEIIL . . ..ottt ettt ettt e e e e e e
Financial AdVISOTY .. ..o
Retirement .. ... ...

Total Investment DiviSION . .. ... ...t

International INSUTANCE . . . .. ..ottt e e e e e e e e et
International INVESEMENLS . . . . .ottt e e e

Total International Insurance and Investments Division . ................. ... ... ..o ...,

Corporate OPErations . . .. ...ttt ettt ettt e e e e e e e e e
Real Estate and Relocation SErviCes . ... .. ... iu ottt e ettt

Total Corporate and Other .. ... ... .. e

Total Financial Services BUSINESSES . . ..o .v ittt ittt e et e et
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Assets
2007 2006 2005
(in millions)

$ 36,124 $ 33,041 $ 29,523
76,685 69,153 59,790
32913 29,342 23,949
145,722 131,536 113,262
42,140 35,311 26911
1,294 1,342 1,750
132,614 128,817 121,063
176,048 165,470 149,724
65,387 59,211 54,186
7,711 6,191 4915
73,098 65,402 59,101
15,882 16,479 17,749
1,281 1,380 1,053
17,163 17,859 18,802
412,031 380,267 340,889
73,783 73,999 72,485
$485,814 $454,266 $413,374
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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, 2007, 2006 and 2005 was $179 million, $175 million and $192 million, respectively.

The following table presents, at December 31, 2007, the Company’s contractual maturities on long-term debt, as more fully described
in Note 12, 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)

2008 . $ — $164 $ (39)
2000 . 467 140 (36)
2000 e 234 112 (24)
200 565 96 (16)
200 e 371 74 (13)
2013 and thereafter . . . ... ... 12,464 168 (23)
TOtaAl ottt e e $14,101 $754 $(151)

Occasionally, for business reasons, the Company may exit certain non-cancelable operating 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, and to release this reserve over the remaining commitment period. Of the $754 million in total non-cancelable operating
leases and $151 million in total sub-lease income, $152 million and $134 million, respectively, has been accrued at December 31, 2007.

In connection with the Company’s commercial mortgage operations, it originates commercial mortgage loans. At December 31, 2007,
the Company had outstanding commercial mortgage loan commitments with borrowers of $2,937 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, 2007, $574 million
of the Company’s commitments to originate commercial mortgage loans are subject to such arrangements.

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 counterparties. These other commitments amounted to $10,782 million at
December 31, 2007. Reflected in these other commitments are $10,638 million of commitments to purchase or fund investments, including
$7,435 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 the investors in
obtaining financing for the transaction on more beneficial terms. The vast majority of these guarantees relate to real estate investments held
by the Company’s separate accounts and the Company’s maximum potential exposure under these guarantees was $2,538 million at
December 31, 2007. 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 underlying collateral, or would provide the Company with rights to obtain the underlying
collateral. These guarantees generally expire at various times over the next ten years. At December 31, 2007, 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 derivatives under which the Company is obligated to pay the counterparty the
referenced amount of the contract and receive in return the defaulted security or similar security. The Company’s maximum amount at risk
under these credit derivatives, assuming the value of the underlying securities become worthless, is $1,618 million at December 31, 2007.
These credit derivatives generally have maturities of ten 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, 2007, such
contracts in force carried a total guaranteed value of $4,428 million.
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The Company arranges 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, 2007, such enhancement arrangements total $154 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 $190 million at December 31, 2007. 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, 2007, the Company has
accrued liabilities of $2 million representing unearned fees on these arrangements.

In connection with its commercial mortgage operation, the Company provides commercial mortgage origination, underwriting and
servicing for certain government sponsored entities, such as Fannie Mae and Freddie Mac. The Company has agreed to indemnify certain
of these government sponsored entities for a portion of the credit risk associated with the mortgages it services through these relationships.
The Company’s percentage share of losses incurred generally varies from 2% to 20% of the unpaid principal balance, based on the program
and the severity of the loss. The unpaid principal balance of mortgages subject to these arrangements as of December 31, 2007 were $5,576
million, all of which are collateralized by first liens on the underlying commercial properties. As of December 31, 2007, the Company has
established a liability of $11 million related to these indemnifications.

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, 2007, maximum potential future consideration pursuant
to such arrangements, to be resolved over the following two years, is $61 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 and 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, 2007, the
Company has accrued liabilities of $7 million associated with all other financial guarantees and indemnity arrangements, which does not
include retained liabilities associated with sold businesses.

Contingent Liabilities

In 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 and 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. 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.

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 or
contract values 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.
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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 the Company’s businesses and operations that are specific to it and proceedings that are typical of
the businesses in which it 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. The outcome of a litigation or regulatory matter,
and the amount or range of potential loss at any particular time, is often inherently uncertain.

Insurance and Annuities

From November 2002 to March 2005, eleven separate complaints were filed against the Company and the law firm of Leeds
Morelli & Brown in New Jersey state court. The cases were consolidated for pre-trial proceedings in New Jersey Superior Court, Essex
County and captioned Lederman v. Prudential Financial, Inc., et al. The complaints allege that an alternative dispute resolution agreement
entered into among Prudential Insurance, over 350 claimants who are current and former Prudential Insurance employees, and Leeds
Morelli & Brown (the law firm representing the claimants) was illegal and that Prudential Insurance conspired with Leeds Morelli &
Brown to commit fraud, malpractice, breach of contract, and violate racketeering laws by advancing legal fees to the law firm with the
purpose of limiting Prudential’s liability to the claimants. In 2004, the Superior Court sealed these lawsuits and compelled them to
arbitration. In May 2006, the Appellate Division reversed the trial court’s decisions, held that the cases were improperly sealed, and should
be heard in court rather than arbitrated. In November 2006, plaintiffs filed a motion seeking to permit over 200 individuals to join the cases
as additional plaintiffs, to authorize a joint trial on liability issues for all plaintiffs, and to add a claim under the New Jersey discrimination
law. In March 2007, the court granted plaintiffs’ motion to amend the complaint to add over 200 additional plaintiffs and a claim under the
New Jersey discrimination law but denied without prejudice plaintiffs’ motion for a joint trial on liability issues. In June 2007, PFI and
PICA moved to dismiss the complaint. In November 2007, the court granted the motion, in part, and dismissed the commercial bribery and
conspiracy to commit malpractice claims and denied the motion with respect to other claims. In January 2008, plaintiffs filed a demand
pursuant to New Jersey law stating that they were seeking damages in the amount of $6.5 billion.

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 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 in an effort to resolve the inquiries into this matter. In December 2006, Prudential
Insurance reached a resolution of the NYAG investigation. Under the terms of the settlement, Prudential Insurance paid a $2.5 million
penalty and established a $16.5 million fund for policyholders, adopted business reforms and agreed, among other things, to continue to
cooperate with the NYAG in any litigation, ongoing investigations or other proceedings. Prudential Insurance also settled the litigation
brought by the California Department of Insurance and agreed to business reforms and disclosures as to group insurance contracts insuring
customers or residents in California and to pay certain costs of investigation. 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. In August and September 2007, the
court dismissed the anti-trust and RICO claims. In January 2008, the court dismissed the ERISA claims with prejudice but has not yet
resolved the state law claims. The regulatory settlement may adversely affect the existing litigation or cause additional litigation and result
in adverse publicity and other potentially adverse impacts to the Company’s business.

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 investigations 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, has commenced 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
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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. The
remediation and administrative costs of the remediation program are 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

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 current
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.” In December 2006, the United States Court of Appeals for the Second Circuit vacated that decision
and remanded the case to the district court for further proceedings. 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., 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 summary judgment motion has been deferred pending disposition of the class
certification motion. In April 2006, the district court denied class certification. In September 2007, the Second Circuit Court of Appeals
reversed the district court’s decision denying class certification and remanded the case to the district court for further proceedings. 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.
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Other Matters

Mutual Fund Market Timing Practices

In August 2006, Prudential Equity Group, LLC (“PEG”), a wholly owned subsidiary of the Company, reached a resolution of the
previously disclosed regulatory and criminal investigations into deceptive market related activities involving PEG’s former Prudential
Securities operations. The settlements relate to conduct that generally occurred between 1999 and 2003 involving certain former Prudential
Securities brokers in Boston and certain other branch offices in the U.S., their supervisors, and other members of the Prudential Securities
control structure with responsibilities that related to the market timing activities, including certain former members of Prudential Securities
senior management. The Prudential Securities operations were contributed to a joint venture with Wachovia Corporation in July 2003, but
PEG retained liability for the market timing related activities. In connection with the resolution of the investigations, PEG entered into
separate settlements with each of the United States Attorney for the District of Massachusetts (“USAQO”), the Secretary of the
Commonwealth of Massachusetts, Securities Division, SEC, the National Association of Securities Dealers, the New York Stock
Exchange, the New Jersey Bureau of Securities and the New York Attorney Generals Office. These settlements resolve the investigations
by the above named authorities into these matters as to all Prudential entities without further regulatory proceedings or filing of charges so
long as the terms of the settlement are followed and provided, in the case of the settlement agreement reached with the USAO, that the
USAO has reserved the right to prosecute PEG if there is a material breach by PEG of that agreement during its five year term and in
certain other specified events. Under the terms of the settlements, PEG paid $270 million into a Fair Fund administered by the SEC to
compensate those harmed by the market timing activities. In addition, $330 million was paid in fines and penalties. Pursuant to the
settlements, PEG retained, at PEG’s ongoing cost and expense, the services of an Independent Distribution Consultant acceptable to certain
of the authorities to develop a proposed distribution plan for the distribution of Fair Fund amounts according to a methodology developed
in consultation with and acceptable to certain of the authorities. In addition, as part of the settlements, PEG has agreed, among other things,
to continue to cooperate with the above named authorities in any litigation, ongoing investigations or other proceedings relating to or
arising from their investigations into these matters. In connection with the settlements, the Company has agreed with the USAO, among
other things, to cooperate with the USAO and to maintain and periodically report on the effectiveness of its compliance procedures. The
settlement documents include findings and admissions that may adversely affect existing litigation or cause additional litigation and result
in adverse publicity and other potentially adverse impacts to the Company’s businesses.

In addition to the regulatory proceedings described above that were settled in 2006, in October 2004, the Company and Prudential
Securities 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. In July 2006, in one of the consolidated mutual fund actions, Saunders v. Putnam American
Government Income Fund, et al., the United States District Court for the District of Maryland granted plaintiffs leave to refile their federal
securities law claims against Prudential Securities. In August 2006, the second amended complaint was filed alleging federal securities law
claims on behalf of a purported nationwide class of mutual fund investors seeking compensatory and punitive damages in unspecified
amounts. Discovery is ongoing. Motions to dismiss the other actions are pending.

Commencing in 2003, the Company received formal requests for information from the SEC and NYAG relating to market timing in
variable annuities by certain American Skandia entities. In connection with these investigations, 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 these matters 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 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.
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Other

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 the Company 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. In August 2007, the court issued its decision and order
dismissing the case. In September 2007, plaintiffs filed a notice of appeal with the Eleventh Circuit Court of Appeals. In December 2007,
the appeal was withdrawn.

In October 2007, Prudential Retirement Insurance and Annuity Co. (“PRIAC”) filed an action in the United States District Court for
the Southern District of New York, Prudential Retirement Insurance & Annuity Co. v. State Street Global Advisors, in PRIAC’s fiduciary
capacity and on behalf of certain defined benefit and defined contribution plan clients of PRIAC, against an unaffiliated asset manager,
State Street Global Advisors (“SSgA”) and SSgA’s affiliate, State Street Bank and Trust Company (“State Street”). This action seeks,
among other relief, restitution of certain losses attributable to certain investment funds sold by SSgA as to which PRIAC believes SSgA
employed investment strategies and practices that were misrepresented by SSgA and failed to exercise the standard of care of a prudent
investment manager. PRIAC also intends to vigorously pursue any other available remedies against SSgA and State Street in respect of this
matter. Given the unusual circumstances surrounding the management of these SSgA funds and in order to protect the interests of the
affected plans and their participants while PRIAC pursues these remedies, PRIAC implemented a process under which affected plan clients
that authorized PRIAC to proceed on their behalf have received payments from funds provided by PRIAC for the losses referred to above.
The Company’s consolidated financial statements, and the results of the Retirement segment included in the Company’s Investment
Division, for the year ended December 31, 2007 include a pre-tax charge of $82 million, reflecting these payments to plan clients and
certain related costs.

In September and October 2005, five purported class action lawsuits were filed against the Company, PSI and PEG claiming that
stockbrokers were improperly classified as exempt employees under state and federal wage and hour laws, were improperly denied
overtime pay and that improper deductions were made from the stockbrokers’ wages. Two of the stockbrokers’ 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. Motions to dismiss and compel arbitration were filed in the Janowsky
and Goldstein matters, which have been consolidated for pre-trial purposes. The three stockbrokers 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. The Carayanis complaint was
subsequently withdrawn without prejudice in May 2006. In June 2006, a purported New York state class action complaint was filed in the
United States District Court for the Eastern District of New York, Panesenko v. Wachovia Securities, et al., alleging that the Company
failed to pay overtime to stockbrokers in violation of state and federal law and that improper deductions were made from the stockbrokers’
wages in violation of state law. In September 2006, Prudential Securities was sued in Badain v. Wachovia Securities, et al., a purported
nationwide class action filed in the United States District Court for the Western District of New York. The complaint alleges that Prudential
Securities failed to pay overtime to stockbrokers in violation of state and federal law and that improper deductions were made from the
stockbrokers’ wages in violation of state law. In October 2006, a purported class action lawsuit, Bouder v. Prudential Financial, Inc. and
Prudential Insurance Company of America, was filed in the United States District Court for the District of New Jersey, claiming that the
Company failed to pay overtime to insurance agents who were registered representatives in violation of federal and state law, and that
improper deductions were made from these agents’ wages in violation of state law. In December 2006, these cases were transferred to the
United States District Court for the Central District of California by the Judicial Panel on Multidistrict Litigation for coordinated or
consolidated pre-trial proceedings. The complaints seek back overtime pay and statutory damages, recovery of improper deductions,
interest, and attorneys’ fees. In December 2007 plaintiffs moved to certify the class. The motion is pending.
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21. COMMITMENTS AND GUARANTEES, CONTINGENT LIABILITIES AND LITIGATION AND
REGULATORY MATTERS (continued)

Summary

The Company’s litigation and regulatory matters are subject to many uncertainties, and given its complexity and scope, their outcome
cannot be predicted. It is possible that results of operations or cash flow of the Company in a particular quarterly or annual period could be
materially affected by an ultimate unfavorable resolution of pending litigation and regulatory matters depending, in part, upon the results of
operations or cash flow for such period. In light of the unpredictability of the Company’s litigation and regulatory matters, it is also
possible that in certain cases an ultimate unfavorable resolution of one or more pending litigation or regulatory matters could have a
material adverse effect on the Company’s financial position. Management believes, however, that, based on information currently known to
it, the ultimate outcome of all pending litigation and regulatory matters, after consideration of applicable reserves and rights to
indemnification, is not likely to have a material adverse effect on the Company’s financial position.

22. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)
The unaudited quarterly results of operations for the years ended December 31, 2007 and 2006 are summarized in the table below:
Three months ended

March 31 June 30 September 30 December 31
(in millions, except per share amounts)

2007
TOtaAl TEVENUES . . . . ot ottt e e e e e e e e e e e e e $8,775 $8,425 $8,393 $8,808
Total benefits and EXPENSES . . . . ..ottt 7,348 7,282 7,273 7,812
Income from continuing operations before income taxes and equity in earnings of

Operating JOINt VENTUIES . . . .o\ttt ettt ettt e e et e e e e e et 1,427 1,143 1,120 996
Income from continuing OPEerations . . .. ........ou ittt 1,081 875 871 860
NEtINCOME . ..ottt e e e e e e e 1,120 846 867 871
Basic income from continuing operations per share—Common Stock(1) .............. 2.14 1.89 1.92 1.76
Diluted income from continuing operations per share—Common Stock(1) ............. 2.10 1.86 1.89 1.73
Basic net income per share—Common Stock(1) ........... ... ... ... ... ... 2.22 1.83 1.91 1.78
Diluted net income per share—Common Stock(1) .......... ... ... .. ... ... ... 2.18 1.80 1.88 1.75
Basic and diluted income (loss) from continuing operations per share—Class B Stock . . . 39.00 (1.50) (3.00) 34.00
Basic and diluted net income (loss) per share—Class B Stock . ................... ... 40.00 (1.50) (3.00) 34.00
2006
TOtAl TEVENUES . . o . e v et e et e e e e e e e e e e e e e e $7,787 $7,313 $8,361 $8,807
Total benefits and EXPENSes . . . ... .ottt 6,826 6,730 6,888 7,430
Income from continuing operations before income taxes and equity in earnings of

Operating JOINt VENTUISS . . . .o\ttt ettt ettt e et e e e e e e e e 961 583 1,473 1,377
Income from continuing OPerations . . ........ ...ttt 735 463 1,139 1,020
NELINCOME . ..ottt e e e e e e 733 453 1,205 1,037
Basic income from continuing operations per share—Common Stock(1) .............. 1.41 0.92 2.29 1.89
Diluted income from continuing operations per share—Common Stock(1) ............. 1.38 0.91 2.25 1.85
Basic net income per share—Common Stock(1) ......... .. .. .. ... .. ... 1.40 0.90 243 1.92
Diluted net income per share—Common Stock(1) .......... ... ... ... o i, 1.38 0.89 2.38 1.88
Basic and diluted income from continuing operations per share—Class B Stock ........ 19.50 6.50 18.50 63.50
Basic and diluted net income per share—Class B Stock . ........................ .. 19.50 6.50 18.50 63.50

(1) Quarterly earnings per share amounts may not add to the full year amounts due to the averaging of shares.

Results for the first quarter of 2006 include pre-tax expenses of $176 million related to obligations and costs retained in connection
with businesses contributed to the retail securities brokerage joint venture with Wachovia, including an increase in the reserve for estimated
settlement costs related to market timing issues involving Prudential Equity Group, LLC’s former Prudential Securities operations, with
respect to which the Company announced that Prudential Equity Group, LLC had reached a settlement in August 2006.
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December 31, 2007 and 2006 (in millions)

2007 2006
Financial Closed Financial Closed
Services Block Services Block
Businesses Business Consolidated Businesses Business Consolidated

ASSETS
Fixed maturities:

Available for sale, at fairvalue ........................... $112,748 $49.414 $162,162 $112,043 $50,773 $162,816

Held to maturity, at amortized cost . .. ..................... 3,548 — 3,548 3,469 — 3,469
Trading account assets supporting insurance liabilities, at fair

Vallue .. 14,473 — 14,473 14,262 — 14,262

Other trading account assets, at fair value ...................... 3,021 142 3,163 2,209 — 2,209
Equity securities, available for sale, at fair value ................. 4,640 3,940 8,580 4,331 3,772 8,103
Commercial loans . .............. it 22,093 7,954 30,047 18,421 7,318 25,739
Policy 10ans . ... ..ottt 3,942 5,395 9,337 3,472 5415 8,887
Securities purchased under agreements toresell ................. 129 — 129 153 — 153
Other long-term investments . . .. ...........ueutnirnnenneenn . 5,163 1,268 6,431 3,780 965 4,745
Short-term iNVEStMENTS . . ... oottt ettt e e 3,852 1,385 5,237 3,183 1,851 5,034

Total INVESIMENES . . ...\ttt 173,609 69,498 243,107 165,323 70,094 235,417
Cash and cash equivalents .............. ... ... i, 9,624 1,436 11,060 7,243 1,346 8,589
Accrued Investment inCOME . .. ......ovut i, 1,496 678 2,174 1,429 713 2,142
Reinsurance recoverables . ................. i, 2,119 — 2,119 1,958 — 1,958
Deferred policy acquisition COStS .. .........oouuviunninneen. . 11,396 943 12,339 9,854 1,009 10,863
Other @SSELS . . v vt v ettt e e e e e e e 18,204 1,228 19,432 16,997 837 17,834
Separate aCCOUNE ASSELS . .« v\ v vttt ettt 195,583 — 195,583 177,463 — 177,463

TOTAL ASSETS ... ... e $412,031 $73,783 $485,814 $380,267 $73,999 $454,266
LIABILITIES AND ATTRIBUTED EQUITY
LIABILITIES
Future policy benefits .......... ... ... i $ 60,259 $51,209 $111,468 $ 56,245 $50,706 $106,951
Policyholders’ account balances . ............. ... ... ... 78,599 5,555 84,154 75,090 5,562 80,652
Policyholders’ dividends . .. ... 670 2,991 3,661 526 3,456 3,982
Reinsurance payables ............ ... ... . .. i 1,552 — 1,552 1,458 — 1,458
Securities sold under agreements to repurchase .................. 5,281 6,160 11,441 5,747 5,734 11,481
Cash collateral for loaned securities ............... ... ..., 3,041 3,271 6,312 4,082 3,283 7,365
TNCOME LAXES .« « v v ettt e e e et e e e e et 3,402 151 3,553 2,920 188 3,108
Short-termdebt . ....... ... ... . 14,514 1,143 15,657 10,798 1,738 12,536
Long-termdebt . ... ... ...t 12,351 1,750 14,101 9,673 1,750 11,423
Other liabilities ... ...t e 14,609 266 14,875 14,575 380 14,955
Separate account liabilities ............ ... ... ... . .. 195,583 — 195,583 177,463 — 177,463

Total liabilities .. ........oouti i 389,861 72,496 462,357 358,577 72,797 431,374
COMMITMENTS AND CONTINGENT LIABILITIES
ATTRIBUTED EQUITY
Accumulated other comprehensive income . .................... 459 (12) 447 496 23 519
Other attributed equity . ...........ooiiiiiiiiiiii. 21,711 1,299 23,010 21,194 1,179 22,373

Total attributed equity . ... ....ooie e 22,170 1,287 23,457 21,690 1,202 22,892

TOTAL LIABILITIES AND ATTRIBUTED EQUITY .. ... $412,031 $73,783 $485,814 $380,267 $73,999 $454,266

See Notes to Supplemental Combining Financial Information
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Years Ended December 31, 2007 and 2006 (in millions)

REVENUES

Premiums .. ...
Policy charges and fee income ........... ... ... ... ... ...
Net investment inCOmMe . .. .........uuieirnuineeennnnneen..
Realized investment gains, net .................. ...
Asset management fees and otherincome . ....................

Total TEVENUES . . . v vttt e e e e e e

BENEFITS AND EXPENSES

Policyholders’ benefits . ........... ... i
Interest credited to policyholders’ account balances .............
Dividends to policyholders .............. . ... . ... ...
General and administrative eXpenses . ... ..............c.......

Total benefits and expenses . .................couuunn...

INCOME FROM CONTINUING OPERATIONS BEFORE
INCOME TAXES AND EQUITY IN EARNINGS OF

OPERATING JOINT VENTURES ......................

Total income taX EXpense ... ..........couuunneeuunnnn.n

INCOME FROM CONTINUING OPERATIONS BEFORE
EQUITY IN EARNINGS OF OPERATING JOINT

VENTURES ...t iiiiiiiieeans
Equity in earnings of operating joint ventures, net of taxes ........

INCOME FROM CONTINUING OPERATIONS ............
Income from discontinued operations, net of taxes ..............

NETINCOME ... .iiiiiiiiiiiiiiiiiiiiiiiiiininnnnns

See Notes to Supplemental Combining Financial Information

2007 2006

Financial Closed Financial Closed

Services Block Services Block

Businesses Business Consolidated Businesses Business Consolidated

$10,799 $3,552 $14,351 $10,309 $3,599 $13,908
3,131 — 3,131 2,653 — 2,653
8,228 3,789 12,017 7,640 3,680 11,320
24 589 613 293 481 774
4,238 51 4,289 3,561 52 3,613
26,420 7,981 34,401 24,456 7,812 32,268
10,728 4,021 14,749 10,316 3,967 14,283
3,083 139 3,222 2,778 139 2,917
172 2,731 2,903 104 2,518 2,622
8,041 300 8,841 7,267 785 8,052
22,024 7,691 29,715 20,465 7,409 27,874
4,396 290 4,686 3,991 403 4,394
1,145 100 1,245 1,126 119 1,245
3,251 190 3,441 2,865 284 3,149
246 — 246 208 — 208
3,497 190 3,687 3,073 284 3,357
15 2 17 71 — 71
$ 3,512 $ 192 $ 3,704 $ 3,144 $ 284 $ 3,428
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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 10 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 12 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.

The Financial Services Businesses and Closed Block Business participate in the Company’s commingled internal short-term cash
management facility, pursuant to which they invest cash from securities lending and repurchase activities as well as certain trading and
operating activities. The net funds invested in the facility are generally held in investments that are short term, including mortgage- and
asset-backed securities. As of December 31, 2007, the balance held in this facility was approximately $16.9 billion. A proportionate interest
in each security held in the portfolio is allocated to the Financial Services Businesses and the Closed Block Business based upon their
proportional cash contributions to the facility as of the balance sheet date. Participation in the facility by the Financial Services Businesses
and the Closed Block Business is dependent on cash flows arising from the activities noted above, which in turn can change the allocation
of the facility's assets between the two Businesses. A proportionate share of any realized investment gain or loss is recorded by each
Business based upon their respective ownership percentages in the facility as of the date of the realized gain or loss. Beginning in the
quarter ended September 30, 2007, management determined to seek to implement changes in the facility in order to permit each Business to
hold discrete ownership of its investments in the facility without affecting or being affected by the level of participation in the facility by
the other Business. Pending the implementation of these changes, the facility is being managed so that the proportionate interests of the
Financial Services Businesses and Closed Block Business in the entire facility are maintained at approximately the same proportions held
as of June 30, 2007 (approximately 49% and 51%, respectively).

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 THC 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.
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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 IHC 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 PRICE OF AND DIVIDENDS ON 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

2007:

Fourth QUAITET . . . . . oottt ettt e e e e e e e e e e e e $101.09 $89.46 $1.15
Third QUATTET . . .. oottt et ettt e e e e e e e e e e e e e e e 98.71 84.28 —
Second QUATTET . . . ..ottt e et e e e e 103.17 90.21 —
FIrst QUATTCT . . oottt ettt et e e e e e e e e 93.10 85.69 —
2006:

Fourth QUATTET . . . . . oottt ettt e et e e e e e e e e e e e e e $ 86.84 $76.03 $0.95
Third QUArtEr . ... ..ottt et e e e e e e 79.06 71.47 —
Second QUATTET . . .. oottt ettt e e e et e e e e e e e e e 78.89 74.43 —
FArst QUATTET . . ..ottt et e e e e e e e e e e 77.48 73.19 —

On January 31, 2008, there were 2,505,853 registered holders of record for the Common Stock and 444 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 2007 and 2006, Prudential Financial paid an annual dividend of $9.625
per share of Class B Stock. On January 31, 2008, there were three holders of record for the Class B Stock and 2 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.

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 2005
share repurchase authorization, shares of its Common Stock. In April 2007, Prudential Financial announced its intention to call all such
outstanding floating rate convertible senior notes for redemption on May 21, 2007. Prior to the redemption, substantially all holders elected
to convert their senior notes as provided under their terms. The senior notes required net settlement in shares; therefore, upon conversion,
the holders received cash equal to the par amount of the senior notes surrendered for conversion plus accrued interest and shares of
Prudential Financial Common Stock for the portion of the settlement amount in excess of the par amount. The settlement amount in excess
of the par amount was based upon the excess of the closing market price of Prudential Financial Common Stock for a 10-day period
defined under the terms of the senior notes, or $100.80 per share, over the initial conversion price of $90 per share. Accordingly, at
conversion the Company issued 2,367,887 shares of Common Stock from treasury. The conversion had no impact on the Company’s
results of operations and resulted in a net increase to shareholders’ equity of $44 million, reflecting the tax benefit associated with the
conversion of the senior notes. The payment of principal and accrued interest was funded primarily through the liquidation of the
investment grade fixed income investment portfolio purchased with the proceeds from the original issuance of these notes.

In December 2006, 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 the majority of the
offering proceeds initially to invest in an investment grade fixed income investment portfolio, while the remainder of the proceeds were
used for general corporate purposes and to repurchase shares of its Common Stock under the 2006 share repurchase authorization. On
December 12, 2007, $117 million of senior notes were repurchased by Prudential Financial at the request of the holders and prior to this
event we liquidated the investment portfolio. The remaining proceeds are invested in short-term instruments and may be used to fund
operations in lieu of other short-term borrowings in future periods.

In December 2007, Prudential Financial issued in a private placement $3.0 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 the majority of the
offering proceeds to fund operating needs of our subsidiaries, to purchase short-term investment grade fixed income investments and for
general corporate purposes, as well as to repurchase shares of its Common Stock under the 2007 share repurchase authorization.

For additional information about our convertible senior notes see Note 12 to the Consolidated Financial Statements.
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PERFORMANCE GRAPH

The following graph, which covers the period from the closing price on December 31, 2002 through the closing price on
December 31, 2007, compares the cumulative total shareholder return on Prudential Financial’s Common Stock with the cumulative total
shareholder return on (i) the Standard & Poor’s (“S&P”’) 500 Index, and (ii) a Financial Services Composite Index, which is the average of
the S&P 500 Life & Health Insurance and S&P 500 Diversified Financials indices. The figures presented below assume the reinvestment of
all dividends into shares of common stock and an initial investment of $100 at the closing prices on December 31, 2002.

ANNUAL RETURN PERCENTAGE

Years Ending

Company / Index Dec03 Dec04 Dec05 Dec06 Dec07
Prudential Financial, Inc . ... ... ... . 33.28 33.26 34.51 18.68 9.69
S&P 500 INAEX . . .o e ettt 28.68 10.88 491 15.79 5.49
Financial Services Composite Index ............ .. ... ... ... .. ... .. 34.89 15.21 16.16 20.21 -3.81
Comparison of Cumulative Total Shareholder Return
Prudential
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INDEXED RETURNS
Years Ending
Base Period
Company / Index 31 Dec 02 31 Dec 03 31 Dec 04 31 Dec 05 31 Dec 06 31 Dec 07
Prudential Financial, Inc. 100 133.28 177.61 238.91 283.53 310.99
S&P 500 Index 100 128.68 142.69 149.70 173.34 182.86
Financial Services Composite Index 100 134.89 155.41 180.52 217.00 208.74
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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 fixed income, equity, 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 2007 Annual Report on Form 10-K for discussion of certain risks relating
to our businesses and investment in our securities.

EEINT3

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 2007 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 May 2007.
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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

e Transfer of stock

* Direct deposit of dividends

¢ Electronic delivery of annual reports and proxy statements

For more information, contact Computershare directly:
Online: www.computershare.com/investor

By phone:
Customer Service Representatives are available Monday
to Friday from 8:30 a.m. to 6:00 p.m. (ET).

* Within the United States at
800-305-9404
An Interactive Voice Response System is also available
24 hours a day, 7 days a week.

¢ Qutside the United States at
732-512-3782

By mail:
Computershare Trust Company, N.A.
PO. Box 43033, Providence, RI 02940-3033

If you also own a Prudential policy, please note that any
action taken on your stock account, such as an address
change, will not be reflected on your policy records.
Similatly, any action taken on your policy records will not
be applied to your stock account.

Annual Meeting

Shareholders are invited to attend Prudential Financial, Inc.’s
annual meeting, which will be held on May 13, 2008,
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 current 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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