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Duly Authorized Officer Affirmation 

Pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 

December 31, 2019 

Lincoln Financial Distributors, Inc. (the “Company”) is a registered broker-dealer subject to Rule 17a-
5 promulgated by the Securities and Exchange Commission (17 C.F.R. §240.17a-5, “Reports to be 
made by certain brokers and dealers”).  Pursuant to 17 C.F.R. § 240.17a-5(e)(1)(A), the Company is 
exempt from the requirement to engage an independent public accountant to provide the reports 
required under 17 C.F.R. § 240.17a-5(d)(1)(i)(C). 

This Duly Authorized Officer Affirmation was prepared as required by 17 C.F.R. § 240.17a-5(e)(1) 
and (2).  To the best of its knowledge and belief, the Company states the following:  

1. The financial report is true and correct. 
 

2. Neither the broker or dealer, nor any partner, office, director or equivalent person, as the case 
may be, has any proprietary interest in any account classified solely as a customer.  

 

 

Dated: February 28, 2020   ________________________________________ 
      Name:  Carl R. Pawsat     
      Title: AVP, Financial and Operations Principal   

 

 



December 31,

2019

Assets

Cash and invested cash 4,030,210$      

Commissions and fees receivable 29,040,450     

Due from affiliates 238,230          

Other assets  334,953          

Total assets  33,643,843$    

  

Liabilities and stockholder’s equity

Liabilities:

Due to affiliates  29,028,764$    

Other liabilities  42,724            

Total liabilities  29,071,488     

Stockholder’s equity:

Common stock – $25 par value; 10,000 shares authorized;

8,000 shares issued and outstanding 200,000          

Additional paid-in capital  12,632,000     

Accumulated deficit (8,259,645)      

Total stockholder’s equity  4,572,355       

Total liabilities and stockholder’s equity  33,643,843$    

See accompanying notes.
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Lincoln Financial Distributors, Inc. 

Notes to the Statement of Financial Condition 

December 31, 2019 

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

Nature of Operations 

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

Basis of Presentation 

The accompanying statement of financial condition is prepared in accordance with United States of 
America generally accepted accounting principles (“GAAP”). Certain GAAP policies, which 
significantly affect the determination of financial position are summarized below. 

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

The Company operates in one reportable segment given the similarities of all the products and services 
provided. 

Summary of Significant Accounting Policies 

Accounting Estimates and Assumptions 

The preparation of the statement of financial condition in conformity with GAAP requires 
management to make estimates and assumptions affecting the reported amounts of assets and 
liabilities and the disclosures of contingent assets and liabilities as of the date of the financial 
statements. Those estimates are inherently subject to change and actual results could differ from those 
estimates. 
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1. Nature of Operations, Basis of Presentation, Summary of Significant Accounting Policies 
and New Accounting Standards (continued) 

Cash and Invested Cash 

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

Commission and Fee Revenue and Expense 

LFD is the principal underwriter for the wholesale distribution of all variable life and annuity products 
of LNL and Lincoln Life & Annuity Company of New York (“LLANY”). We recognize all 
commission and fee revenue and corresponding commission expense for the distribution of these 
products. The selling costs related to the distribution of these products are then passed on to LNL 
who, through the processing and services agreements, pays the commissions on LFD’s behalf.  

LFD also recognizes wholesaling revenue on 12b-1 fees received from separate account fund sponsors 
as compensation for distributing the underlying mutual funds. These 12b-1 fees are passed on to LNL 
to offset wholesale distribution expenses incurred on LFD’s behalf. All other commission and fee 
revenue amounts are received from affiliates. 

Given the similarities of the revenue earned, the company categorizes all revenue in one source:  
distribution and wholesaling revenue.  See Note 2 for more information on revenue recognized from 
contracts with customers. 

Income Taxes 

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

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 the 
extent required. Considerable judgment and the use of estimates are required in determining whether 
a valuation allowance is necessary and, if so, the amount of such valuation allowance. See Note 2 for 
additional information. 
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1. Nature of Operations, Basis of Presentation, Summary of Significant Accounting 
Policies and New Accounting Standards (continued) 

Adoption of New Accounting Standard 

The following table provides a description of our adoption of new ASUs issued by the FASB and the 
impact of the adoption on our financial statements.  ASUs not listed below were assessed and 
determined to be either not applicable or not material in presentation or amount. 

Standard Description Date of 
Adoption 

Effect on Financial Statements 
or Other Significant Matters 

ASU 2016-02, 
Leases 

This standard establishes a new 
accounting model for leases.  Lessees 
will recognize most leases on the 
balance sheet as a right-of-use asset 
and a related lease liability.  The lease 
liability is measured as the present 
value of the lease payments over the 
lease term with the right-of-use asset 
measured at the lease liability amount 
and including adjustments for certain 
lease incentives and initial direct 
costs.  Lease expense recognition will 
continue to differentiate between 
finance leases and operating leases 
resulting in a similar pattern of lease 
expense recognition as under current 
GAAP.  This ASU permits a modified 
retrospective adoption approach that 
includes a number of optional 
practical expedients that entities may 
elect upon adoption.  Early adoption 
is permitted. 

January 1, 2019 The adoption of this guidance 
did not have a material impact 
on our Statement of Financial 
Condition. 
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1. Nature of Operations, Basis of Presentation, Summary of Significant Accounting Policies 
and New Accounting Standards (continued)  

Future Adoption of New Accounting Standard 

The following table provides a description of future adoptions of new accounting standards that may have an 
impact on our financial statements when adopted. 

Standard Description Projected Date 
of Adoption 

Effect on Financial Statements 
or Other Significant Matters 

ASU 2016-13, 
Measurement 
of Credit 
Losses on 
Financial 
Instruments 

These amendments adopt a new model 
to measure and recognize credit losses 
for most financial assets.  The 
amendments require credit losses to be 
recognized through an allowance with 
the impacts to be adopted through a 
cumulative effect adjustment to the 
beginning balance of retained earnings 
as of the first reporting period in which 
the amendments are effective.  Early 
adoption is permitted for annual 
periods beginning after December 15, 
2018, and interim periods therein.         

January 1, 2020 We do not expect the adoption 
of this guidance to have a 
material impact on our 
Statement of Financial 
Condition.   
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2. Revenues from Contracts with Customers 

The recognition and measurement of revenue is based on the assessment of individual contract terms. 
Significant judgment is required to determine whether performance obligations are satisfied at a point 
in time or over time; how to allocate transaction prices where multiple performance obligations are 
identified; when to recognize revenue based on the appropriate measure of the Company’s progress 
under the contract; and whether constraints on variable consideration should be applied due to 
uncertain future events. 

3. Income Taxes 

The federal income tax liability was as follows: 

 December 31, 
 2019  
    
Current $ 2,785  
Deferred -  
Total federal income tax liability  $ 2,785  

 
Current federal income taxes payable of $2,785 at December 31, 2019, is included in due to affiliates 
on the Statement of Financial Condition. 

Current state income taxes receivable of $334,935 at December 31, 2019, is included in other assets 
on the Statement of Financial Condition.  

The LNC consolidated group is subject to examination by U.S. federal, state, local and non-U.S. 
income authorities. We are currently not under examination by the Internal Revenue Service; however, 
tax years 2016 and forward remain open. 

There are no uncertain tax positions related to the Company in the current year. 

3. Agreements and Transactions with Affiliates 

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

Regulatory and Litigation Matters 

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

5. Net Capital Requirements 

LFD operates under the alternative standard provisions of the SEC Uniform Net Capital Rule (Rule 
15c3-1), which requires the minimum net capital to be the greater of $250,000 or 2% of aggregate 
debit items computed in accordance with the SEC Customer Protection Rule (Rule 15c3-3) reserve 
requirements. Our operations do not include the physical handling of securities or the maintenance 
of open customer accounts; therefore, there are no reserve provisions pursuant to Rule 15c3-3. 
Accordingly, our minimum net capital requirement is $250,000. 

 December 31, 
 2019  
    
Minimum net capital requirement $ 250,000  
Net capital 3,941,043  
Excess net capital $ 3,691,043  

 
6. Subsequent Events 

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