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ANNUAL STATEMENT FOR THE YEAR 2012 OF THE MINNESOTA LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 

  
(1) Summary of Significant Accounting Policies 
 
 A. Accounting Practices 
 

The accompanying statutory financial statements of Minnesota Life Insurance Company (the Company) have 
been prepared in accordance with accounting practices prescribed or permitted by the Minnesota Department of 
Commerce. The Minnesota Department of Commerce recognizes statutory accounting practices prescribed or 
permitted by the state of Minnesota for determining and reporting the financial condition and results of operations 
of an insurance company and for determining its solvency under the Minnesota Insurance Law. Prescribed 
statutory accounting practices are those practices that are incorporated directly or by reference in state laws, 
regulations and general administrative rules applicable to all insurance enterprises domiciled in a particular state. 
Permitted statutory accounting practices include practices not prescribed by the domiciliary state, but allowed by 
the domiciliary state regulatory authority. The National Association of Insurance Commissioners’ (NAIC) 
Accounting Practices and Procedures Manual (NAIC SAP) has been adopted as a component of prescribed or 
permitted practices by the state of Minnesota. The state has adopted the prescribed accounting practices found in 
NAIC SAP, without modification. 

  
The Company has received a permitted practice from the Minnesota Department of Commerce to use a modified 
1959 accidental death benefit (ADB) table. 
 
The Company also holds certain reserves in excess of what is prescribed in Appendix A-820 Minimum Life and 
Annuity Reserve Standards of the NAIC SAP. The holding of these more conservative reserves is considered a 
prescribed practice by the Minnesota Department of Commerce. 

 
A reconciliation of the Company’s net income and capital and surplus between NAIC SAP and practices 
prescribed and permitted by the state of Minnesota is shown below: 
 
  12/31/2012  12/31/2011 

1.  Net Income, Minnesota State basis: $      129,509,700  $      123,331,152 

 
2.  State Prescribed Practices (Income): Company holds  
     reserves in excess of prescribed reserves per A-820 

 
 
$             110,000 

  
 
$          2,281,000 

 
3.  State Permitted Practices (Income): Permitted use of   
     modified 1959 ADB Table 

 
 
$             305,000 

  
 
$          1,463,000 

 
4.  Net Income, NAIC SAP: 

 
$      129,924,700 

  
$      127,075,152 

 
5.  Statutory Surplus, Minnesota State basis: 

 
$   2,181,829,196 

  
$   2,037,133,792 

 
6.  State Prescribed Practices (Surplus): Company holds  
     reserves in excess of prescribed reserves per A-820 

 
 
$        11,460,000 

  
 
$        11,350,000 

 
7.  State Permitted Practices (Surplus): Permitted use of  
     modified 1959 ADB Table 

 
 
$         (2,626,000) 

  
 
$         (2,931,000) 

 
8.  Statutory Surplus, NAIC SAP 

 
$    2,190,663,196 

  
$    2,045,552,792 

 
B. Use of Estimates  

 
The preparation of financial statements in conformity with statutory accounting practices requires management to 
make certain estimates and assumptions that affect reported assets and liabilities, including reporting or 
disclosure of contingent assets and liabilities as of the date of the statements of admitted assets, liabilities and 
capital and surplus and the reported amounts of revenue and expenses during the reporting period. Future 
events, including but not limited to changes in mortality, morbidity, interest rates and asset valuations, could 
cause actual results to differ from the estimates used in the financial statements and such changes in estimates 
are generally recorded on the statements of operations in the period in which they are made. 
 
The most significant estimates include those used in determining policy reserves, valuation of and impairment 
losses on investments, valuation allowances and impairments on mortgage loans on real estate, federal income 
taxes, and pension and other postretirement employee benefits. Although some variability is inherent in these 
estimates, the recorded amounts reflect management’s best estimates based on facts and circumstances as of 
the statement of admitted assets, liabilities and capital and surplus date.  Management believes the amounts 
provided are appropriate. 
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ANNUAL STATEMENT FOR THE YEAR 2012 OF THE MINNESOTA LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 

 
(1) Summary of Significant Accounting Policies (continued) 

 
C.  Accounting Policies 
 

Premiums are credited to revenue over the premium paying period of the policies, with the exception of single and 
flexible premium contracts which are credited to revenue when received from the policyholder. Annuity 
considerations, investment management, administration and contract guarantee fees are recognized as revenue 
when received.  Any premiums due that are not yet paid, and premiums paid on other than an annual basis, are 
included in premiums deferred and uncollected on the statutory statements of admitted assets, liabilities and 
capital and surplus. Benefits and expenses, including acquisition costs related to acquiring new and renewal 
business, are charged to operations as incurred. Acquisition expenses incurred are reduced for ceding 
allowances received or receivable. 
 
Dividends on participating policies and other discretionary payments are declared by the Board of Directors based 
upon actuarial determinations that take into consideration current mortality, interest earnings, expense factors and 
federal income taxes. Dividends are generally recognized as expenses when declared by the Board of Directors 
and up to one year in advance of the payout dates. 

 
Insurance liabilities are reported after the effects of ceded reinsurance. Reinsurance recoverables represent 
amounts due from reinsurers for paid and unpaid benefits, expense reimbursements, prepaid premiums and 
future policy benefits. Reinsurance premiums ceded and recoveries on benefits and claims incurred are deducted 
from the respective income and expense accounts. 

 
Real estate is carried at cost less accumulated depreciation, adjusted for any other than temporary impairment 
(OTTI) losses taken. Estimated losses are directly recorded to the carrying value of the asset and recorded as 
realized losses in the statements of operations. 

 
Policy loans are carried at the outstanding loan balance less amounts unsecured by the cash surrender value of 
the policy.  Accrued interest on policy loans over 90 days is non-admitted. 

 
1.  The Company considers all money-market funds, commercial paper, and bonds purchased in the current year 

with original maturity dates of less than twelve months to be short-term investments. Short-term investments 
are stated at amortized cost, which approximates fair value.  The Company places its cash and cash 
equivalents with high quality financial institutions and, at time, these balances may be in excess of the 
Federal Deposit Insurance Corporation (FDIC) insurance limit.  The Company considers short-term 
investments that are readily convertible to known amounts of cash and have an original maturity date of three 
months or less to be cash equivalents. 

 
2. Bonds are valued as prescribed by the NAIC. Bonds not backed by other loans are generally carried at cost, 

adjusted for the amortization of premiums, accretion of discounts, and any OTTI. Premiums and discounts are 
amortized and accreted over the estimated lives of the related bonds based on the interest yield method. 
Prepayment penalties are recorded to net investment income when collected.  When the Company has 
determined an OTTI has occurred, the security is written-down to fair value.  If the impairment is deemed to 
be non-interest related, an OTTI is recorded in earnings.  For interest related declines, an OTTI is recorded 
when the Company has the intent to sell or does not have the ability to hold the bond until the forecasted 
recovery occurs.  Many criteria are considered during this process including but not limited to, the length of 
time and the extent to which the current fair value has been below the amortized cost of the security, specific 
credit issues such as collateral, financial prospects related to the issuer, the Company’s intent to sell the 
security and the current economic conditions.  Bonds that have been assigned the NAIC category 6 
designation are carried at the lower of cost or NAIC fair value.  

 
3. Common stocks are carried at NAIC fair value except that investments in stocks of uncombined subsidiaries 

and affiliates in which the Company has an interest of 10% or more are carried on the equity basis. Stocks 
without a NAIC market value are nonadmitted unless a permitted NAIC outside pricing source is obtained.  
For common stocks an OTTI is recorded when the Company has the intent to sell the investment.  When an 
OTTI has occurred, the entire difference between NAIC fair value and the common stock’s cost is charged to 
earnings.  Common stocks that have been in an unrealized loss position of greater than 20% for longer than 
six months are reviewed specifically using available third party information based on the investee’s current 
financial condition, liquidity, near-term recovery prospects, and other factors.  In addition, common stocks that 
have an unrealized loss position greater than $100,000 are reviewed based on the individual characteristics 
of the stock.  All other stocks with significant unrealized losses are also reviewed on the same basis for 
impairment.  The Company recognizes dividend income on unaffiliated common stocks upon declaration of 
the dividend. 

 
4. Preferred stocks are carried at cost less any OTTI adjustments.   
 
5. Mortgage loans are carried at the outstanding principal balances, net of unamortized premiums and 

discounts. Premiums and discounts are amortized and accreted over the terms of the mortgage loans based 
on the interest yield method.  The Company provides valuation allowances for impairments of mortgage loans 
on a specific identification basis.  Mortgage loans are considered to be impaired when, based on current 
information and events, it is probable that the Company will be unable to collect all amounts due according to 
the contractual terms of the loan agreement.  When the Company determines that a loan is impaired, a 
provision for loss is estimated equal to the difference between the carrying value and fair value of the 
collateral less estimated costs.  Changes in the valuation allowance are recorded in unrealized capital gains 
(losses), net of federal income taxes on the statements of admitted assets, liabilities and capital and surplus.   
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ANNUAL STATEMENT FOR THE YEAR 2012 OF THE MINNESOTA LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 

 
(1) Summary of Significant Accounting Policies (continued) 

 
The Company continues to record interest on those impaired mortgage loans that it believes to be collectible 
as due and accrued investment income.  Any loans that have income 180 days or more past due continue to  
accrue income, but report all due and accrued income as a non-admitted asset.  Past due interest on loans 
that are uncollectible is written off and no further interest is accrued.  Any cash received for interest on 
impaired loans is recorded as income when collected.  Prepayment penalties are recorded to net investment 
income when collected. 

 
6. Loan-backed securities are stated at either amortized cost or the lower of amortized cost or discounted cash 

flows. The Company’s loan-backed securities are reviewed quarterly and as a result the carrying value of a 
loan-backed security may be reduced to reflect changes in valuation resulting from discounted cash flow 
information. Loan-backed securities which have been assigned the NAIC category 6 designation are written 
down to the appropriate NAIC fair value. The Company uses a third-party pricing service in assisting the 
Company’s determination of the fair value of most loan-backed securities.  An internally developed pricing 
model using a commercial software application is used to price a small number of holdings.  The retrospective 
adjustment method is used to record investment income on all non-impaired securities except for interest-only 
securities or other non-investment grade securities where the yield had become negative.  Investment income 
is recorded using the prospective method on these securities.  Loan-backed securities that have been 
impaired are amortized to a new undiscounted cash flow if the security has recovered. 

 
For loan-backed securities, the Company recognizes income using a constant effective yield method based 
on prepayment assumptions obtained from an outside service provider or upon analyst review of the 
underlying collateral and the estimated economic life of the securities.  When estimated prepayments differ 
from the anticipated prepayments, the effective yield is recalculated to reflect actual prepayments to date and  
anticipated future payments.  Any resulting adjustment is included in net investment income.  In addition, 
recoveries of impaired securities undiscounted cash flows are amortized up from book value to the improved 
undiscounted cash flow to the new estimated prepayment window.  All other investment income is recorded 
using the interest method without anticipating the impact of prepayment. 

 
7. Investments in subsidiary companies are accounted for using the equity method and are carried as 

investments in affiliated common stock or as other invested assets in the case of limited liability companies, in 
the statutory statements of admitted assets. The Company records changes in equity in its subsidiaries as 
credits or charges to capital and surplus. Insurance subsidiaries are recorded using statutory accounting 
principles. Non-insurance subsidiaries not engaged in prescribed insurance related activities are recorded 
using audited generally accepted accounting principles (GAAP) results. Non-insurance subsidiaries engaged 
in prescribed insurance activities are recorded using audited GAAP results with certain statutory basis 
adjustments.  

 
8. Alternative investments include private equity funds, mezzanine debt funds and hedge funds investing in 

limited partnerships are carried on the statutory statements of admitted assets at the amount invested, 
adjusted to recognize the Company’s ownership share of the earnings or losses of the investee after the date 
of acquisition, adjusted for any distributions received. In-kind distributions are recorded as a return of capital 
for the cost basis of the stock received. Any adjustments recorded directly to unassigned surplus of the 
investee are recorded, based on the Company’s ownership share, as an adjustment to the amount invested 
and as unrealized capital gains or losses. The valuation of private equity investments is recorded based on 
the partnership financial statements from the previous quarter, with audited GAAP or tax financial statements 
being provided annually to support the underlying valuations. The Company believes this valuation process 
represents the best available estimate, however, to the extent that market conditions fluctuate significantly, 
any change in the following quarter partnership financial statements could be material to the Company’s 
unrealized gains or losses included in unassigned surplus.  The Company evaluates partnership financial 
statements received subsequent to December 31 up to the annual statement print date for material 
fluctuations in order to determine if an adjustment should be recorded as of December 31.  These 
investments are included in the other invested assets category on the statutory statements of admitted 
assets.  Alternative investments which have been in an unrealized loss position of greater than 20% for longer 
than two years are analyzed on a fund by fund basis using current and forecasted expectations for future fund 
performance, the age of the fund, general partner commentary and underlying investments within the fund.  If 
facts and circumstances indicate that the value of the investment will not recover in a reasonable time period, 
the cost of the investment is written down and an OTTI is recorded in realized gains and losses on the 
statements of operations. 

 
9. The Company uses a variety of derivatives, including swaps, swaptions, caps, futures, floors and option 

contracts, to manage the risks associated with cash flows or changes in estimated fair values related to the 
Company’s financial instruments.  The Company currently enters into derivative transactions that do not 
qualify for hedge accounting or in certain cases, elects not to utilize hedge accounting. 

 
 Changes in derivative instruments carried at fair value are recorded in net unrealized capital gains (losses) on 

the statutory statements of capital and surplus.  Interest income generated by derivative instruments is 
reported in net realized capital gains (losses) on the statutory statements of operations. 

 
 The significant inputs to the pricing models for most over-the-counter derivatives are inputs that are 

observable in the market or can be derived principally from or corroborated by observable market data.  
Significant inputs that are observable generally include:  interest rates, foreign currency exchange rates, 
interest rate curves, credit curves and volatility.  However, certain over-the-counter derivatives may rely on 
inputs that are significant to the estimated fair value that are not observable in the market or cannot be 
derived principally from or corroborated by observable market data.  Significant inputs that are unobservable  
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(1) Summary of Significant Accounting Policies (continued) 

 
generally include: independent broker quotes and inputs that are outside the observable portion of the interest 
rate curve, credit curve, volatility or other relevant market measure.  These unobservable inputs may involve 
significant management judgment or estimation.  In general, all over-the-counter derivatives are compared to  
an outside broker quote when available and are reviewed in detail through the Company’s valuation oversight 
group. 

 
 The credit risk of the obligor is considered in determining the estimated fair value for all over-the-counter 

derivatives after taking into account the effects of netting agreements and collateral arrangements.  
Counterparty credit risk of the derivative instruments are monitored closely by the Company along with 
concentration of similar counterparty credit risks in other assets of the investment portfolio. 

  
 The Company also enters into certain foreign currency derivative transactions that do not meet hedge 

accounting criteria. The primary purpose of the Company’s foreign currency economic hedging activities is to 
manage the foreign exchange risk inherent in the elapsed time between trade processing and trade 
settlement in its international equity portfolios. The Company uses short-duration spot contracts in its efforts 
to minimize this risk.    

 
The Company holds “To-Be-Announced” (TBA) Government National Mortgage Association forward contracts 
that require the Company to take delivery of a mortgage-backed security at a settlement date in the future. A 
majority of the TBAs are settled at the first available period allowed under the contract. However, the 
deliveries of some of the Company’s TBA securities happen at a later date, thus extending the forward 
contract date. These securities are reported at amortized cost as derivative instruments on the statement of 
admitted assets. 
 
Several life insurance and annuity products in the Company’s liability portfolio contain investment guarantees 
that create economic exposure to equity and interest rate risks.  These guarantees take the form of 
guaranteed withdrawal benefits on variable annuities, a guaranteed payout floor on a variable payout annuity, 
and equity linked interest credits on both fixed annuity and fixed universal life products.  The Company uses 
economic hedges including futures contracts, interest rate swaps and exchanges trade options, in its efforts to 
minimize the financial risk associated with these product guarantees. 
 
The Company enters into interest rate futures contracts to manage duration within certain total return 
managed portfolios within the general account. 
 

10. Not applicable 
 
11. The liability for unpaid losses and loss adjustment expenses includes an amount for losses incurred but 

unreported, based on past experience, as well as an amount for reported but unpaid losses, which is 
calculated on a case-by-case basis. Such liabilities are necessarily based on assumptions and estimates. 
While management believes that the amount is adequate, the ultimate liability may be in excess or less than 
the amount estimated. The methods, including key assumptions, of making such estimates and for 
establishing the resulting liability are continually reviewed and any adjustments are reflected in the period 
such change in estimate is made. The liability for unpaid accident and health claims and claim adjustment 
expenses, net of reinsurance, is included in accident and health policy reserves and policy claims in process 
of settlement on the statements of liabilities, surplus and other funds. 

 
12. The Company has not modified its capitalization policy from the prior period. 
 
13.  Not applicable 

 
 (2) Accounting Changes and Corrections of Errors  
 

 The Company adopted SSAP 101 effective January 1, 2012. There was no material impact to the financial 
statements due to adoption. 

 
(3) Business Combinations and Goodwill 
 

A. Statutory Purchase Method 
 
1. The Company purchased a 100% interest of American Modern Life Insurance Company (AMLIC) and its 

wholly owned subsidiary Southern Pioneer Life Insurance Company (SPLIC) on January 1, 2012. AMLIC is 
licensed in 49 states and SPLIC is licensed in 14 states 
. 

2. The transaction was accounted for as a statutory purchase. 
 

3. The cost of this transaction including an estimated true-up calculation was $34,444,000 resulting in goodwill in 
the amount of $14,104,000.  True-up is currently being finalized and may result in immaterial differences in 
goodwill. 

 
4. Goodwill amortization related to the purchase of AMLIC was $7,073,000 for the year ended December 31, 

2012. 
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3) Business Combinations and Goodwill (continued) 

B. Not applicable 
 

C. Not applicable 
 

D. Not applicable 
 
(4) Discontinued Operations 

 
Not applicable 

 
(5) Investments 

 
A. Mortgage Loans 

 
1. The maximum and minimum lending rates for mortgage loans by category during 2012 were: 

 
a. Commercial loans: 5.75% and 3.60%, respectively 

 
2. None 

 
3. The maximum percentage of any one loan to the value of security at the time of the loan, exclusive of insured 

or guaranteed or purchase money mortgages, was 79%.  
 

 12/31/2012 12/31/2011 
4. Mortgages held with interest more than 180 days  

past due with a recorded investment, 
     excluding accrued interest $ 0 $ 0 
 

a. Total interest due on mortgages with interest 
 more than 180 days past due: $ 0 $ 0 

 
5. Taxes, assessments and any amounts advanced 
 and not included in the mortgage loan total $ 0 $ 0 
 
6. Current year impaired loans with a related allowance 
 for credit losses $ 13,941,597 $ 0 
  
      a. Related allowance for credit losses $ 1,221,000 $ 0 
 
7. Impaired mortgage loans without an allowance for 
 credit losses $ 0 $ 8,420,455 
  
8. Average recorded investment in impaired loans $ 0 $ 4,210,228 
 
9. Interest income recognized during the period the 

 loans were impaired $ 881,783 $ 0 
 
10. Amount of interest income recognized on a cash 
 basis during the period the loans were impaired $ 813,954 $ 0 
   
         12/31/2012                      12/31/2011 
 
11. Allowance for credit losses:                                                   
 
 a. Balance at beginning of period                                         $ 0 $ 0 
  
 b. Additions to allowance                                                      $ 1,221,000 $ 1,400,000 
 
 c. Direct write-downs charged against the allowance           $ 0 $ 1,400,000 
  
 d. Recoveries of amounts previously charged off                 $    0 $ 0 
 
 e. Balance at end of year                                                      $ 1,221,000 $ 0 
   
12. The Company records interest on impaired loans that it believes are collectible as due and accrued 

investment income.  Any loans that have income 180 days or more past due continue to accrue income, but 
report all due and accrued income as a nonadmitted asset.  Past due interest on loans that are uncollectible is 
written off, and no further interest is accrued.  Any cash received for  interest on impaired loans is recorded as 
admitted income when collected. 
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(5) Investments (continued) 

 
B. Debt Restructuring 
            

 12/31/2012    12/31/2011 

1. The total recorded investment in restructured loans $  12,720,597  $  10,228,819 

2. The realized capital losses related to these loans $                 0  $                 0 

3. Total contractual commitments to extend credit to 
debtors owing receivables whose terms have been 
modified in troubled debt restructurings 

$                 0  $                 0 

                                                                                 
 4.  The Company accrues interest income on impaired loans to the extent it is deemed collectible (delinquent  
            less than 90 days) and the loan continues to perform under its original or restructured contractual terms.  
            Interest income on non-performing loans is generally recognized on a cash basis. 

 
C.  Not applicable 
  
D. Loan-Backed Securities 

 
1. Prepayment assumptions for single class and multi-class mortgage-backed/asset-backed securities were 

obtained from Bloomberg when available.  Other payment speed assumptions for a small number of holdings 
were reviewed with the appropriate affiliated company analyst by evaluating the underlying collateral. 
 

2. Other-than-temporary impairments (OTTI) recorded in 2012 on loan-backed and structured securities of 
$1,615,469 was due to the present value of cash flows expected to be collected being less than the amortized 
cost basis of the securities. The Company did not recognize any OTTI due to the intent to sell or due to the 
inability or lack of intent to retain a security for a period of time sufficient to recover the full amount of the initial 
investment in the security. 

 
3. The detail for securities currently held by the Company with a recognized OTTI due to the present value of 

cash flows expected to be collected being less than the amortized cost of the security: 
 

 
       
 
    
      
 
 
   CUSIP 

  
  Book 
Adjusted 
Carrying 

Value 
Before 
Current 

Period OTTI 

  
 
 

Present 
Value of 

Projected 
Cash 
Flows 

   
 
 
 
 
 

Recognized 
OTTI 

 

   
 
 
 
 

Amortized 
Cost  

After OTTI  

   
 
 
 
 

 Fair Value 
at Time 
of OTTI 

  
 
 

Date of 
Financial 
Statement 

Where 
Reported 
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(5) Investments (continued) 
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4. All impaired securities (fair value is less than cost or amortized cost) for which an OTTI has not been 

recognized in earnings as a realized loss (including securities with a recognized OTTI for non-interest related 
declines when a non-recognized interest related impairment remains) as of December 31, 2012: 

 
 

  
 

Aggregate 

      
Less than 12 

Months 

  
12 Months or 

Longer 
A.  Gross Unrealized Losses          (9,477,751)         (886,422)          (8,591,329) 

B.  Fair Value of Securities  
     with Unrealized Losses 

    165,212,004   79,244,309  85,967,695 

 
5. The In determining whether a decline in value is other than temporary, the Company considers several 

factors including, but not limited to the following:  the extent and duration of the decline in value; the 
Company’s inability or lack of intent to retain the investment for a period of time sufficient to recover the 
amortized cost basis; and the performance of the security’s underlying collateral and projected future cash 
flows.  In projecting future cash flows, the Company incorporates inputs from third-party sources and applies 
reasonable judgment in developing assumptions used to estimate the probability and timing of collecting all 
contractual cash flows.   
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(5) Investments (continued) 
 

E.   Reverse Repurchase Agreement and/or Securities Lending Transactions 
 

1. The Company participates in a securities lending program where it receives collateral assets in exchange for 
loaned securities. When these loan transactions occur, the lending broker provides cash collateral equivalent 
to 102% to 105% of the market value of the loaned securities. This collateral is deposited with a lending 
agent who invests the collateral on behalf of the Company and the offsetting liability is included in payable for 
securities lending on the statement of liabilities, surplus and other funds. The value of the collateral was 
$28,240,888 at December 31, 2012. The Company has pledged $0 of its assets as collateral as of December 
31, 2012. 
 

2. The Company has pledged $48,907,957 of its assets as collateral as of December 31, 2012 related to 
reverse repurchase agreements. 

 
3. Aggregate amount cash collateral received:  

 
Securities Lending 

 Fair Value 

a) Open $                - 

b) 30 days or less       55,407,628 

c) 31 to 60 days                - 

d) 61 to 90 days                  - 

e) Greater than 90 days                - 

f) Sub-Total $    55,407,628   

g) Securities Received          - 

h) Total Collateral Received $    55,407,628 

 
 

a. The aggregate fair value of all securities from the sale, trade or use of the accepted collateral (reinvested 
collateral) was $0 as of December 31, 2012. 

 
b. The reporting entity receives primarily cash collateral in an amount in excess of the fair value of the 

securities lent.  The reporting entity reinvests the cash collateral into higher-yielding securities than the 
securities which the reporting entity has lent to other entities under the arrangement. 

 
4.    Not applicable 

 
5.    Collateral Reinvestement 

 
a.  Aggregate amount cash collateral reinvested: 
 

Securities Lending 
 Amortized Cost  Fair Value 

a) Open $     9,052,315  $     9,052,315          

b) 30 days or less                -                 - 

c) 31 to 60 days                -                 - 

d) 61 to 90 days                  -                 - 

e) 91 to 120 days                -                 - 

f) 121 to 180 days                -                 - 

g) 181 days to 365 days  4,838,299   6,462,006 

h) 1 to 2 years                -                 - 

i) 2-3 years                -                 - 

j) Greater than 3 years  8,501,376       12,726,567 

k) Sub-Total $   22,391,990  $   28,240,888 

l) Securities Received                -                 - 

m) Total Collateral Received $   22,391,990  $   28,240,888 

  
   b.   The Company’s sources of cash that it uses to return the cash collateral is dependent upon the liquidity of 
          the current market conditions.  The Company has adequate sources of liquidity that could be sold and used 
          to pay for the collateral calls that could come due under a worst case scenario. 

 
F.  None 
 
G.  Investments in low-income housing tax credits  
 

1. The Company has committed $1,000,000 to Georgia Affordable Housing. The investment has five years of 
unexpired tax credits remaining. 
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(5) Investments (continued) 
 

2. The Georgia Affordable Housing investment is not currently subject to any regulatory reviews.  This 
investment included certain performance guarantees. The state tax credits are expected to be recovered over 
the remaining five years. 

 
3. None 
 
4. Not applicable 
 
5. Not applicable 

 
(6) Joint Ventures, Partnerships and Limited Liability Companies 

 
A. None 
 
B. The Company recognized the following other-than-temporary impairments for its investments in joint ventures, 

partnerships and limited liability companies during 2012: 
 

1. Private equities (includes 9 companies): $8,143,000 
 
These impairments were recorded based on a review of future projected cash flows for these investments.   

 
(7) Investment Income       
 

A. Due and accrued income was excluded from investment income on the following bases: 
 

Bonds – in default: $101,000 
Mortgages - interest past due on loans in process of foreclosure and on loans greater than 3 months 
past due: $0 
Real Estate – when collection is doubtful: $0 
Other Invested Assets – income accrued on non admitted assets not recorded until received: $20,300 

 
B. The total amount excluded was $121,300 

 
(8) Derivative Instruments 
 

A. Derivatives are financial instruments whose values are derived from interest rates, foreign currency exchange 
rates, or other financial indices.  Derivatives may be exchange-traded or contracted in the over-the-counter 
market.  The Company currently enters into derivative transactions that do not qualify for hedge accounting, or in 
certain cases, elects not to utilize hedge accounting.  The Company does not enter into speculative positions.  
Although certain transactions do not qualify for hedge accounting or the Company chooses not to utilize hedge 
accounting, they provide the Company with an assumed economic hedge, which is used as part of its strategy for 
certain identifiable and anticipated transactions.  The Company uses a variety of derivatives including swaps, 
swaptions, forwards, futures, caps, floors and option contracts to manage the risk associated with changes in 
estimated fair values related to the Company ‘s financial assets and liabilities, to utilize replication strategies and 
manage other risks due to the variable nature of the Company’s cash flows. 
 

B. Several life insurance and annuity products in the Company’s liability portfolio contain investment guarantees that 
create economic exposure to equity and interest rate risks. These guarantees take the form of guaranteed 
withdrawal benefits on variable annuities, a guaranteed payout floor on a variable payout annuity, and equity 
linked interest credits on both fixed annuity and fixed universal life products. The Company uses economic 
hedges in its efforts to minimize the financial risk associated with these product guarantees.  
 
Equity futures include exchange-traded equity futures as well as VIX futures. VIX futures are used by the 
Company to reduce the variance of its portfolio of equity assets. The VIX is the index of the implied volatility of the 
S&P 500 Index options and represents the expected stock market volatility over the next 30 day period. In 
exchange-traded equity futures transactions, the Company agrees to purchase or sell a specified number  of 
contracts, the value of which is determined by the different classes of equity securities, and to post variation 
margin on a daily basis in an amount equal to the difference in the daily fair market values of those contracts. The 
Company enters into exchange-traded futures with regulated futures commission merchants that are members of 
the exchange. Exchange-traded equity futures are used primarily to hedge liabilities embedded in certain variable 
annuity products and certain equity indexed life products offered by the Company.   
 
Interest rate caps are purchased by the Company to manage the impact of sharply rising interest rates on overall 
investment performance. An interest rate cap is a series of call options on a specified interest rate. The Company 
enters into contracts to purchase interest rate caps and receives cash payments from the cap writer when the 
market rate is above the specified rate on the maturity date. The difference between the market rate and specified 
rate is then multiplied by the notional principal amount to determine the payment. If the market rate is less than 
the specified rate on the maturity date, the Company does not receive a payment. 
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(8) Derivative Instruments (continued) 

 
Interest rate floors are purchased by the Company to manage the impact of interest rate declines on overall 
investment performance. An interest rate floor is a series of put options on a specified interest rate. The Company 
enters into contracts to purchase interest rate floors and receives cash payments from the floor writer when the 
market rate is below the specified rate on the maturity date. The difference between the market rate and specified 
rate is then multiplied by the notional principal amount to determine the payment. If the market rate exceeds the 
specified rate on the maturity date, the Company does not receive a payment. 
 
Interest rate swaps are used by the Company primarily to reduce market risks from changes in interest rates and 
to alter interest rate exposure arising from mismatches between assets and liabilities (duration mismatches). In an 
interest rate swap, the Company agrees with another party to exchange, at specified intervals, the difference 
between fixed rate and floating rate interest amounts as calculated by reference to an agreed notional principal 
amount. These transactions are entered into pursuant to master agreements that provide for a single net payment 
to be made by the counterparty at each due date. 
 
Interest rate swaptions are purchased by the Company to manage the impact of interest rate declines and sharply 
rising interest rates. An interest rate swaption allows the Company the option, but not the obligation, to enter into 
a interest rate swap at a future date with the terms established at the time of the purchase. There are two types of 
interest rate swaptions, payer swaptions and receiver swaptions. A payer swaption allows the holder to enter into 
a swap to pay the fixed rate and receive the floating rate. A receiver swaption allows the holder to enter into a 
swap to receive the fixed rate and pay the floating rate. The Company is trading in both types of swaptions. 
Swaptions require the payment of a premium when purchased. Swaptions are based on a specific underlying 
swap and have an exercise rate and an expiration date. A payer swaption would be exercised if the market swap 
rate is greater than the exercise rate at the expiration date and the value would be the present value of the 
difference between the market swap rate and exercise rate valued as an annuity over the remaining life of the 
underlying swap multiplied by the notional principal. A receiver swaption would be exercised if the market swap 
rate is less than the exercise rate at the expiration date and the value would be the present value of the difference 
between the exercise rate and market swap rate valued as an annuity over the remaining life of the underlying 
swap multiplied by the notional principal. In either case if market swap rates were unfavorable the swaption would 
be allowed to expire. 
 
Equity index options are used by the Company primarily to hedge minimum guarantees embedded in certain 
variable annuity products offered by the Company. To hedge against adverse changes in equity indices, the 
Company enters into contracts to sell the equity index within a limited time at a contracted price. The contracts will 
be net settled in cash based on differentials in the indices at the time of exercise and the strike price. In certain 
instances, the Company may enter into a combination of transactions to hedge adverse changes in equity indices 
within a pre-determined range through the purchase and sale of options.  
 
The Company enters into certain interest rate futures contracts to manage duration within certain total return 
managed portfolios within the general account. Due to the immateriality of the derivatives, the Company chose 
not to elect hedge accounting.  
 
Interest rate futures are used by the Company to manage duration in certain portfolios within the general account 
of the Company. In exchange traded interest rate futures transactions, the Company agrees to purchase or sell a 
specified number of contracts, the value of which is determined by the different classes of interest rate securities, 
and to post variation margin on a daily basis in an amount equal to the difference in the daily fair market values of 
those contracts. The Company enters into exchange-traded futures with regulated futures commission merchants 
that are members of the exchange. Exchange-traded interest rate futures are used primarily to hedge mismatches 
between the duration of the assets in a portfolio and the duration of liabilities supported by those assets, to hedge 
against changes in value of securities the Company owns or anticipates acquiring, and to hedge against changes 
in interest rates on anticipated liability issuances. The value of interest rate futures is substantially impacted by 
changes in interest rates and they can be used to modify or hedge existing interest rate risk. 
 
The Company also enters into certain foreign currency derivative instruments that do not meet hedge accounting 
criteria.  The primary purpose of these hedging activities is to manage the foreign exchange risk inherent in the 
elapsed time between trade processing and trade settlement in its international equity portfolios.  The Company 
uses short-duration spot contracts in its efforts to mitigate this risk. 
 
Foreign currency swaps are used by the Company to offset foreign currency exposure on interest and principal 
payments of fixed maturity securities denominated in a foreign currency. In a foreign currency swap transaction, 
the Company agrees with another party to exchange, at specified intervals, the difference between one currency 
and another at a fixed exchange rate, generally set at inception, calculated by reference to an agreed upon 
principal amount. The principal amount of each currency is exchanged at the inception and termination of the 
currency swap by each party. 
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(8) Derivative Instruments (continued) 

 
Foreign currency forwards are used by the Company to reduce the risk from fluctuations in foreign currency 
exchange rates associated with its assets and liabilities denominated in foreign currencies. In a foreign currency 
forward transaction, the Company agrees with another party to deliver a specified amount of an identified 
currency at a specified future date. The price is agreed upon at the time of the contract and payment for such a 
contract is made in a different currency in the specified future date.  
 

C. The Company holds “To-Be-Announced” (TBA) Government National Mortgage Association forward contracts 
that require the Company to take delivery of a mortgage-backed security at a settlement date in the future.  A 
majority of the TBAs are settled at the first available period allowed under the contract.  However, the deliveries of 
some of the Company’s TBA securities happen at a later date, thus extending the forward contract date.  These 
securities are reported at amortized cost as derivative instruments on the statement of admitted assets. 

 
Freestanding derivatives, excluding TBAs, are carried on the Company’s statutory statements of admitted assets, 
liabilities and capital and surplus within derivative instruments or as liabilities within other liabilities at estimated 
fair value as determined through the use of quoted market prices for exchange-traded derivatives and interest 
rate forwards or through the use of pricing models for over-the-counter derivatives.  Derivative valuations can be 
affected by changes in interest rates, foreign currency exchange rates, financial indices, credit spreads, default 
risk (including the counterparties to the contract), volatility, liquidity and changes in estimates and assumptions 
used in the pricing models. 

 
The Company’s interest rate swaps are contractual agreements to exchange variable and fixed interest rate 
payments with a counterparty at specified intervals based on agreed upon notional principal amounts. The 
Company’s futures contracts are exchange traded. Collateral requirements are satisfied by deposit of a U.S. 
Treasury security.  Net cash settlement of future variation margins occur daily. All derivative instruments are 
carried at fair value. Changes in fair value of derivative investments that do not qualify as a hedge are recorded 
as unrealized capital gains (losses). Changes in fair value of derivative instruments that qualify for hedge 
accounting are recorded as other income.  Interest generated by derivative instruments is accrued.  Gains and 
losses incurred due to the termination, sale or maturity of a contract are recorded as realized capital gains 
(losses).   

 
D. Changes in fair values of derivative instruments that did not qualify for hedge accounting resulted in an unrealized 

loss of $4,151,000 as of December 31, 2012. 
 
E. Not applicable 
 
F. Not applicalbe 

 
(9) Income Taxes 
 

A. The components of the net deferred tax asset (liability) are as follows: 
1. Current Year 

Ordinary 
Current Year 

Capital 
Current Year 

Total 
Prior Year 
Ordinary 

Prior Year   
Capital 

Prior Year 
Total 

       
a) Total of gross deferred tax assets(DTA)  
 $  295,066,673 $  43,836,748 $ 338,903,421 $  292,442,438 $  38,531,994 $ 330,974,432 

b) Valuation allowance adjustment $                     - $                    - $                     - $                     - $                   - $                    - 
c) Adjusted gross DTA $  295,066,673 $  43,836,748 $ 338,903,421 $  292,442,438 $  38,531,994 $ 330,974,432 

d) Deferred tax assets nonadmitted (DTA) $   30,806,354 $                    - $   30,806,354 $   31,897,159    $                   - $   31,897,159     

e) Subtotal net admitted DTA $  264,260,319 $  43,836,748 $ 308,097,067 $ 260,545,279   $  38,531,994 $ 299,077,273 

f) Deferred tax liabilities (DTL) $  105,829,974 $  53,608,308 $ 159,438,282 $ 106,359,532    $   41,663,823 $ 148,023,355     

g) Net admitted DTA / (DTL) $  158,430,345 $  (9,771,560) $ 148,658,785 $ 154,185,747   $   (3,131,829) $ 151,053,918 

 

 Change Ordinary Change Capital Change Total 
    
a) Total of gross deferred tax assets(DTA)  
     

$     2,624,235 $       5,304,754 $     7,928,989 

b) Valuation allowance adjustment $                     - $                     - $                   - 
c) Adjusted gross DTA $     2,624,235 $       5,304,754 $     7,928,989 

d) Deferred tax assets nonadmitted (DTA) $   (1,090,805)   $                     - $    (1,090,805) 

e) Subtotal net admitted DTA $     3,715,040   $      5,304,754 $     9,019,794 

f) Deferred tax liabilities (DTL) $       (529,558)     $    11,944,485 $   11,414,927 

g) Net admitted DTA / (DTL) $     4,244,598   $     (6,639,731) $    (2,395,133) 
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(9) Income Taxes (continued) 
 
2.   Admission calculation components SSAP 101 

 Current Year 
Ordinary 

Current Year 
Capital 

Current Year 
Total 

Prior Year 
Ordinary 

Prior Year   
Capital 

Prior Year 
Total 

a) Federal income taxes paid in prior years 
recoverable through loss carrybacks 
 

$ 106,145,581 $  34,540,926 $ 140,686,507 $  92,729,543 $  32,967,682 $ 125,697,225 

b) Adjusted gross deferred tax assets expected to be 
realized (excluding the amount of deferred tax assets 
from 2(a) above) after application of the threshold 
limitation. (the lesser of 2(b) 1 and 2(b) 2 below) 

$     7,972,277 $                   - $     7,972,277 $  25,356,695   $                    - $  25,356,695   

   1. Adjusted gross DTA expected to be realized 
      following the balance sheet date $     7,972,277 $                   - $     7,972,277 $  25,356,695   $                    - $  25,356,695   

   2. Adjusted gross DTA allowed per limitation 
       threshold                      -                      - $ 302,406,009                      -                       - $ 281,125,941   

c) Adjusted gross DTA (excluding the amount of 
deferred tax assets from 2(a) and 2(b) above) offset 
by gross DTL 

$ 150,142,461 $    9,295,822 $ 159,438,283 $ 142,459,043 $   5,564,312 $148,023,355   

d. Deferred tax assets admitted as the result of 
application of SSAP No. 101. Total (2(a)+2(c)) $ 264,260,319 $  43,836,748 $ 308,097,067 $ 260,545,281 $  38,531,994 $ 299,077,275   

 
 Change 

Ordinary 
Change 
Capital 

Change 
Total 

a) Federal income taxes paid in prior years 
recoverable through loss carrybacks 
 

$  13,416,038 $   1,573,244 $  14,989,282 

b) Adjusted gross deferred tax assets expected to be 
realized (excluding the amount of deferred tax assets 
from 2(a) above) after application of the threshold 
limitation. (the lesser of 2(b) 1 and 2(b) 2 below) 

$  (17,384,418) $                   - $  (17,384,418) 

   1. Adjusted gross DTA expected to be realized 
      following the balance sheet date 

$  (17,384,418) $                   - $  (17,384,418) 

   2. Adjusted gross DTA allowed per limitation 
       threshold 

                     -                      - $   21,280,068 

c) Adjusted gross DTA (excluding the amount of 
deferred tax assets from 2(a) and 2(b) above) offset 
by gross DTL 

$     7,683,418 $    3,731,510 $   11,414,927 

d. Deferred tax assets admitted as the result of 
application of SSAP No. 101. Total (2(a)+2(c)) 

$      3,715,038 $    5,304,754 $     9,019,792 

 
3.   

 2012 2011 
Ratio percentage used to determine recovery period 
and threshold limitation amount. 
 

947% 966% 

Amount of adjusted capital and surplus used to 
determine recovery period and threshold limitation in 
2(b)2 above. 

$     2,014,470,623 $         1,874,172,937 

 
4.   Impact of tax planning strategies 

 Current Year 
Ordinary % 

Current Year 
Capital % 

Current Year 
Total % 

Prior Year 
Ordinary % 

Prior Year   
Capital % 

Prior Year 
Total % 

Adjusted gross DTAs (% if total adjusted gross 
DTAs) 
 

0% 0% 0% 0% 0% 0% 

Net admitted adjusted gross DTAs (% of total net 
admitted adjusted gross DTAs) 0% 3% 3% 0% 1% 1% 

 
 

 Change 
Ordinary % 

Change 
Capital % 

Change 
Total % 

Adjusted gross DTAs (% if total adjusted gross 
DTAs) 
 

0% 0% 0% 

Net admitted adjusted gross DTAs (% of total net 
admitted adjusted gross DTAs) 

0% -2% -2% 

 
The Company did not use any reinsurance tax planning strategies. 

 
B. Deferred tax liabilities are not recognized for the following amounts:  NONE 

 
C. The provisions for incurred taxes on earnings for the current year and the prior year-end are: 

 
1. 
   

 Current Year  Prior Year  Change  
a. Current income tax: Federal 
 

$   43,517,900 $   35,203,574  $    8,314,325 

b. Foreign $                   - $                   -  $                 - 
c. Subtotal $   43,517,900 $   35,203,574  $    8,314,325 
d. Federal income tax on net capital gains $   27,568,907 $   12,645,330  $  14,923,577 
e. Utilization of capital loss carry-forwards $                    - $                    -  $                   - 
f. Other $   (4,648,855) $   (4,805,495)  $       156,640 
g. Federal and foreign income taxes incurred $   66,437,951 $   43,043,409  $   23,394,542 
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(9) Income Taxes (continued) 

 
 The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax  
           liabilities are as follows: 
 

2. Deferred tax assets 
 
a.  Ordinary 
 Current Year  Prior Year  Change  

1. Discounting of unpaid losses 
 $         511,748 $         583,811  $         (72,063) 

2. Unearned premium reserve $      1,917,625 $      1,993,922  $         (76,297) 
3. Policyholder reserves $    57,378,027 $    60,750,910  $    (3,372,883) 

4. Investment $         273,512 $      1,157,004  $       (883,492) 
5. Deferred acquisition costs $  163,820,964 $  148,922,629  $   14,898,335 

6. Policyholder dividends accrual $      4,122,889 $      7,631,090  $    (3,508,201) 

7. Fixed assets $                    - $                    -     $                     - 

8. Compensation and benefits accrual $    12,082,450 $    10,595,634  $      1,486,816 

9. Pension accrual $      3,459,976 $      2,745,619  $         714,357 

10.Receivable – nonadmitted $    40,629,210 $    41,552,838  $       (923,628) 

11.Net operating loss carry-forward $                    - $                    -     $                     - 

12.Tax credit carry-forward $                    - $                    -     $                     - 

13.Other (including items <5% if total ordinary 
      tax assets) $    10,870,272 $    16,508,981  $    (5,638,709) 

99. Subtotal $  295,066,673 $  292,442,438  $      2,624,235 

b. Statutory valuation allowance adjustment $                    - $                    -     $                     - 
c. Nonadmitted $    30,806,354 $    31,897,159  $     (1,090,805) 

d. Admitted ordinary deferred tax assets 
    (2a99-2b-2c) $  264,260,319 $  260,545,279  $       3,715,040 

 
e.  Capital 
 

   

1. Investment 
 $    43,836,748 $    38,531,994  $       5,304,754 

2. Net capital  loss carry-forward $                    - $                    -  $                      - 
3. Real estate $                    - $                    -  $                      - 

4. Other (including items <5% of total ordinary 
    tax assets) 

$                    - $                    -  $                      - 

99. Subtotal 
 $    43,836,748 $    38,531,994  $       5,304,754 

f. Statutory valuation allowance adjustment $                    - $                    -     $                     - 

g. Nonadmitted $                    - $                    -     $                     - 

h. Admitted ordinary deferred tax assets  
   (2e99-2f-2g) $    43,836,748 $    38,531,994  $       5,304,754 

i. Admitted deferred tax assets (2d+2h) $  308,097,067 $  299,077,273  $       9,019,794 
 
 

3. Deferred tax liabilities 
 
a.  Ordinary 
 Current Year  Prior Year  Change  

1. Investment 
 $    13,817,412 $      8,341,723  $     5,475,689 

2. Fixed assets $      5,584,064 $      5,579,492  $            4,572 
3. Deferred and uncollected premium $    47,277,526 $    46,594,718  $        682,808 

4. Policyholder reserves $    23,397,374 $     27,986,946  $   (4,589,572) 
5. Other (including items <5% of total ordinary 
    tax assets) $    15,753,599 $     17,856,654  $   (2,103,055) 

99. Subtotal $  105,829,974 $  106,359,532  $       (529,558) 
 

b.  Capital 
    

1. Investment 
 $    53,608,308 $    41,663,823  $      11,944,485 

2. Real estate $                    - $                    -  $                      - 
3. Other (including items <5% of total ordinary 
    tax assets) 

$                    - $                    -  $                      - 

99. Subtotal 
 $    53,608,308 $    41,663,823  $      11,944,485 

c. Deferred tax liabilities (3a99+3b99) $  159,438,282 $  148,023,355  $      11,414,927 

4. Net deferred tax assets/liabilities (2i-3c) $  148,658,785 $  151,053,918  $       (2,395,133) 
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(9) Income Taxes (continued) 

 
D. The change in the net deferred income taxes is comprised of the following:      

 
 Current Year  Prior Year  Change 

Total deferred tax assets (DTA) $     338,903,421  $      330,974,432  $   7,928,989 

Total deferred tax liabilities (DTL) $     159,438,282  $      148,023,355  $ 11,414,927 

Net DTA (liability) $     179,465,139  $      182,951,077  $ (3,485,938) 

   Tax effect of DTL/DTA on unrealized capital gains/losses     $ 12,264,621 

   Tax effect of DTA on Min Pension Liability     $     (714,358) 

Change in net DTA as reported in surplus     $   8,064,325 

   Tax effect of statutory reserve surplus adjustment on DTA     $                  - 

Change in net deferred income tax asset     $   8,064,325 

 
  The provision for federal income taxes incurred is different from that which would be obtained by applying the 

statutory federal income tax rate to income before income taxes. The significant items causing this difference are 
as follows:  

 
 Current Year  Prior Year 

Provision computed at statutory rate $       76,759,550  $      64,930,011 

     IMR amortization $                        -  $       (2,737,941) 

     Investment income $                        -  $     (14,019,132) 

     Tax credits $        (4,122,356)  $       (4,710,549) 

     Nonadmitted assets $            923,629  $       (6,664,543) 

     Expense adjustments, other $     (15,187,196)  $          (966,561) 

     Total tax $       58,373,626  $      35,831,285 

Total statutory tax expense $       38,869,044  $      30,398,079 

Tax on capital gains/losses $       27,568,907  $      12,645,330 

Change in net deferred income taxes $        (8,064,325)  $       (7,212,124) 

Total statutory income taxes $       58,373,626  $      35,831,285 

       
      The Company adopted SSAP 101, a replacement of SSAP No.10R, effective 01/01/12. The 12/31/12 and 

12/31/11 balances and related disclosures are calculated and presented pursuant to SSAP 101. 
E.   

             As of December 31, 2012, the Company had no net operating loss carryforwards nor tax credit carryforwards. 
          
            Total income taxes incurred in the current and prior years of $186,625,400 are available for recovery in the  
               event of future net losses.  

 
            The aggregate amount of deposits reported as admitted assets under Section 6603 of the Internal Revenue 

 Service (IRS) Code was $0 as of December 31, 2012. 
 
The Company believes it is reasonably possible that the liability related to any federal or foreign tax loss 
contingencies may significantly increase within the next 12 months. However, an estimate of the reasonably 
possible increase cannot be made at this time. 
 

 F.   
     The Company files a consolidated life/non-life federal income tax return with Minnesota Mutual Companies, Inc.,  
        the Company’s ultimate parent.  Entities included in the consolidated return include: Securian Holding Company,  
        Capital City Property Management, Inc., Robert Street Property Management, Inc., Securian Financial Group,  
        Inc., Securian Casualty Company, Securian Financial Network, Inc., Securian Ventures, Inc., Securian Financial  
        Services, Inc., Securian Trust Company, Advantus Capital Management, Inc., CNL Financial Corporation, CNL  
        Resource Marketing Corporation, CNL Insurance America, Inc., Cherokee National Life Insurance Company, H. 
        Beck, Inc., CFG Insurance Services, Inc., Capital Financial Group, Inc., Ochs Inc., and Minnesota Life Insurance 
        Company and its subsidiaries.  Minnesota Life’s subsidiaries include Securian Life Insurance Company, Personal 
        Finance Company LLC, Allied Solutions LLC, and Enterprise Holding Corporation and subsidiaries. 
 

             The method of allocation between companies is subject to written agreement, approved by an officer of the  
              Company. Under the agreement, the Company computes federal income taxes on a separate return basis, and  
              benefit is given for operating losses and credits as utilized to reduce consolidated federal income taxes. 
              Intercompany tax balances are settled annually when the tax return is filed with the Internal Revenue Service. 
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(10) Information Concerning Parent, Subsidiaries and Affiliates 

 
A. The Company is a wholly-owned life insurance company of Securian Financial Group, Inc. (SFG).  SFG is an 

intermediate stock holding company held by the mutual holding company, Minnesota Mutual Companies, Inc.  
 
B. Not applicable 
 
C. The Company issues long and short term senior notes to a subsidiary, Personal Finance Company LLC. These 

notes bear interest at the London Interbank Offered Rate (LIBOR) plus a range of 235 to 285 basis points. The 
short and long term notes receivable were $97,200,000 and $97,600,000 as of December 31, 2012 and 2011, 
respectively.  

 
D. The Company has agreements with its affiliates for expenses including allocations for occupancy cost, data 

processing, compensation, advertising and promotion, and other administrative expenses, in which the Company 
incurs on behalf of its affiliates.  At December 31, 2012 and 2011, the amount payable to the Company was 
$16,237,000 and $14,101,000, respectively.  The amount of expenses incurred by and reimbursed to the 
Company for the years ended December 31, 2012 and 2011 were $77,603,000 and $69,782,000, respectively.  
Settlements are made quarterly. 

 
E. Not applicable 
 
F.  The Company contracts with its affiliate, Advantus Capital Management, Inc. (Advantus), for advisory services 

performed in managing the Company’s general and separate account asset portfolios.  Under these agreements 
the Company pays quarterly investment management fees based on total assets managed. Amounts paid under 
these advisory agreements were $17,041,000 and $ 15,281,000 in 2012 and 2011, respectively.  As of  
December 31, 2012 and 2011, the amount due to Advantus under these agreements was $7,038,000 and 
$6,402,000, respectively. 
 
The Company also has agreements with Securian Financial Services, Inc. (SFS), an affiliated broker-dealer.  
Under one agreement, SFS is the distributor of the Company’s variable annuity and variable life products. Fees 
paid to SFS for performing compliance functions for these variable products issued by the Company totaled 
$975,000 and $971,000 for the years ended December 31, 2012 and 2011, respectively.  
 
Under a second agreement, SFS receives 12(b)-1 fees from the various portfolios and transfers them to the 
Company. For the years ended December 31, 2012 and 2011, the amounts transferred were $10,272,000 and 
$10,501,000, respectively. 
 

 The Company holds a group variable universal life policy sold to SFG.  The Company received premiums of 
$2,000,000 and $2,000,000 in 2012 and 2011, respectively.  No claims were paid during 2012 and 2011, 
respectively.  As of December 31, 2012 and 2011, reserves held under this policy were $25,662,000 and 
$21,388,000, respectively. 

 
Allied Solutions, LLC provides its customers with certain insurance coverage that is underwritten by the Company. 
The Company paid commissions related to these policies in the amount of $9,929,000 and $10,458,000 in 2012 
and 2011, respectively. 

 
CRI Securities, LLC, an affiliate broker-dealer, received commission payments from the Company for certain 
variable life products sold by registered representatives in the amount of $5,106,000 and $5,048,000 in 2012 and 
2011, respectively.  
 
Personal Finance Company LLC, provides its customers with certain insurance coverage that is underwritten by 
the Company. The Company paid commissions related to these policies in the amount of $466,000 and $882,000 
in 2012 and 2011 respectively.  

 
G. Not applicable  
 
H. Not applicable 
 
I. Not applicable 
 
J. Not applicable 
 
K. Not applicable 

 
L. Not applicable 

 
(11) Debt 

 
            Not applicable  
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(12) Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other   
       Postretirement Benefit Plans  

 
   A.  The Company has a non-qualified non-contributory defined benefit retirement plan covering certain agents. 

Benefits are based upon years of participation and the agent’s adjusted annual compensation.  
 

The Company also has a postretirement plan that provides certain health care and life insurance benefits to 
retired agents. Eligibility is determined by age at retirement and years of service. Health care premiums are 
shared with retirees, and other cost-sharing features include deductibles and co-payments.  

 
 The change in benefit obligation and plan assets for the Company’s plans as of December 31 was calculated as 

             follows: 
 

  Pension Benefits  Other Benefits 
 2012  2011  2012  2011 
in thousands        
1. Change in benefit obligation:        
    a. Benefit obligation at beginning of year $   (41,765)    $   (37,768)    $  (6,380)  $    (5,716) 
    b. Service cost         (845)             (674)            (331)           (266) 
    c. Interest cost      (1,930)          (2,144)            (239)           (287) 
    d. Contribution by plan participants               -                -               -                - 
    e. Actuarial gain (loss)        (2,393)         (3,120)             99       (560) 
    f. Foreign currency exchange rate changes        
    g. Benefits paid         1,882             1,941              383            449 
    h. Plan amendments                -                 -                -                 - 
    i.  Business combinations, divestitures, 
       curtailments, settlements and special 
       termination benefits 

               -                 -                -                 - 

    j. Benefit obligation at end of year $  (45,051)  $  (41,765)  $  (6,468)  $    (6,380) 
 

2. Change in plan assets:        
   a. Fair value of plan assets at beginning of 
       year 

$    36,275 
 

$    34,744 
 

$            - 
 

$            - 

   b. Actual return on plan assets      1,590        1,522                -                 -  
   c. Foreign currency exchange rate changes               -                -                -                - 
   d. Employer contribution       1,892        1,950           383            449 
   e. Plan participants’ contributions               -                -                -                - 
   f.  Benefits paid      (1,882)       (1,941)          (383)          (449)  
   g. Business combinations, divestitures and  
       settlements 

              -                -                -                - 

   h. Fair value of plan assets at end of year $    37,875   $    36,275   $             -  $               - 
 

3. Funded status:        
    a. Unamortized prior service cost $            -  $            -  $    1,944  $      2,146 
    b. Unrecognized net actuarial gain or (loss)      (9,886)        (7,844)        1,557            1,521      
    c. Remaining net obligation or net asset 
        at initial date of application                -  

 
               -  

 
               -  

 
               -  

    d. Prepaid assets or accrued liabilities      (7,176)        (5,490)       (9,969)       (10,047) 
    e. Intangible asset                -                  -                  -                  -  
        
4. Accumulated benefit obligation for vested 
    employees and partially vested employees 
    to the extent vested        

$ (45,051)  $  (41,765)  $   (6,468)  $     (6,380) 

5. Benefit obligation for non-vested  
    employees 

                 
 

                
 

               
 

                 

   a. Projected benefit obligation $     (539)  $       (498)  $   (1,631)  $     (1,916) 

   b. Accumulated benefit obligation $     (539)  $       (498)  $   (1,631)  $     (1,916) 

        

6. Components of net periodic benefit cost                                                                       
   a. Service cost $       845  $        674  $       331  $         266  

   b. Interest cost     1,930      2,144        239         287 

   c. Expected return on plan assets     (1,632)        (1,650)                   -                - 

   d. Amortization of unrecognized transition  
       obligation or transition asset 

             -                 -             -                -       

   e. Amount recognized gains and losses      394           104               (63)             (85)     

   f. Amount of prior service cost recognized              -               -         (202)           (202)     

   g. Amount of gain or loss recognized due to 
       a settlement or curtailment 

             -               -               -                  - 

   h. Total net periodic benefit cost $     1,537     $     1,272     $         305    $         266    
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(12) Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other   
       Postretirement Benefit Plans (continued) 
 

7. $(1,686) and $3,144 arising from a change in the additional minimum pension liability recognized included is  
    included in unassigned funds as of December 31, 2012 and December 31, 2011, respectively. 

 
 2012  2011 
8. Weighted average assumptions used to determine net 
    periodic benefit costs as of December 31:  

   

    a. Weighted-average discount rate 4.12%  5.21% 
    b. Expected long-term rate of return on plan assets 4.50%  4.75% 
    c. Rate of compensation increase XXX  N/A 
    
    Weighted average assumptions used to determine projected  
    benefit obligations as of December 31: 

  
 

    d. Weighted-average discount rate 3.62%  4.12% 
    e. Rate of compensation increase XXX  N/A 

 
  For measurement purposes, for retirees not yet age 65, an 8.0 percent annual rate of increase in the per capita  
  cost of covered health care benefits was assumed for 2013. The rate was assumed to decrease gradually to      
  5.0 percent for 2019 and remain at that level thereafter.  For retirees age 65 and above, a 6.0 percent annual    
  rate of increase in the per capita cost of covered health care benefits was assumed for 2013. The rate was  
  assumed to decrease gradually to 5.0 percent for 2015 and remain at that level thereafter. 

 
9.  A measurement date of December 31, 2012 was used to determine the above. 
 

      10. Assumed health care cost trend rates have a significant effect on the amounts reported for the health care plans.  
           A one-percentage-point change in assumed health care cost trend rates would have the following effects:  
 

  
in thousands 

1 Percentage 
Point Increase 

 1 Percentage 
Point Decrease 

a. Effect on total service and interest cost components $           12   $           (11) 
b. Effect of postretirement benefit obligation $           60   $           (56) 
    

 
     11. The defined benefit pension plans asset allocation as of the measurement date December 31, 2012, and the 
           target asset allocation, presented as a percentage of total plan asset were as follows: 
 

 2012 2011 Target Allocation 
a. Debt securities   0%   0%    0%  
b. Equity securities   0%   0%    0%  
c. Real Estate   0%   0%    0%  
d. Other 100% 100% 100%    
e. Total 100% 100%  
 
Generally, the investment objective of the non-contributory defined benefit plans is to limit volatility of returns. 
 
Historical rates of return for individual asset classes and future estimated returns are used to develop expected rates 
of return. These rates of return are applied to the plan’s investment policy to determine a range of expected returns. 
The expected long-term rate of return on plan assets is selected from this range.  
 

    12. The following estimated future payments, which reflect expected future service, as appropriate, are expected to be  
          paid in the years indicated (in thousands): 

  
a. 2013 $          2,865 
b. 2014 $          2,925 
c. 2015 $          2,925 
d. 2016 $          2,949 
e. 2017 $          2,906 
f. Thereafter Total  $        14,568    

  
13. In 2013, the Company expects to contribute to its non-contributory defined benefit plans and postretirement plan   
      at least the amount to cover benefit payments as they come due under the plans. 
  
B. Defined Contribution Plan 
    
 The Company also has a profit sharing plan covering substantially all agents. Effective January 1, 2012, the 

Company’s contribution is made as a certain percentage based on voluntary contribution rate and applied to each 
eligible agent’s annual contribution. Prior to January 1, 2012, the Company’s contribution to the agent plan is made 
as a certain percentage, based upon years of service, applied to each agent’s total annual compensation. The 
Company recognized contributions to the plan during 2012 and 2011 of $1,440,000 and $1,039,000, respectively. 

 
 Prior to December 31, 2010, the Company also had a profit sharing plan covering substantially all employees. The 

Company’s contribution rate to the employee plan was determined annually by the directors of the Company and 
was applied to each participant’s prior year earnings. The Company recognized contributions to the plan during 
2010 of $9,242,000. On December 31, 2010, the Company transferred sponsorship of this plan to SFG. 
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(12) Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other   
       Postretirement Benefit Plans (continued) 
  

C. Multiemployer Plans 
 
    Not applicable 
 

      D. Consolidated/Holding Company Plans 
 
    Not applicable 

    
      F. Impact of Medicare Modernization Act on Postretirement Benefits (INT 04-17)  

 
          Not applicable 

 
(13) Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations 

 
1. The Company has 5,000,000 shares of $1 par value common stock authorized, issued and outstanding. 
 
2. The Company has no preferred stock outstanding. 
 
3.  Dividend payments by the Company to its parent cannot exceed the greater of 10% of statutory capital and 

surplus or the statutory net gain from operations as of the preceding year-end, as well as the timing and amount 
of dividends paid in the preceding 12 months, without prior approval from the Minnesota Department of 
Commerce. Based on these limitations and 2012 statutory results, the maximum amount available for the 
payment of dividends after January 1, 2013 by the Company without prior regulatory approval is $218,183,000.  

 
4. Within the limitations of (3) above, there are no other restrictions placed on the portion of Company profits that 

may be paid as ordinary dividends to shareholders.  
 
5. Not applicable 
 
6. Not applicable 
 
7. Not applicable 

 
8. Not applicable 
 
9. Not applicable 

 
10. The portion of unassigned funds (surplus) represented or reduced by cumulative unrealized gains and losses is 

$213,574,000. 
  
11. Surplus Notes: 

 
Date issued September 15,  1995 
Interest rate 8.25% 
Amount of notes $118,000,000 
Carrying value      $118,000,000 
Interest paid current year $10,404,533 
Total interest paid $178,675,381 
Accrued interest $2,859,427 
Date of maturity September 15,  2025 

 
In September 1995, the Company issued surplus notes with a face value of $125,000,000, at 8.25%, due in 
September 2025.  The surplus notes were issued pursuant to Rule 144A under the Securities Act of 1993, and 
are administered by the Company as registrar/paying agent.  The surplus notes are reported in the Company’s 
surplus at a statement value of $118,000,000.  The surplus notes are subordinate to all current and future 
policyholders interests, including claims, and indebtedness of the Company.  All payments of interest and 
principal on the notes are subject to the approval of the Minnesota Department of Commerce.  During 2012, the 
Company retired $2,000,000 of its outstanding surplus notes.  The Company paid a market premium of $622,440 
in order to retire the surplus notes. 

 
12. Not applicable 
 
13. Not applicable 

 
(14) Contingencies 

 
A. Contingent Commitments 

 
1. The Company has long-term commitments to fund alternative investments and real estate investments 

totaling $279,149,000 as of December 31, 2012. The Company estimates that $112,000,000 of these 
commitments will be invested in 2013, with the remaining $167,149,000 invested over the next four years. 
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(14) Contingencies (continued) 

 
2. Guarantees outstanding as of December 31, 2012: 
 
                               1 
 
 
 
Nature and circumstances of 
guarantee and key attributes, 
including date and duration of 
agreement 

2 
 
 
 

Liability 
recognition 
of 
guarantee 

               3 
 
Ultimate financial 
statement impact 
if action under the 
guarantee is 
required 

                   4 
Maximum potential 
amount of future 
payments 
(undiscounted) the 
guarantor could be 
required to make under 
guarantee 

                    5 
 
Current status of 
payment or performance 
risk of guarantee. Also 
provide additional 
discussion as 
warranted. 

 
Lease Guarantees for Agents  
Guarantee of Promissory Notes to 
Agents  

 
      -         

            - 
   
 

 
Other liabilities 
Other liabilities 
 
 
 

 
         $      201,119           

$      800,016 
 
 

 
Performing 
Performing 

Total      -           $   1,001,135  
 
             3.  
 

a. Aggregate Maximum Potential of Future Payments of All Guarantees  
   (Undiscounted) the guarantor could   be required to make under  
    guarantees.  

 
 

         $   1,001,135 
b. Current liability recognized in financial statements:  
     1. Noncontingent Liabilities                     - 
     2. Contingent Liabilities                     - 
c. Ultimate financial statement impact if action under guarantee is  
    required. 

                    - 

     1. Investment in SCA                     - 
     2. Joint venture                     - 
     3. Dividends to stockholders (capital contribution)                     - 
     4. Expense          $   1,001,135 
     5. Other                     - 
     6. Total           $   1,001,135 

 
 

B. The Company is contingently liable under state regulatory requirements for possible assessments pertaining to 
future insolvencies and impairments of unaffiliated insurance companies.  The Company records a liability for 
future guaranty fund assessments based upon known insolvencies, according to data received from the National 
Organization of Life and Health Insurance Guaranty Association.  At December 31, 2012 and 2011 the amount 
was immaterial to the statutory financial statements.  An asset is recorded for the amount of guaranty fund 
assessments paid, which can be recovered through premium tax credits.  This asset was $2,267,000 and 
$2,394,000 as of December 31, 2012 and 2011, respectively.  These assets are being amortized over a five-year 
period. 

 
C. Not applicable 

 
D. The Company is involved in various pending or threatened legal proceedings arising out of the normal course of 

business. In the opinion of management, the ultimate resolution of such litigation will likely not have a material 
adverse effect on operations or the financial position of the Company. 

 
E. In the normal course of business, the Company seeks to limit its exposure to loss on any single insured and to 

recover a portion of benefits paid by ceding reinsurance to other insurance companies (reinsurers). To the extent 
that a reinsurer is unable to meet its obligations under the reinsurance agreement, the Company remains liable. 
The Company evaluates the financial condition of its reinsurers and monitors concentrations of credit risk to 
minimize its exposure to significant losses from reinsurer insolvencies. Allowances are established for amounts 
deemed uncollectible.   

 
 The Company holds TBA securities with extended forward contract dates which represent a future commitment. 

As of December 31, 2012 and 2011, these securities were reported at $48,160,000 and $30,291,000, 
respectively. 

  
 As of December 31, 2012, the Company had committed to purchase mortgage loans totaling $70,855,000 but had 

not completed the purchase transactions. 
 
 As of December 31, 2012, the Company had committed to purchase corporate bonds totaling $23,188,000 but 

had not completed the purchase transactions. 
 
 At December 31, 2012, the Company had guaranteed the payment of $55,000,000 of policyholder dividends  and 

discretionary amounts payable in 2013. The Company has pledged bonds, valued at $61,246,000 to secure this 
guarantee. Pursuant to the Escrow Trust Account Agreement dated December 13, 1991 between the Company 
and Wells Fargo Bank, N.A., the Company pays irrevocable dividends to certain policyholders of the Company. 
Policyholders may choose the form in which the irrevocable dividend is applied, which include the cash payment 
of the dividend to the policyholder, using the dividend to purchase additional coverage or to increase the cash 
value of the policy. The policyholders covered by the Escrow Trust Account Agreement primarily includes owners 
of certain individual life insurance policies issued by the Company, but does not include all of the dividend-paying 
insurance policies issued by the Company. 
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(14) Contingencies (continued) 

  
The Company has a 100% coinsurance agreement for its individual disability line within its Individual Financial 
Security business unit. Under the terms of this agreement, assets supporting the reserves transferred to the 
reinsurer are held under a trust agreement for the benefit of the Company in the event that the reinsurer is unable 
to perform its obligations. At December 31, 2012 and 2011, the assets held in trust were $582,178,000 and 
$599,410,000, respectively. These assets are not reflected in the accompanying statement of admitted assets, 
liabilities and capital and surplus. 

 
 In connection with the dissolution of MIMLIC Life Insurance Company, the Company has agreed to guarantee all 

obligations and liabilities of MIMLIC Life Insurance Company that arise in the normal course of business.  
Management does not consider an accrual necessary relating to this guarantee. 

 
In connection with the sale of a subsidiary company in 1997, the Company has guaranteed the adequacy of claim 
reserves transferred under the agreement for a period of 10 years subsequent to the date of transfer.  To the 
extent that these reserves were over or under provided for, an exchange of the difference is required by the 
agreement.  In 2008, the Company amended the agreement to extend the reserve guarantee by an additional 10 
years to December 31, 2017, at which point a settlement payment/receipt will be determined.  The Company 
expects the settlement of this agreement to be immaterial to its financial position. 

 
(15) Leases 

 
A. The Company has a long-term lease agreement with an affiliated company, Capitol City Property Management, 

Inc., for rental space in downtown St. Paul, MN. Minimum gross rental commitments under such leases are as 
follows: 2013, $11,267,000; 2014, $11,267,000; 2015, $11,267,000; 2016, $11,267,000; 2017, $11,267,000. The 
Company sub-leases space in downtown St. Paul, MN. Commitments to the Company from these agreements 
are as follows: 2013, $719,000; 2014, $687,000; 2015, $656,000; 2016, $399,000; 2017, $268,000. Lease 
expense net of sub-lease income for the years ended December 31, 2012 and December 31, 2011 was 
$8,731,000 and $8,649,000, respectively. 

 
      The Company is not involved in any material sale-leaseback transactions.  
 
B. Not applicable  

 
(16) Information About Financial Instruments With Off-Balance Sheet Risk And Financial Instruments With 

Concentrations of Credit Risk 
 

Certain financial instruments, consisting primarily of cash and short-term investments, potentially subject the 
Company to concentrations of credit risk. The Company places its cash and short-term investments with high quality 
financial institutions and limits the amount of credit exposure with any one institution.  
 
Investment policy limits investments in individual financial institutional funds to 3% of admitted statutory assets. 
Limits as to the amount of exposure to any one financial institution are also governed by investment policy. 
 
As of December 31, 2012, the Company had $137,146,000 invested in its affiliate, Personal Finance Company LLC, 
along with long-term debt of $75,200,000 and short-term debt of $22,000,000. As of December 31, 2011, the 
Company had $119,589,000 invested in its affiliate, Personal Finance Company LLC, along with long-term debt of 
$75,600,000 and short-term debt of $22,000,000.  In addition, the Company held investments in another affiliate, 
Allied Solutions, LLC, of $66,825,000 and $59,912,000 on December 31, 2012 and 2011, respectively. This asset 
was nonadmitted under statutory guidelines. 

 
Equity security diversification is obtained through the use of style diversification and through limiting exposure to a 
single issuer. Private equity investment diversification is achieved by dividing the portfolio between direct venture 
company funds, mezzanine debt funds and hedge and other types of private equity instruments. In addition, this 
portfolio is managed by diversifying industry sectors to limit exposure to any one type of fund. 

 
Concentration of credit risk with respect to mortgages, bonds, and other invested assets are limited because of the 
diverse geographical base and industries of the underlying issuers. This diversity is an integral component of the 
portfolio management process.  

 
     1. The table below summarizes the notional amount of the Company’s financial instruments with off-balance sheet risk: 
  

 Assets Liabilities 
 2012 2011 2012 2011 

a. Swaps $    368,500,000 $    118,500,000       $                 -       $                 - 
b. Futures $    793,069,000 $    618,103,000       $                 -       $                 - 
c. Options $ 1,327,897,000 $    574,365,000    $  957,643,000       $  515,474,000 
d. Floor $    160,000,000 $    160,000,000       $                 -       $                 - 
e. Caps $    100,000,000 $                      -          $                 -       $                 - 
f. Total  $ 2,749,466,000 $ 1,470,968,000    $  957,643,000       $  515,474,000 

     
2.  Interest rate swaps are used by the Company primarily to reduce market risks from changes in interest rates and 

to alter interest rate exposure arising from mismatches between assets and liabilities (duration mismatches). In an 
interest rate swap, the Company agrees with another party to exchange, at specified intervals, the difference 
between fixed rate and floating rate interest amounts as calculated by reference to an agreed notional principal 
amount. These transactions are entered into pursuant to master agreements that provide for a single net payment 
to be made by the counterparty at each due date.   
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(16) Information About Financial Instruments With Off-Balance Sheet Risk And Financial Instruments With 

Concentrations of Credit Risk (continued) 
 
  Interest rate futures are used by the Company to manage duration in certain portfolios within the general account 

of the Company. In exchange traded interest rate futures transactions, the Company agrees to purchase or sell a 
specified number of contracts, the value of which is determined by the different classes of interest rate securities, 
and to post variation margin on a daily basis in an amount equal to the difference in the daily fair market values of 
those contracts. The Company enters into exchange-traded futures with regulated futures commission merchants 
that are members of the exchange.  Exchange-traded interest rate futures are used primarily to hedge 
mismatches between the duration of the assets in a portfolio and the duration of liabilities supported by those 
assets, to hedge against changes in value of securities the Company owns or anticipates acquiring, and to hedge 
against changes in interest rates on anticipated liability issuances.  The value of interest rate futures is 
substantially impacted by changes in interest rates and they can be used to modify or hedge existing interest rate 
risk. 

 
 Interest rate floors are purchased by the Company to manage the impact of interest rate declines on overall 

investment performance. An interest rate floor is a series of put options on a specified interest rate. The Company 
enters into contracts to purchase interest rate floors and receives cash payments from the floor writer when the 
market rate is below the specified rate on the maturity date. The difference between the market rate and specified 
rate is then multiplied by the notional principal amount to determine the payment. If the market rate exceeds the 
specified rate on the maturity date, the Company does not receive a payment. 

 
 Foreign currency swaps are used by the Company to offset foreign currency exposure on interest and principal 

payments of fixed maturity securities denominated in a foreign currency.  In a foreign currency swap transaction, 
the Company agrees with another party to exchange, at specified intervals, the difference between one currency 
and another at a fixed exchange rate, generally set at inception, calculated by reference to an agreed upon 
principal amount.  The principal amount of each currency is exchanged at the inception and termination of the 
currency swap by each party. 

 
 Foreign currency forwards are used by the Company to reduce the risk from fluctuations in foreign currency 

exchange rates associated with its assets and liabilities denominated in foreign currencies.  In a foreign currency 
forward transaction, the Company agrees with another party to deliver a specified amount of an identified 
currency at a specified future date. The price is agreed upon at the time of the contract and payment for such a 
contract is made in a different currency in the specified future date. 

 
Equity futures include exchange-traded equity futures as well as VIX futures. VIX futures are used by the 
Company to reduce the variance of its portfolio of equity assets. The VIX is the index of the implied volatility of the 
S&P 500 Index options and represents the expected stock market volatility over the next 30 day period. In 
exchange-traded equity futures transactions, the Company agrees to purchase or sell a specified number  of 
contracts, the value of which is determined by the different classes of equity securities, and to post variation 
margin on a daily basis in an amount equal to the difference in the daily fair market values of those contracts. The 
Company enters into exchange-traded futures with regulated futures commission merchants that are members of 
the exchange. Exchange-traded equity futures are used primarily to hedge liabilities embedded in certain variable 
annuity products and certain equity indexed life products offered by the Company.   
 
Interest rate caps are purchased by the Company to manage the impact of sharply rising interest rates on overall 
investment performance. An interest rate cap is a series of call options on a specified interest rate. The Company 
enters into contracts to purchase interest rate caps and receives cash payments from the cap writer when the 
market rate is above the specified rate on the maturity date. The difference between the market rate and specified 
rate is then multiplied by the notional principal amount to determine the payment. If the market rate is less than 
the specified rate on the maturity date, the Company does not receive a payment. 

 
 Equity index options are used by the Company primarily to hedge minimum guarantees embedded in certain 

variable annuity products offered by the Company.  To hedge against adverse changes in equity indices, the 
Company enters into contracts to sell the equity index within a limited time at a contracted price. The contracts will 
be net settled in cash based on differentials in the indices at the time of exercise and the strike price. In certain 
instances, the Company may enter into a combination of transactions to hedge adverse changes in equity indices 
within a pre-determined range through the purchase and sale of options. 

   
3.  The Company may be exposed to credit-related losses in the event of nonperformance by counterparties to 

derivative financial instruments. Generally, the current credit exposure of the Company’s derivative contracts is 
limited to the positive estimated fair value of derivative contracts at the reporting date after taking into 
consideration the existence of netting agreements and any collateral received pursuant to credit support annexes. 

 
The Company manages its credit risk related to OTC derivatives by entering into transactions with highly rated 
counterparties, maintaining collateral arrangements and through the use of master agreements that provide for a 
single net payment to be made by one counterparty to another at each due date and upon termination. Because 
exchange traded futures are purchased through regulated exchanges, and positions are settled on a daily basis, 
the Company has minimal exposure to credit-related losses in the event of nonperformance by counterparties to 
such derivative instruments. 
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(16) Information About Financial Instruments With Off-Balance Sheet Risk And Financial Instruments With 

Concentrations of Credit Risk (continued) 
 

4.  The Company enters into various collateral arrangements, which require both the pledging and accepting of 
collateral in connection with its derivative instruments.  The Company was not obligated to receive any cash 
collateral at either December 31, 2012 or 2011. 

 
 The Company’s collateral arrangements for its OTC derivatives generally require the counterparty in a net liability 

position, after considering the effect of netting arrangements, to pledge collateral when the fair value of that 
counterparty’s derivatives reaches a pre-determined threshold. The Company does not have any OTC derivatives 
that are in a net liability position, after considering the effect of netting arrangements, as of December 31, 2012 
and therefore, was not required to pledge collateral. 

 
(17) Sale Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 

 
A. Not applicable 
 
B. The Company participates in a securities lending program where it receives collateral assets in exchange for 

loaned securities. When these loan transactions occur, the lending broker provides cash collateral equivalent to 
102% to 105% of the market value of the loaned securities.  This collateral is deposited with a lending agent who 
invests the collateral on behalf of the Company. The amount of securities loaned as of December 31, 2012 and 
December 31, 2011 was $49,340,000 and $70,853,000, respectively. As of December 31, 2012 and 2011, the 
book value of collateral associated with securities lending was $55,408,000 and $75,438,000, respectively.  As of  
December 31, 2012 and 2011, the fair market value of the reinvested collateral associated with securities lending 
was $28,241,000 and $43,892,000, respectively. 

 
The Company’s separate accounts do not engage in securities lending.   

 
C. Not applicable 

 
(18) Gain or Loss to the Reporting Entity from Uninsured A&H Plans and the Uninsured Portion of Partially    
       Insured Plans 

 
A. Not applicable 
 
B. Not applicable 
 
C. Not applicable         
 

(19) Direct Premium Written/Produced by Managing General Agents/Third Party Administrators 
 

Not applicable 
 

(20) Fair Value Measurements  
 

A. The fair value of the Company’s financial assets and financial liabilities has been determined using available 
market information as of December 31, 2012. Although the Company is not aware of any factors that would 
significantly affect the fair value of financial assets and financial liabilities, such amounts have not been 
comprehensively revalued since those dates. Therefore, estimates of fair value subsequent to the valuation dates 
may differ significantly from the amounts presented herein. Considerable judgment is required to interpret market 
data to develop the estimates of fair value. The use of different market assumptions and/or estimation 
methodologies may have a material effect on the estimated fair value amounts.  
 
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability (exit price) in 
an orderly transaction between market participants at the measurement date. In determining fair value, the 
Company primarily uses the market approach which utilizes a process and other relevant information generated 
by market transactions involving identical or comparable assets or liabilities. To a lesser extent, the Company also 
uses the income approach which uses discounted cash flows to determine fair value. When applying either 
approach, the Company maximizes the use of observable inputs and minimizes the use of unobservable inputs. 
Observable inputs reflect the assumptions market participants would use in valuing a financial instrument based 
on market data obtained from sources independent of the Company. Unobservable inputs reflect the Company’s 
estimates about the assumptions market participants would use in valuing financial assets and financial liabilities 
based on the best information in the circumstances. 
 
The Company is required to categorize its financial assets and financial liabilities carried at fair value on the 
statutory statements of admitted assets, liabilities and capital and surplus according to a three-level hierarchy. A 
level is assigned to each financial asset and financial liability based on the lowest level input that is significant to 
the fair value measurement in its entirety. The levels of fair value hierarchy are as follows: 
 
Level 1 – Fair value is based on unadjusted quoted prices for identical assets or liabilities in an active market. The 
types of assets and liabilities utilizing Level 1 valuations generally include money-market funds, actively-traded 
U.S. and international common stocks, investments in mutual funds with quoted market prices, certain separate 
account assets and liabilities and listed derivatives.  
 
Level 2 – Fair value is based on significant inputs, other than quoted prices included in Level 1, that are 
observable in active markets for identical or similar assets and liabilities. The types of assets and liabilities 
utilizing Level 2 valuations generally include certain separate account assets and liabilities and certain derivatives.  
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(20) Fair Value Measurements (continued) 

 
Level 3 – Fair value is based on at least one or more significant unobservable inputs. These inputs reflect the 
Company’s assumptions about the inputs market participants would use in pricing the assets or liabilities. The 
types of assets and liabilities utilizing Level 3 valuations generally include certain non-exchange traded common 
stocks. 
 
The Company uses prices and inputs that are current as of the measurement date. In periods of market 
disruption, the ability to observe prices and inputs may be reduced, which could cause an asset or liability to be 
reclassified to a lower level.  
 
Inputs used to measure fair value of an asset or liability may fall into different levels of the fair value hierarchy. In 
these situations, the Company will determine the level in which the fair value falls based upon the lowest level 
input that is significant to the determination of the fair value.  

 
The following table summarizes by level of fair value hierarchy the financial assets and liabilities measured at fair 
value as of December 31, 2012 (in thousands): 
 

Description  Level 1  Level 2  Level 3  Total 
     Short-term investments:  
           Money market mutual funds              

  
$       164,801 

  
$                  - 

  
$                - 

  
$       164,801 

             Total short-term investments  $       164,801  $                  -  $                -  $       164,801 

       Common stock: 
            Industrial and misc          

  
$       272,140 

  
$                  - 

  
$                1 

  
$       272,141 

                Total common stock  $       272,140  $                  -   $                1  $       272,141 

       Derivative assets: 
            Swaps 
            Futures 
            Caps 
            Floors 
            Options 

  
$                  - 
                  13 
                    - 
                    -        

  
$         29,915 
                    - 
            1,291 
             3,404 
         110,719 

  
$                - 
                  - 
                  - 

  
$         29,915 
                  13 
             1,291 
             3,404   
         110,719 

                Total derivatives  $               13  $       145,329  $                -  $       145,342 

       Separate account assets      14,235,579           943,345                446      15,179,370 

       Total assets   $  14,672,533  $     1,088,674  $            447  $  15,761,654 

         

   Liabilities:  
       Derivative liabilities:  
           Options              

  
 
$               17 

  
 
$         13,717 

  
 
$                - 

  
 
$         13,734 

           Total derivatives  $               17 
 

 $         13,717 
 

 $                -   
 

 $         13,734    

       Separate account liabilities  $  14,197,572         $       943,345             $            446  $  15,141,363 

       Total liabilities   $  14,197,589  $       957,062  $            446  $  15,155,097 

 
The Company did not have any transfers between Level 1 and Level 2 of the fair value hierarchy during 2012. 

 
2. Assets measured at fair value using significant unobservable inputs (Level 3): 
 

 
 
 
 
 
 
(in thousands) 

 
 
 
 
 
 

Balance at 
01/01/2012 

 
 
 
 
 

Transfers 
into level 

3 

 
 
 
 
 

Transfers 
out of 
level 3 

 
 
 
 

Total gains 
and (losses) 
included in 
net income 

 
Total 
gains 
and 

(losses) 
included 

in 
surplus 

 
 
 
 
 
 
 

Purchases 

 
 
 
 
 
 
 
Sales 
 

 
 
 
 
 
 
 

Settlements 

 
 
 
 
 
 

Balance at 
12/31/2012 

 
Common stocks: 
Separate 
account assets    
 

 
$          3 
$          - 

 
$           - 
$       381 

 
$         - 
$         - 

 
$               3 

 
$      (2) 
$  (117) 

 
$         - 
$      182 

 
$    (3) 

 
$         - 

   
$       1 
$   446 

 
Total 

 
$          3 

 
$       381 

 
$          - 

 
$               3 

 
$   (119) 

 
$      182 

 
$    (3) 

 
$         - 

   
 $  447 

 
3. Transfers of securities among the levels occur at the beginning of the reporting period. 

 
4. The methods and assumptions used to estimate the fair value of Level 2 and Level 3 financial assets and 

liabilities are summarized as follows: 
 
Common Stocks   
The Company’s common stocks consist primarily of investments in common stock of publicly traded 
companies. The fair values of common stocks are based on quoted market prices in active markets for 
identical assets and are classified within level 1. 
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(20) Fair Value Measurements (continued) 

 
Derivative instruments  
Derivative instrument fair values are based on quoted market prices when available.  If a quoted market price         
is not available, fair value is estimated using current market assumptions and modeling techniques, which are 
then compared with quotes from counterparties.   

  
The majority of the Company’s derivative positions are traded in the over-the-counter (OTC) derivative market 
and are classified as Level 2. The fair values of most OTC derivatives are determined using discounted cash 
flow pricing models. The significant inputs to the pricing models are observable in the market or can be 
derived principally from or corroborated by observable market data.  Significant inputs that are observable 
generally include: interest rates, foreign currency exchange rates, interest rate curves, credit curves and 
volatility.  However, certain OTC derivatives may rely on inputs that are significant to the estimated fair value 
that are not observable in the market or cannot be derived principally from or corroborated by observable 
market data.  Significant inputs that are unobservable generally include: independent broker quotes and 
inputs that are outside the observable portion of the interest rate curve, credit curve, volatility or other relevant 
market measure.  These unobservable inputs may involve significant management judgment or estimation.  In 
general, OTC derivatives are compared to an outside broker quote when available and are reviewed in detail 
through the Company’s valuation oversight group. 

  
The credit risk of both the counterparty and the Company are considered in determining the estimated fair 
value for all OTC derivatives after taking into account the effects of netting agreements and collateral 
arrangements.   

   
Short-term investments  
Short-term investments include money market instruments and highly rated commercial paper. Money market 
instruments are generally valued using unadjusted quoted prices in active markets and are reflected in Level 1. 
  
Separate account assets and liabilities 
Investments in pooled separate accounts are stated at the corresponding unit value of the pooled separate 
account, which represents fair value.  The estimated fair value of separate account assets are based on the 
fair value of the underlying assets owned by the separate account and are generally based on quoted market 
prices. Assets within the Company’s separate accounts include direct investments in mutual funds, cash and 
cash equivalents and common stocks, which are included in Level 1.  Additionally there are certain pooled 
separate accounts where the fair value is based on significant inputs, other than quoted prices included in 
Level 1, that are observable in the active market for identical or similar assets.  These types of separate 
account assets include investments in bonds and money market mutual funds which are included in Level 2.  

 
5. Not applicable 

 
B. Not applicable 

 
C. The following table summarizes by level of fair value hierarchy the aggregate fair value of all financial assets and 

liabilities held by the Company as of December 31, 2012 (in thousands): 
 
Type of Financial Instrument Aggregate 

Fair Value 
Admitted Asset 

Value 
Level 1 Level 2 Level 3 Not Practicable 

Carrying Value 

Assets: 
    Bonds    

 
$  10,250,286 

 
$    9,301,764 

 
$      350,239 

 
$    8,591,806 

 
$   1,308,241 

 
$                - 

    Common stock          272,141          288,816         272,140                    -                    1           16,675 

    Preferred stock            12,604            12,245           12,604                    -                  -                   - 

    Mortgage loans       1,618,263       1,537,501                   -                    -      1,618,263                   - 

    Short terms          165,888          187,903         164,801              1,087                    -            22,000 

     Total investments 
    

$  12,319,182 $  11,328,229 $      799,784 $    8,592,893 $   2,926,505  $        38,675 

  
 Derivative assets: 
      Forward contracts 
      Swaps 
      Futures 
      Caps 
      Floors 
      Options 

 
   

$          48,161 
            29,915 
                   13 

         1,291   
3,404 

      110,719  

 
 

$        48,160 
          29,915 
                 13 

             1,291   
            3,404 
        110,719 

 
 
$                 - 
                   - 
                 13     
                   - 
                   - 
                   - 

 
 
$        48,161 
          29,915     
                   - 
            1,291 
            3,404 
        110,719 

 
 
 $               - 
                  - 
                  - 
                  - 
                  - 
                  - 

 
 
 $               - 
                  - 
                  - 
                  - 
                  - 
                  - 

          Total derivatives $        193,503 $      193,502 $               13 $      193,490 $                - $                - 

    
   Securities lending collateral 

 
$         28,241 

          
$         22,392 

       
$           9,052 

        
$       19,189 

               
$                - 

               
 $               - 

     
   Separate account assets 

  
$  15,179,370 

  
$  15,179,370 

  
$  14,235,579 

  
$     943,345 

               
$            446 

               
 $               - 

      
    Total assets 

  
$  27,720,296 

  
$  26,723,493 

 
$  15,044,428 

  
$   9,748,917 

  
$   2,926,951 

 
$       38,675  

       

Liabilities:  
       Derivative liabilities:  
           Options              

 
 
$         13,734 

 
 
$         13,734 

 
 
$               17 

 
 
$         13,717 

 
 
$                - 

 
 
$                - 

           Total derivatives $         13,734 $         13,734 $               17 
 

$         13,717 
 

$                -   
 

$                - 

      Separate account liabilities  $ 15,141,363  $ 15,141,363 $  14,197,572    $       943,345    $            446 $                - 

      
    Total liabilities 

  
$  15,155,097 

  
$  15,155,097 

 
$  14,197,589 

 
$       957,062 

 
$            446 

 
$                - 

 



 19.24 

ANNUAL STATEMENT FOR THE YEAR 2012 OF THE MINNESOTA LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 

 
(20) Fair Value Measurements (continued) 

 
D. Not practicable to estimate fair value: 

 
 Carrying Value Effective Interest 

Rate 
Maturity Date Explanation 

Common stock 
 

     $        16,675 
               

          N/A          N/A Nonmarketable FHLB membership stock 
held at cost 

Short terms      $          3,000           3.59     06/27/2013 Short term debt issued to affiliate held at 
cost 

Short terms      $        13,000                     3.36     05/08/2013 Short term debt issued to affiliate held at 
cost 

Short terms      $          6,000                     2.43     11/06/2013 Short term debt issued to affiliate held at 
cost 

 
 

E. Not applicable 
 

 (21) Other Items 
 

A. Not applicable 
 
B. Not applicable 
 
C. Assets in the amount of $7,612,000 and $7,798,000 at December 31, 2012 and 2011, respectively were on 

deposit with government authorities or trustees as required by law. 
  
D. Not applicable 
 
E. Not applicable 
 
F. Not applicable 
 
G. Subprime Mortgage Related Risk Exposure 

 
1. The Company identifies subprime exposure through its affiliated asset manager, Advantus. The classification of 

an individual security as “subprime” is a designation assigned by the underwriting analyst and reviewed by the 
portfolio manager on a transaction-by-transaction basis. 

  
Advantus identifies subprime exposure on a transaction-by-transaction basis primarily on the basis of a 
consideration  of borrower credit (FICO) scores, weighted-average loan rates, loan-to-value ratios, 
documentation standards and  loan type. Other factors, such as loan sizes, loan originators and syndication 
agents are considered, but are rarely determinative in isolation.  

  
  Advantus manages subprime risk for the Company in several ways:  
  

• First, subprime risk in all portfolios is limited by investment policy guidelines: the market value of subprime 
investments is small as a percentage of total assets and the majority of that market value is invested in AAA-
rated securities. 

   
• Second, the investment process includes monthly surveillance of every structured finance asset, including 

subprime residential mortgage-backed securities. This surveillance process is designed to alert analysts and 
portfolio managers to deteriorations in collateral performance well in advance of any adverse impact on 
security market value or security losses. With this foresight, proactive trades can be executed to protect the 
value of the portfolio. 

 
• Finally, the portfolios are actively managed to mitigate or eliminate potential adverse events.  

 
The Company currently estimates $1,045,000 in net unrealized losses as of December 31, 2012 due to the 
decline in market value of subprime securities and realized $17,000 of other-than-temporary impairment losses 
due to subprime securities in 2012. 

      
The Company has a diversified portfolio of alternative assets consisting of venture capital, leveraged buyout,      
mezzanine debt, distressed assets and hedge fund limited partnerships. The underlying investments in the 
venture capital, leveraged buyout and distressed limited partnerships are equity oriented and there is no subprime 
exposure. While the underlying investment in the mezzanine debt limited partnerships are fixed income in nature, 
the risk  exposures are corporate credits and not structured finance.  The maximum potential subprime exposure 
at December 31, 2012 is minimal as the hedge fund portfolio is almost fully liquidated. 

   
 The potential exists that the Company’s hedge fund investments could contain limited subprime exposures. The 

Company invests in hedge funds via fund of fund and multi-strategy fund vehicles that are well diversified. There 
is little transparency into the underlying holdings of the many individual hedge funds in which the Company may 
have holdings. The Company’s strategy for hedge funds has historically had a strong equity orientation resulting 
in limited fixed income exposures in these investments. Therefore, it is reasonable to conclude that the Company 
has minimal subprime exposure in these investments.  
The Company does have exposure to subprime securities in the form of Special Investment Vehicles (SIVs) 
through its securities lending program. The Company has hired a lending agent which also acts as a collateral 
advisor. At December 31, 2012, the Company had $904,000 in securities lending collateral in the form of SIVs. 
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(21) Other Items (continued) 

 
All subprime assets are expected to pay coupons as provided in prospectus documents and to fully repay 
principal in advance of the legal final maturity date of the securities. Additionally, the Company does not anticipate 
disposing of subprime securities for the purposes of meeting future cash flow requirements.  

 
2. None 

 
3. Direct exposure through other investments at December 31, 2012: 

 
   

 
Actual Cost 

 
 

Book Value 

 
 

Fair Value 

Other-than-
temporary 

Impairment 
Residential mortgage-backed      
  securities 

 
$     51,828,000 

 
$      52,301,000 

 
$  53,649,000 

 
$  1,615,000 

Equity investment in SCAs* $          837,000 $           833,000 $       871,000 $                - 

Total $     52,665,000 $      53,134,000 $  54,520,000 $  1,615,000 

 
*The Company’s subsidiary Securian Life Insurance Company (SL) has investments in residential mortgage-  
backed securities with subprime exposure.  These investments comprise 0.5% of SL’s invested assets. 

 
4. Not applicable 

 
H. Retained Assets 

    
1. The Company has a retained asset account settlement option on some of its individual and group life insurance 

contracts.  The retained asset account settlement option is not the default method for satisfying insurance claims.  
The liability for the retained asset accounts are reported as a deposit type liability, specifically as supplemental 
contracts without life contingencies.  The interest rate can be reset for all retained asset accounts up to twelve 
times a year.  The crediting rate is based on the 30-day simple yield on taxable funds.  The rate for the last week 
of the month would be used to set the following’s month crediting rate.  During 2012, the retained asset accounts 
paid interest at a rate of 0.07% and rates were not changed during the year.  The retained asset accounts are not 
charged any fees by the Company. Retained asset account administrative duties are completed internally by the 
Company.  
 

2. Retained asset accounts in force by age: 
 12/31/2012 12/31/2011 
 Number Balance Number Balance 
Up to and including 12 months           49 $            8,767,583           63 $   8,614,249 

13 to 24 months 39 $            3,088,449 65 $   3,647,189 
25 to 37 months 44 $            2,068,129 36 $   1,566,346 
38 to 48 months 25 $               956,824 19 $      936,902 
49 to 60 months 15 $               725,663 20 $      928,827 

Over 60 months           74 $            1,926,484           74 $   1,747,219 

Total         246 $          17,533,132         277 $ 17,440,732 

 
3. Individual and Group contracts for the year ended December 31, 2012: 

  Individual  Group 
 Number Balance Number Balance 
Number/Balance of retained asset accounts at 

the beginning of the year 
 

267 
 

 $ 16,586,519 
 

10 
 

$    854,213 
Number/Amount of retained asset accounts 

issued/added during the year 
 

  71 
  

$ 29,595,302  
 

 1 
    

    140,746 
Investment earnings credited to retained asset  
   account during the year 

 
- 

 
           12,939 

 
- 

    
          509 

Fees and other charges assessed to retained 
asset accounts during the year 

 
- 

    
 - 

 
- 

 
             - 

Number/amount of retained asset accounts  
   transferred to state unclaimed property funds 
   during the year 

 
  9 

   
 $              57 

 
- 

 
  $            - 

Number/amount of retained asset accounts 
closed/withdrawn during the year 

 
90 

 
$  29,330,781 

 
 4 

 
  $   326,258 

Number/balance of retained asset accounts at 
the end of the year 

 
239 

 
$  16,863,922 

 
7 

  
$     669,210 

 
 

(22) Events Subsequent 
  

None 
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(23) Reinsurance  

 
A. Ceded Reinsurance Report 

 
Section 1 - General Interrogatories 

 
1. Are any of the reinsurers listed in schedule S as non-affiliated, owned in excess of 10% or controlled, either 

directly or indirectly, by the Company or by any representative, officer, trustee, or director of the Company?      
Yes(XX) No (  ) 

 
Ivan Ekhaus, Agent, controls Argent Reinsurance, LTD; Philip Terrell, Agent, controls Futural Life 
Insurance Company; Larry White, Agent, controls First Citizens/White & Associates; Larry Wickline, 
Agent, controls WFI Reinsurance, LTD; Southwest Business Corporation, Administrative Representative, 
controls Employees Life Insurance Company; Harold Haldeman, Agent, controls Atlantic Security Life 
Insurance Company, LTD. 

 
2. Have any policies issued by the Company been reinsured with a company chartered in a country other than 

the United States (excluding U.S. branches of such companies) which is owned in excess of 10% or 
controlled directly or indirectly by an insured, a beneficiary, a creditor or an insured or any other person not 
primarily engaged in the insurance business?  Yes (  ) No (XX) 

 
Section 2 - Ceded Reinsurance Report – Part A 
 
1   Does the Company have any reinsurance agreements in effect under which the reinsurer may  unilaterally 
     cancel any reinsurance for reasons other than for nonpayment of premium or other similar credits?     
     Yes (  )  No (XX) 

 
2. Does the reporting entity have any reinsurance agreements in effect such that the amount of losses paid or 

accrued through the statement date may result in a payment to the reinsurer of amounts that, in aggregate 
and allowing for offset of mutual credits from other reinsurance agreements with the same reinsurer, exceed 
the total direct premium collected under the reinsured policies? 
Yes (  )   No (XX) 

 
Section 3 – Ceded Reinsurance Report – Part B 
 
1. What is the estimated amount of the aggregate reduction in surplus, for agreements not reflected in Section 2 

above, of termination of all reinsurance agreements, by either party, as of the date of this statement?  Where 
necessary, the Company may consider the current or anticipated experience of the business reinsured in 
making this estimate.  $0 

 
2. Have any new agreements been executed or existing agreements amended, since January 1 of the year of 

this statement, to include policies or contracts which were in-force or which had existing reserves established 
by the Company as of the effective date of the agreement? Yes ( )  No (XX ). 
 
If yes, what is the amount of reinsurance credits, whether an asset or a reduction of liability, taken on such 
new agreements or amendments? $0. 

  
B. Not applicable  

 
C. Not applicable 

 
(24) Retrospectively Rated Contracts & Contracts Subject to Redetermination. 

 
A. The Company estimates accrued retrospective premium adjustments for its group life and accident and health 

insurance business through a mathematical approach using an algorithm of the financial agreements in place with 
clients.  
 

B. The Company records accrued retrospective premium through written premium. 
 
C. The amount of net premiums written by the Company at December 31, 2012 that are subject to retrospective 

rating features was $521,552,000, which represents 35% of the total net premiums written for the group life and 
accident and health insurance business. No other net premiums written by the Company are subject to 
retrospective rating features. 
 

D. Not applicable 
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 (25) Change in Incurred Losses and Loss Adjustment Expenses. 

 
Activity in the liability for unpaid accident and health claims and claim adjustment expenses is summarized as follows: 

 

In thousands 12/31/2012  12/31/2011 

Balance at January 1  $     586,806     $     588,254   

 Less: reinsurance recoverable       518,883         516,775 

Net balance at January 1        67,923          71,479 
Incurred related to:    
 Current year        51,447          53,686 
 Prior years          7,816            (1,704) 

Total incurred        59,263          51,982 

Paid related to:    
 Current year        36,590           30,762 
 Prior years        25,963           24,775 

Total paid        62,553           55,537 

Net balance at December 31        64,634          67,923 
 Plus: reinsurance recoverable       525,414        518,883 

Balance at December 31  $     590,048     $     586,806   

 
The liability for unpaid accident and health claim adjustment expenses as of December 31, 2012 and 2011 was 
$2,059,000 and $1,935,000, respectively, and is included in the table above. 
 
As a result of changes in estimates of claims incurred in prior years, the accident and health claims and claim adjustment 
expenses incurred increased (decreased) $7,816,000 and $(1,704,000) in 2012 and 2011, respectively.  The remaining 
changes in amounts are the result of normal reserve development inherent in the uncertainty of establishing the liability for 
unpaid accident and health claims and claim adjustment expenses. 
 
The Company incurred $3,777,000 and paid $3,653,000 of claim adjustment expenses in the current year, of which 
$1,047,000 of the paid amount was attributable to insured and covered events of prior years. The Company did not 
increase or decrease the provision for insured events of prior years. 
 
(26) Intercompany Pooling Arrangements 

 
 Not applicable. 
 

(27) Structured Settlements  
 
 Not applicable 
 

(28) Health Care Receivables 
 
 Not applicable 
 

(29) Participating Policies  
 

For the reporting year ended 2012, premiums under individual life participating policies were $63,642,000 of total        
individual life premiums earned. The Company accounts for its policyholder dividends based upon the contribution 
method.  The Company paid dividends in the amount of $7,667,000 to policyholders and did not allocate any additional 
income to such policyholders. 

 
(30) Premium Deficiency Reserves  
 

1.   Liability carried for premium deficiency reserves $ 0.00 

2.   Date of the most recent evaluation of this liability       December 31, 2012 

3.   Was anticipated investment income utilized in the calculation?       No 
   

(31) Reserves for Life Contracts and Deposit-Type Contracts 
 

1. The Company waives deduction of deferred fractional premiums upon death of insured and returns any portion of 
the final premium beyond the date of death. The reserves for surrender values in excess of reserves are stated in 
Exhibit 5, Miscellaneous Reserves. 

 
2. For substandard policies, if a flat premium is charged, the reserve is one-half of the extra premium. For table 

extras, the reserve is calculated by an exact method using multiples of standard mortality as determined by the 
currently assigned mortality category. 
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(31) Reserves for Life Contracts and Deposit-Type Contracts (continued) 

 
3. As of December 31, 2012, the Company had $12,973,698,000 of insurance in force for which the gross premiums 

are less than the net premiums according to the standard valuation.  Reserves to cover the above insurance 
totaled $30,641,015 at December 31, 2012 and are reported in Exhibit 5, miscellaneous reserves. 

 
4. The Tabular Interest (Page 7, line 4), Tabular Less Actual Reserve Released (Page 7, Line 5), and Tabular Cost 

(Page 7, Line 9), have been determined by formula as described for these lines in the instructions for the analysis 
of increase in reserves (Page 7). 

 
5. Tabular interest of funds not involving life contingencies under Page 14 Line 18 have been developed by 

multiplying the mean values of the funds by the contractual rates of interest or approximations thereto. 
 
6. The nature of significant other increases is excess interest allowed on funds under the dividend formula. 

 
(32) Analysis of Annuity Actuarial Reserves and Deposit Liabilities by Withdrawal Characteristics 

 
Withdrawal Characteristics of Annuity Actuarial Reserves and Deposit – Type Contract Funds and other Liabilities 

Without Life or Disability Contingencies 
  

   
 

(1) 
General Account 

 

(2) 
Separate 

Account with 
Guarantees 

 

 
(3) 

Separate 
Account Non- 

guaranteed 
 

 
 
 

Total 
 

 
% of  
Total 

A.     Subject to discretionary withdrawal:                             
                 (1)  -With fair value adjustment $   1,911,853,149 $  732,821,256 $                    - $   2,644,674,405 14.7% 

                 (2)  -At book value less current surrender  
                         charges of 5% or more       145,483,157                   -                   -      145,483,157 0.8% 

                 (3)  -At fair value                    -       34,689,862   11,771,838,253    11,806,528,115 65.5% 

                 (4)  -Total with adjustment or at fair value      2,057,336,306     767,511,118  11,771,838,253    14,596,685,677  
                 (5)  -At book value without adjustment 
                        (minimal or no charge or adjustment) 
 

    1,362,748,556                   -                   -     1,362,748,556 7.6% 

B.     Not subject to discretionary withdrawal       2,014,562,721         11,172,948      18,954,842      2,044,690,511      11.4% 

C.     Total (gross: direct + assumed)      5,434,647,583     778,684,066  11,790,793,095    18,004,124,744 100.0% 

D.     Reinsurance ceded                   -                   -                   -                   -  
E.     Total (net)* (C) – (D) $   5,434,647,583     778,684,066  11,790,793,095 $ 18,004,124,744  

 
*Reconciliation of total annuity actuarial reserves and 
deposit fund liabilities 

  
   

      
F.      Life & Accident & Health Annual Statement:      
1.      Exhibit 5, Annuities Section, total (net)    $    4,470,216,272  
2.      Exhibit 5, Supplementary Contracts with Life     
         Contingencies, total (net)              9,472,112  

3.      Exhibit 5, Misc. Reserves, (in part)             19,444,258  

4.      Exhibit of Deposit Type Contracts, Column 1, 
         Line   14           935,514,941  

 
5.     Subtotal 

   $    5,434,647,583  

 
Separate Accounts Annual Statement:      

6.   Exhibit 3, Column 2, Line 0299999     12,569,477,161  
7.   Exhibit 3, Column 2, Line 0399999                           -  
8.   Page 3, Line 2                           -  
 
9.     Subtotal     12,569,477,161  

10.   Combined Total                                                           $  18,004,124,744  
 

G.    FHLB (Federal Home Loan Bank) agreements; 
 

1. The Company has entered into a membership agreement with the FHLB in Des Moines.  Membership 
provides an efficient way to set up a borrowing facility with access to low cost funding.  The Company has 
purchased the required $16,675,000 in FHLB membership common stock.  The total borrowing funding 
capacity available is dependent on the amount and type of company assets.  No collateral has been 
pledged to the FHLB and there are no reserves related to the funding agreement. 
 

2. Amount of FHLB common stock owned as part of the agreement $16,675,000. 
 

3. Not applicable 
 

4. The total borrowing funding capacity currently available is dependent on amount and type of company 
assets. 

 
5. Not applicable       

 
6. Not applicable 
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(33) Premium and Annuity Considerations Deferred and Uncollected 
 
A.   Deferred and uncollected life insurance premiums and annuity considerations at December 31, 2012 were as follows: 

  
Type  Gross  Net of Loading 

1  Industrial                                          $                  -  $                   - 
2  Ordinary new business 15,023,570  9,298,019 
3  Ordinary renewal 51,415,672  83,643,409 
4  Credit life 55,338  55,338 
5  Group life 430,857  395,600 
6  Group annuity -  - 

7  Totals                                               $   66,925,437  $     93,392,366 
 
(34) Separate Accounts 
 
A.   
 
1 The Company’s separate account assets and liabilities represent segregated funds administered and invested by both 
an unaffiliated asset management firm and an affiliate of the Company for the exclusive benefit of the Company’s pension, 
variable annuity, modified guaranteed annuity and variable life insurance policyholders and contractholders maintained 
under the authority of Minnesota Statute 61A.14.  Assets consist principally of marketable securities and are reported at 
fair value of the investments held in the segregated funds.  Investment income and gains and losses accrue directly to the 
policyholders and contractholders.  Premiums, benefits and expenses of the separate accounts are reported in the 
statutory statements of operations.  The Company receives administrative and investment advisory fees for services 
rendered on behalf of these accounts, and such fees are recorded as earned.  The Company periodically invests money 
in its separate accounts.  The fair value of such investments, included with separate account assets, amounted to 
$38,007,000 and $32,346,000 at December 31, 2012 and 2011, respectively. 
 
The Company has no indexed separate accounts. Business relating to non-indexed separate accounts with minimum 
death benefits, in which an additional reserve is held in the Company’s general account, is included in the non-guaranteed 
column below. 
 
2  The Company believes that all separate account products maintained by the Company are legally insulated. 
 
3 In accordance with the products recorded with the separate account, some separate account liabilities are guaranteed 
by the general account. 
 
As of December 31, 2012, the general account of the Company had a maximum guarantee for separate account liabilities 
of $27,454,199,000.  To compensate the general account for the risk taken, the separate account paid risk charges of 
$17,489,000 and $13,755,000 at December 31, 2012 and 2011, respectively. 
 
For the year ended December 31, 2012, the general account of the Company had paid $5,901,000 and $4,846,000 at 
December 31, 2012 and 2011 toward separate account guarantees. 
 
The Company does not engage in securities lending transactions within the separate accounts.   
 
B.  Information regarding the separate accounts of the Company is as follows: 

 
                    Separate Accounts 

                     Guarantees 
 

  

Indexed 

Non-Indexed 
Guarantee Less 
Than/Equal 4% 

Non-Indexed 
Guarantee More 

Than 4% Non-Guaranteed Total 
1 Premiums, considerations or  

deposits for year ended 12/31/12 
 
$          - 

 
$     33,407,335    

 
$                     - 

 
$  2,010,776,480 

 
$ 2,044,183,815 

       
 Reserves at 12/31/12:      
2 For accounts with assets at: 

a) Fair value (FV) 
 
$          - 

 
$  314,692,587 

 
$  499,645,514 

 
$ 14,119,145,736 

 
$ 14,933,483,837 

 b) Amortized cost      
 c) Total reserves $          - $  314,692,587 $  499,645,514 $ 14,119,145,736 $ 14,933,483,837 
3 By withdrawal characteristics:      
 a) Subject to discretionary withdrawal: $          - $                    - $                    - $                       - $                       - 

 b) With FV adjustment             -     268,829,777   499,645,514                          -        768,475,291 
 c) At book value without FV 

 adjustment and with current 
 surrender charge of  5% 

      
  
            - 

      
  
                      - 

      
  
                      - 

      
  
                         - 

      
  
                         - 

 d) At fair value                                                     -       34,689,862                       -    14,100,190,894   14,134,880,756 
 e) At book value without FV               

 adjustment and with current 
 surrender charge less then 5%           

          
 
            - 

          
 
                      - 

          
 
                      - 

          
 
                          - 

          
 
                         - 

 f) Subtotal             -     303,519,639   499,645,514    14,100,190,894    14,903,356,047 
 g) Not subject to discretionary 

 withdrawal                                           
       
            - 

      
      11,172,948 

          
                      - 

   
         18,954,842 

     
          30,127,790 

 h) Total $          - $  314,692,587 $499,645,514 $ 14,119,145,736 $ 14,933,483,837 
       
4 Not applicable      
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(34) Separate Accounts (continued) 
 

C. Reconciliation of Net Transfer to (from) Separate Accounts 
 

1. Transfers as reported in the Summary of Operations of the Separate Accounts 
Statement: 

 

 a) Transfers to Separate Accounts (page 4, Line 1.4) $     2,044,183,815 
 b) Transfers from Separate Accounts (page 4, Line 10)        1,812,712,789 
 c) Net Transfers to or (from) Separate Accounts           231,471,026 
   
2. Reconciling Adjustments:  
 a) Investment Expenses not included as Transfers-Out in the Separate Accounts 

Statement 
       
       (101,751,461) 

 b) Transfer Included on Line 8.1 of the Life, Accident & Health Annual Statement         228,732,854 
 c) Net Seed Money Transfers to (from) Separate Accounts            (581,402) 
 d) Change in Expense Allowances Recognized in Reserves       (57,071,314) 
 e) Fees Assoc with charges for Investment Management & Contract Guarantees 

(page 4, line 11 of Separate Account Statement) 
  

    (126,981,393) 
 f) Other          (4,540,568) 
 g) Subtotal       (62,193,284) 

   
3. Transfers as Reported in the Summary of Operations of the Life, Accident & Health  
 Annual statement (1c)+(2c)+(2d)=(Page 4, Line 26)    $    169,277,742 

 
(35) Loss/Claim Adjustment Expenses  
 
The balance in the liability for unpaid accident and health claim adjustment expenses as of December 31, 2012 and 2011, 
was $2,059,000 and $1,935,000, respectively. 
 
The Company incurred $3,777,000 and paid $3,653,000 of claim adjustment expenses in the current year, of which 
$1,047,000 of the paid amount was attributable to insured or covered events of prior years.  The Company did not 
increase or decrease the provision for insured events of prior years. 
 
The Company took into account estimated anticipated salvage and subrogation in its determination of the liability for 
unpaid claims/losses and reduced such liability by $0. 
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