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ANNUAL STATEMENT FOR YEAR 2012 OF THE SECURIAN LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 
 

(1) Summary of Significant Accounting Policies 
 

A.  Accounting Practices 
 

The accompanying statutory financial statements of 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 as stated in NAIC SAP, without 
modification.  The Company has no material statutory accounting practices that differ from those of the state of 
Minnesota or the NAIC accounting practices. 

 
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 dates of the statements of admitted assets, liabilities and 
capital and surplus and the reported amounts of revenues 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 and federal income taxes. Although some variability is inherent in these estimates, the 
recorded amounts reflect management’s best estimates based on facts and circumstances as of the statements 
of admitted assets, liabilities and capital and surplus date. Management believes the amounts provided are 
appropriate. 

 
C. Accounting Policy 

 
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 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. 
 
Policy loans are carried at the outstanding loan balance less amounts unsecured by the cash surrender value of 
the policy. 

 
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. Cash is carried at cost, which approximates fair 
value. The Company places its cash and cash equivalents with high quality financial institutions and, at times, 
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. 
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ANNUAL STATEMENT FOR YEAR 2012 OF THE SECURIAN LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 
 

(1) Summary of Significant Accounting Policies (Continued) 
 

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 or contractual 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. Not applicable 

 
4. Not applicable 

 
5. Not applicable 

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

flow value. 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 that 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. 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 carrying value to the 
improved undiscounted cash flow to the current estimated time prepayment cash flows are expected. All other 
investment income is recorded using the interest method without anticipating the impact of prepayments. 

 
7. Not applicable 

 
8. Not applicable 

 
9. Not applicable 

 
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 of 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 admitted assets, 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 
 

Securian Life Insurance Company (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 
 
 Not applicable 
 
(4) Discontinued Operations 
 
  Not applicable 



 19.2 

ANNUAL STATEMENT FOR YEAR 2012 OF THE SECURIAN LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 
 

 (5) Investments 
 

A. Not applicable 
 
B. Not applicable 

 
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) There were no other-than-temporary impairments (OTTI) recorded as of December 31, 2012. 

 
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 
carry value 

amortized cost 
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 
12489WMY7  $ 1,302,130  $ 1,277,026  $ 25,104  $ 1,277,026  $ 1,278,880  09/30/2010 
12513XAG7  1,503,969  1,470,000  33,969  1,470,000  1,183,186  12/31/2009 
361849R38  1,504,436  1,500,000  4,436  1,500,000  1,179,008  12/31/2009 
52108MAH6  1,510,426  1,485,000  25,426  1,485,000  1,279,070  12/31/2009 
 Total  $ 5,820,961  $ 5,732,026  $ 88,935  $5,732,026   $ 4,920,144   

 
4) There are no 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. 

 
5) 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 ability 
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. 

  
E.  Not applicable 

 
F.  Not applicable 

 
G. Not applicable 

 
(6) Joint Ventures, Partnerships and Limited Liability Companies 
 

Not applicable 
 
(7) Investment Income       
 

Not applicable 
 
(8) Derivative Instruments 
 

Not applicable 
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ANNUAL STATEMENT FOR YEAR 2012 OF THE SECURIAN LIFE INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 

 
 

(9) Income Taxes 
    

1. 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)  2,339,029 31,127 2,370,156 1,791,793 31,127 1,822,920 
b) Valuation allowance adjustment - - - - - - 
c) Adjusted gross DTA 2,339,029 31,127 2,370,156 1,791,793 31,127 1,822,920 
d) Deferred tax assets nonadmitted (DTA) 504,294 - 504,294 116,187 9,796 125,983 
e) Subtotal net admitted DTA 1,834,735 31,127 1,865,862 1,675,606 21,331 1,696,937 
f) Deferred tax liabilities (DTL) 844,212 1,565 845,777 772,943 543 773,486 
g) Net admitted DTA / (DTL) 990,523 29,562 1,020,085 902,664 20,788 923,452 

 
 Change 

Ordinary 
Change 
Capital 

Change 
Total 

    
a) Total of gross deferred tax assets(DTA)   547,236 - 547,236 
b) Valuation allowance adjustment - - - 
c) Adjusted gross DTA 547,236 - 547,236 
d) Deferred tax assets nonadmitted (DTA) 388,107 (9,796) 378,311 
e) Subtotal net admitted DTA 159,129 9,796 168,925 
f) Deferred tax liabilities (DTL) 71,269 1,022 72,291 
g) Net admitted DTA / (DTL) 87,860 8,774 96,634 

 
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 

$ 988,957 $ 31,127 $ 1,020,085 $ 902,664 $ 20,788 $ 923,452 

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) 

$ - $ - $ - $ - $ - $ - 

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

$ - $ - $ - $ - $ - $ - 

   2. Adjusted gross DTA allowed per limitation 
       thrreshold 

$ - $ - $ 20,078,145 $ - $ - $ 19,991,115 

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

$ 845,777 $ - $ 845,777 $ 772,943 $ 543 $ 773,486 

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

$ 1,834,735 $ 31,127 $ 1,865,862 $ 1,675,606 $ 21,331 $ 1,696,937 

 
 Change 

Ordinary 
Change 
Capital 

Change 
Total 

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

$ 86,293 $ 10,339 $ 96,633 

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) 

$ - $ - $ - 

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

$ - $ - $ - 

   2. Adjusted gross DTA allowed per limitation 
       thrreshold $ - $ - $ 87,030 

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

$ 72,834 $ (543) $ 72,291 

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

$ 159,129 $ 9,796 $ 168,925 

 
3. 

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

2,170% 2,218% 

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

$133,854,298 $133,274,101 
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(9) Income Taxes (Continued) 
 

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% 2% 2% 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% 1% 1% 

 
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 $ 1,143,561 $ 2,506,186  $ (1,362,625) 
b. Foreign $ - $ -  $ - 
c. Subtotal $ 1,143,561 $ 2,506,186  $ (1,362,625) 
d. Federal income tax on net capital gains $ (22,803) $ 26,488  $ (49,291) 
e. Utilization of capital loss carry-forwards $ - $ -  $ - 
f. Other $ (26,787) $ (14,382)  $ (12,405) 
g. Federal and foreign income taxes incurred $ 1,093,970 $ 2,518,292  $ (1,424,322) 

 
 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 $ 2,383 $ 2,903 $ (520) 
 2. Unearned premium reserve $ 20,253 $ 20,105 $ 148 
 3. Policyholder reserves $ 487,191 $ 330,622 $ 156,569 
 4. Investment $ - $ - $ - 
 5. Deferred acquisition costs $ 1,053,004 $ 586,775 $ 466,229 
 6. Policyholder dividends accrual $ 118,599 $ 50,761 $ 67,838 
 7. Fixed assets $ - $ - $ - 
 8. Compensation and benefits accrual $ - $ - $ - 
 9. Pension accrual $ - $ - $ - 
 10.Receivable – nonadmitted $ 150,051 $ 277,117 $ (127,065) 
 11.Net operating loss carry-forward $ - $ - $ - 
 12.Tax credit carry-forward $ - $ - $ - 
 13.Other (including items <5% if total ordinary 
  tax assets) $ 507,547 $ 523,510 $ (15,963) 

 99. Subtotal $ 2,339,029 $ 1,791,793 $ 547,236 
b. Statutory valuation allowance adjustment $ - $ - $ - 
c. Nonadmitted $ 504,294 $ 116,187 $ 388,107 
d. Admitted ordinary deferred tax assets 
    (2a99-2b-2c) $ 1,834,735 $ 1,675,606 $ 159,129 

e.  Capital    
 1. Investment $ 31,127 $ 31,127 $ - 
 2. Net capital  loss carry-forward $ - $ - $ - 
 3. Real estate $ - $ - $ - 

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

 99. Subtotal $ 31,127 $ 31,127 $ - 
f. Statutory valuation allowance adjustment $ - $ - $ - 

g. Nonadmitted $ - $ 9,796 $ (9,796) 

h. Admitted ordinary deferred tax assets  
   (2e99-2f-2g) $ 31,127 $ 21,331 $ (9,796) 

i. Admitted deferred tax assets (2d+2h) $ 1,865,862 $ 1,696,937 $ 168,925 
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(9) Income Taxes (Continued) 
 

3. Deferred Tax Liabilities 
 

a.  Ordinary Current Year Prior Year Change 
 1. Investment $ 266,877 $ 212,912  $ 53,965 
 2. Fixed assets $ - $ -  $ - 
 3. Deferred and uncollected premium $ 512,325 $ 440,765  $ 71,560 

 4. Policyholder reserves $ 18,960 $ 37,920  $ (18,960) 
 5. Other (including items <5% of total ordinary 
  tax assets) $ 46,050 $ 81,346  $ (35,297) 

 99. Subtotal $ 844,212 $ 772,943  $ 71,269 

b.  Capital    

 1. Investment $ 1,565 $ 543  $ 1,022 

 2. Real estate $ - $ -  $ - 

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

 99. Subtotal $ 1,565 $ 543  $ 1,022 

c. Deferred tax liabilities (3a99+3b99) $ 845,777 $ 773,486  $ 72,291 

 
4. Net deferred tax asset/liabilities (2i-3c) $ 1,020,085 $ 923,452 $ 96,633 

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

 
 Current Year  Prior Year  Change 

Total deferred tax assets (DTA) $ 2,370,156  $ 1,822,920  $ 547,236 

Total deferred tax liabilities (DTL) $ 845,777  $ 773,777  $ 72,291 

Net DTA (liability) $ 1,524,379  $ 1,049,434  $ 474,945 

   Tax effect of DTL/DTA on unrealized capital gains/losses     $ 1,023 

Change in net DTA as reported in surplus     $ 475,967 

 
 

D. 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 $ 463,058  $ 2,538,996 

     IMR amortization $ 25,929  $ 10,030 

     Investment income $ -  $ - 

     Tax credits $ -  $ - 

     Nonadmitted assets $ 127,065  $ 94,911 

     Expense adjustments, other $ 1,952  $ 2,979 

     Total tax $ 618,004  $ 2,646,916 

Total statutory tax expense $ 1,116,774  $ 2,491,804 

Tax on capital gains/losses $ (22,803)  $ 26,488 

Change in net deferred income taxes $ (475,967)  $ 128,624 

Total statutory income taxes $ 618,004  $ 2,646,916 

 
The Company adopted SSAP 101, a replacement of SSAP No. 10R, effective 1/1/12. 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 $5,322,000 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. 
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(9) Income Taxes (Continued) 
 

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. 
(SFG), Securian Casualty Company, Securian Financial Network, Inc., Securian Ventures, Inc., Securian 
Financial Services, Inc.(SFS), Securian Trust Company, Advantus Capital Management, Inc. (Advantus), 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 (Minnesota Life) 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. 

 
(10) Information Concerning Parent, Subsidiaries and Affiliates 
 

A. The Company is a wholly-owned life subsidiary of Minnesota Life, is organized under the laws of the State of 
Minnesota as a stock life company and is licensed as a life and health insurer. 

 
B. Not applicable 

 
C. Not applicable 

 
D. The Company has an agreement with Minnesota Life, where Minnesota Life processes premiums and claims on 

behalf of the Company. These amounts are settled quarterly on a net basis. The Company also has agreements 
with affiliates for expenses including charges for occupancy costs, data processing, compensation and benefits, 
advertising and promotion, and other administrative expenses which Minnesota Life incur on behalf of the 
Company. At December 31, 2012 and 2011, the Company reported $715,310 and $1,121,180, respectively, as 
net amounts due to Minnesota Life. These amounts were subsequently settled. The amount of expenses incurred 
by the Company related to these agreements for the years ended December 31, 2012 and 2011 were $3,197,023 
and $3,327,041, respectively. 

 
E. Not applicable 

 
F. The Company contracts with its affiliate, Advantus for advisory services performed in managing the Company’s 

general account and separate account asset portfolios. Amounts paid under this advisory agreement were 
$437,629 and $406,842 in 2012 and 2011, respectively. 
 
The Company also has an agreement with an affiliate, SFS. Under this agreement, SFS is the distributor of the 
Company’s individual life insurance and annuity products. Commission expenses related to the sales of these 
products totaled $301,430 and $334,462 for the years ended December 31, 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 
 
(12) Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences         
   and Other Postretirement Benefit Plans 
 

. 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, and 2,500,000 shares issued and 
outstanding. 

 
2. Not applicable 
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(13) Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations (Continued) 
 

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 during 2013 by the Company without prior regulatory approval is $13,487,438. 

 
4. Within the limit of (3) above, there are no 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 
$ (1,567) 

 
11.  Not applicable 

 
12. Not applicable 

 
13. Not applicable 

 
(14) Contingencies 
 

A. Not applicable 
 

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 financial statements. An asset is recorded for the amount of guaranty fund assessments 
paid, which can be recovered through future premium tax credits.  This asset was also immaterial to the 
December 31, 2012 and 2011 financial statements. These assets are being amortized over a five-year period. 

 
C. Not applicable 

 
D. The Company may be 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. 

 
(15) Leases 
 

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 concentration of credit risk. The Company places its cash and short-term investments in investment 
grade securities and limits the amount of credit exposure with any one institution.  
 
Investment policy limits investments in individual financial institutional funds to 2% of admitted statutory assets. 
Limits as to the amount of exposure to any one financial institution are also governed by investment policy. 
 
Management attempts to limit the concentration of credit risk with respect to bonds by diversifying the geographic 
base and industries of the underlying issuers. This diversity is an integral component of the portfolio management 
process. 
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(17) Sale Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 
 

 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. The gain from operations from Administrative Services Contract (ASC) uninsured plans and the uninsured portion 
of partially insured plans was as follows: 

 
a. Net reimbursements for administrative expenses in excess of actual expenses (not including administrative 

expenses) were $57,875 and $57,183 in 2012 and 2011, respectively.  
 

b. Total administrative expenses related to uninsured accident and health plans were $48,620 and $47,716 in 
2012 and 2011, respectively.  

 
c. Net gain or (loss) from operations was $9,255 and $9,467 in 2012 and 2011, respectively.  

 
d. Total claim payment volumes were $743,580 and $760,557 in 2012 and 2011, respectively. 
 

      C. Not applicable 
 
(19) Direct Premium Written/Produced by Managing General Agents/Third Party Administrators 
 

The Company engages a third party administrator for its group dental insurance policies.  
 

A. Name and address of third party administrator:  
 

    DeCare Dental Health International, LLC (DDHI) 
3560 Delta Dental Drive 
Eagan, MN 55122 

 
B. Federal Employer Identification Number: 02-0574609 

 
C. DDHI is the exclusive administrator of the Company’s group dental business. The Company distributes its group 

dental business through independent brokers and sales representatives, there are no exclusive contracts to 
distribute this group dental business. 

 
D. Group dental insurance. 
 
E. DDHI has the authority to administer group dental claims payments and adjustments, underwrite and bind dental 

policies, and collect dental premium for the Company subject to the terms and conditions of a general 
administrative services agreement.  

 
F. Total direct group dental premiums written by independent brokers and sales representatives and administered by 

DDHI were approximately $29,954,000 and $32,669,000 in 2012 and 2011, respectively. 
 
(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 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 available in the circumstances. 
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(20) Fair Value Measurements (Continued) 
 
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, investments in 
mutual funds with quoted market prices, and certain separate account assets and liabilities. 
  
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.  
  
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 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 the Company’s financial assets measured at fair value as of December 31, 2012: 

 
 Level 1  Level 2  Level 3  Total 
a. Assets at fair value:         
 Short-term investments:        
  Money market mutual funds $ 7,026,638  $ -  $ -  $ 7,026,638 
 Separate account assets 615,589  -  -  615,589 

   Total assets at fair value $ 7,642,227  $ -  $ -  $ 7,642,227 
        
b. Liabilities at fair value:         
 Separate account liabilities $ 591,113  $ -  $ -  $ 591,113 

   Total liabilities at fair value $ 591,113  $ -  $ -  $ 590,113 
 
(1) The Company did not have any transfers between level 1 and level 2 of the fair value hierarchy during 2012. 

 
(2) Not applicable – no level 3 assets or liabilities. 
 
(3) Not applicable – no transfers of securities between levels. 

 
(4) Not applicable – no level 2 or level 3 assets or liabilities. 

 
(5) Not applicable – no derivative assets or liabilities 

 
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: 

 
D. Not applicable to estimate fair value 

 
E. Not applicable 

  

Type of financial 
instrument 

 

Aggregate fair 
value 

 

Admitted 
assets 

 

Level 1 

 

Level 2 

 

Level 3 

 Not 
practicable 

carrying 
value 

Assets:             
 Bonds  $ 187,097,292  $ 170,780,708  $ 18,678,317  $ 168,418,975  $ -  $ - 

 Money market  7,026,638  7,026,638  7,026,638  -  -  - 

 Separate accounts  615,589  615,589  615,589  -  -  - 

  Total assets  $ 194,739,519  $ 178,422,935  $26,320,544  $ 168,418,975  $ -  $ - 

             
Liabilities:             

 Separate accounts  $ 591,113  $ 591,113  $ 591,113  $ -  $ -  $ - 

  Total liabilities  $ 591,113  $ 591,113  $ 591,113  $ -  $ -  $ - 
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(21) Other Items 
 

A. Not applicable 
 

B. Not applicable 
 

C. Assets in the amount of $5,074,480 and $5,070,819 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 due to 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 thorough monthly surveillance of every structured 

finance asset, including subprime residential mortgage-backed securities.  The 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. 

 
As of December 31, 2012 there were no unrealized losses or realized other-than-temporary impairment 
losses for subprime securities. 

 
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 the liquidation of subprime securities for the purpose of meeting future cash flow requirements. 

 
2. None 

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

 
  

Actual 
Cost 

 

Book/Adjusted 
Carrying 

Value 

 

Fair Value 

 Other-Than-
Temporary 
Impairment 

Losses 
Recognized 

A. Residential mortgage-
backed securities $ 837,453 

 
$ 832,748 

 
$ 871,307 

 
$ - 

 Total $ 837,453 
 

$ 832,748 
 

$ 871,307 
 

$ - 
 
4. Not applicable 

 
H. Not applicable 

 
(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(  ) No (XX) 

 
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 (XX)  No (  ). 

 
a. If yes, what is the amount of reinsurance credits, weather an asset or a reduction of liability, taken for 

such new agreements or amendments? $0 
 

B. Not applicable 
 
C. Not applicable 

 
(24) Retrospectively Rated Contracts 
 

A. The Company estimates accrued retrospective premium adjustments for its group and credit life and accident and 
health 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 in 2012 that are subject to retrospective rating features was 
$3,668,055, which represents 7% of the total net premiums written for group life and credit life and accident and 
health. 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: 

  
 Current Year  Prior Year 

Balance at January 1 $ 2,990,362  $ 2,536,016 
 Less: reinsurance recoverable 130,252  25,270 

Net balance at January 1 2,860,110  2,510,746 

Incurred related to:    
 Current year 23,681,862  27,660,118 

 Prior years (276,974)            (48,679)

Total incurred 23,404,888  27,611,439 

Paid related to:    

 Current year 21,715,799  25,435,131 
 Prior years 1,664,795  1,826,944 

Total paid 23,380,594  27,262,075 

Net balance at December 31 2,884,404  2,860,110 
 Plus: reinsurance recoverable 239,411  130,252 

Balance at December 31 $ 3,123,815  $ 2,990,362 
 
(26) Intercompany Pooling Arrangements 
 

 Not applicable 
 
(27) Structured Settlements 
 

 Not applicable 
 
(28) Health Care Receivables 
 

 Not applicable 
 

(29) Participating Policies  
 

For 2012 and 2011, premiums under individual and group life participating policies were $157,401 and $170,024, 
respectively. The Company accounts for its policyholder dividends based upon the contribution method. The 
Company paid dividends in 2012 and 2011 in the amount of $75,916 and $78,901 respectively, to policyholders 
and did not allocate any additional income to such policyholders. 

  
(30) Premium Deficiency Reserves  
 

1. Liability carried for premium deficiency reserves  $0 
2. Date of the most recent evaluation of liability  12/31/2012 
3. Was anticipated investment income utilized in calculation?  Yes:   No: X  

 
 (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.  

 
(2) For substandard policies, table extra ratings are used and the reserve is calculated by an exact method   using 

multiples of standard mortality as determined by the currently assigned mortality category. 
 

(3) Not applicable. 
 

(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 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) Not applicable. 
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(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 

  
  

General 
Account 

Separate 
Account with 
Guarantees 

Separate 
Account 

Nonguaranteed Total 
% of 
total 

A. Subject to discretionary withdrawal -  with 
adjustment:                        

 
     

1 - With fair value adjustment  $ - $ - $ - $ -    
2 - At book value less surrender charge of 5% or more  - - - -    
3 - At fair value  - - - -  
4 - Total with adjustment or at market value  - - - -  
5 - At book value without adjustment (minimal or no 
charge or adjustment) 

 
329,298 - - 329,298 42% 

   - -   
B. Not subject to discretionary withdrawal provision  455,183 - - 455,183 58% 
   - -   
C. Total annuity actuarial reserves and deposit fund 
liabilities (gross) 

 
784,481 - - 784,481 100% 

       
D. Less:  reinsurance ceded  - - - -  
E. Total annuity actuarial reserves and deposit fund 
liabilities (net)* 

 
$ 784,481 $ - $ - $ 784,481  

       
*Reconciliation of total annuity actuarial reserves and 
deposit fund liabilities 

 
     

F. Life & Accident & Health Annual Statement:       
1. Exhibit 5, Annuities, total (net)     $ 499,375  
2. Exhibit 5, Supplementary contracts with Life 
Contingencies, total (net) 

 
   -  

3. Exhibit 7, Deposit-Type Contracts, line 14, column 1     285,106  
4. Subtotal     784,481  
Separate Accounts Annual Statement:       
5. Exhibit 3, Column 2, Line 0299999     -  
6. Exhibit 3, Column 2, Line 0399999     -  
7. Policyholder dividend and coupon accumulations     -  
8. Policyholder premiums     -  
9. Guaranteed interest contracts     -  
10. Other contract deposit funds     -  
11. Subtotal     -  
12. Combined Total                                                               $ 784,481    
       
G. Not applicable.       

 
(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 
(2) Ordinary new business  $ 136,044  $ 86,312 
(3) Ordinary renewal  67,145  132,809 
(5) Group life  351,146  351,146 
(7) Total  $ 554,335  $ 570,267 
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(34) Separate Accounts 
 

A. Separate account activity 
 

(1) The Company’s separate account assets and liabilities represent segregated funds administered and invested 
by an affiliate of the Company for exclusive benefit of variable life insurance policyholders and contract 
holders. The Company has no indexed separate accounts or guaranteed benefit accounts. 

 
(2) The Company believes that all separate account products maintained by the Company are legally insulated 

from the general account claims. 
 
(3) The Company has no separate account liabilities that are guaranteed by the general account. 

 
(4) The Company does not engage in securities lending transactions within the separate accounts. 

 
B. Information regarding the separate accounts of the Company for the period ending December 31, 2012 is as 

follows: 
 

1) Non-guaranteed premium consideration or deposits $ 211,384 
 

2) Non guaranteed reserves for accounts with assets at fair value $ 591,114 
 

3) Non-guaranteed reserves with fair value withdrawal characteristics $ 591,114 
 

4) Not applicable. 
 
C. Reconciliation of net transfer to or (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) $ 211,384 
 b) Transfers from Separate Accounts (page 4, Line 10) 125,339 
 c) Net Transfers to or (from) Separate Accounts  86,045 
   

2) Reconciling Adjustments: NONE - 
   

3) Transfers as Reported in the Summary of Operations of the Life, Accident & Health  
 Annual statement (1c)+(2c)+(2d)=(Page 4, Line 26) $ 86,045 

 
(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 $109,700 and $100,418, respectively. 

 
The Company incurred $42,228 and paid $32,946 of claim adjustment expenses in 2012, of which $8,236 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 value and subrogation in its determination    
of the liability for unpaid claims/losses and reduced such liability by $0. 
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