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We have .audite~the~ccol)1p~nylt)g st~tutofy-b~Sis stat¢m.rt)tspf~c1illittedass¢t*,.ll~pniti¢~, ..aljdGapit~l
~ndSllrplLJsqfCe.ntral Wnited r.,jfYJn~lIri!l)<>e.GQmpa!'lj'· .•(thY."GO!l1P~tnj"')a:, qfP.ecY!1)per:Jf. 201 I.al1d
2PIO,'lncttherelatedst~tl1tol'y-b~si:, st~tenwnt:'·.QfQpeni.tlon:', clj~n?e:'ill c~pitatandslll'plus, ~nd ..cash
flQ\\isfol'theyears thell <;J.ild<;Jd.These flnanclalstatementsare.·th<;J responsibility .ofthe Company's
man,igemel)t.·QlIl' tespollsibiUty···isto.express atlopinion •. on these unancial.·.statements·.basedonollr
aUdits.

We condllcted olll'audits iuaccordancewith alldinngstandal'dsgenerany~ccepted iuthe UnitedSultesof
America.•Those standal'dsrequirethat we planandperfOl'mthe aLldittoobtaill"easonable~SSl,raI1Ce abo.lIt
whether the flnancialstatelnents.arefreeofmateria.I•.. l11i:,statelllel1t.An·allclit.incllldes·.i;QnsictetatiQllQf
internal COl1tl'OIQyel'finan¢I~1 .repoxting aSJlbasisforqesIgjJing~~u~itproC~~\lresthata.re.·.MprQPI'i~t¢ hJ
the Cil'CVll1stal1yes, but••.l1otfol' th9. pl!.rp9~(:of¢J<pJ·(:s~i ng,·.ClI1 ?pilliqh..Otl•.th¢pffeGtiyen9~sof.the CQI~panY's
internal cQntrol. oYer·.fiIJa.ncialrepol'ting.ACPOl'dlngly~w~expressnosllCI1~opinion.Anauditalso .. includes
exa.minil1&. Qnatest bilsis~evidencesupportinlS the ajnountsand disclosures.·inthe.financial statements,
assessingtheaccountingprinciplesllsed and significantestimates made by man~gement; .as well as
evaluating·theoverall tlnancialstatementpr¢sentation. We believe that.our alidits provide a reasonable
basis for oUl'opihion.

As described more fldlyinNote 2· tothe fina.llcialstatemenfs,the 90tnpanYprepared. thesefjnal1cial
stat.ements..u:'i ngacCQJH1til1gpractipes· preScriRedpr·Pertnitt~g PfJhe~.rl<~nsas Insm~n~e. O¢RCllt~lent,.
whichJs a.cQmpt'ehellSive pasisofa¢cqunting dt\1erthallaccol;mting pril1clpl<;J~ ge:nerallyac¢epted intire
Ul1iteClSfates. ofAniedba.,

In .qlll·QpJllioIJ,suchstatl!tbry~bClSisfinanqial statements pfesenffaifl¥, ill alLmaferial.I'espeqtsJ the.
admitted assets,liabilities,and capitaLandsurplus·ofCenfral··Unifed Life Insurance Company as of
December31, 20 II and20 I0, andthel'eslIlts of its operations and its cash tlowsfortheyearsthenendec:h
on the basis ofaccounting described in Note 2; .

Our 20 II audit was .conducfedfbrthepurP9seoffofmingall.opillionon th¢2011 $nlt~ltQI'Y-~~$js ftlr~l1Cial
statements asa.whole..·TlleSUpplelnental scheqllle.·of selecte.c1~t~tqtOl'y-pasisfinanci.a.1 data,.the
supplel1)ental$ch~#.Llleofil1ve:'tmel1tl'isks. i.nterrogljtQries,··ClnCltlw~uppleme!'ltaISlllnm~ry·investnlel11
S9hedql.~,.as()fanQ fdl'the yeaI' encle9 Depet)1pet31,.':49;l1,a.reptes~llteQJorpu.l'po~e.s.ofa.d.ditiQnaI
una1ysisandatqnot.al'eqllil'edpart6f the·':40J I .statutOl'y·basisfinancial Statem~nts, Theseschedllles·.ar.e
the responsibi Iity?fthe Company'smanagementandwere derivedfrom.·and •. relate.directIy to.·th~

ul1derlyingaccoul1tingand other records llsedto pr~pare thestatutol'y-basisfinancialstatements. Such
schedlileshave.··been subJectedtothealiditingpl'Oc¢dw'es.app1ied In.ourat.tqitofthe2QLI··statutgly-basIs
financial stafem~ntsandcer~.a.i.~ ~.dclitiqrmlPl'oceqHres,incllJqinl.{cqlllparil1g~nql'e8Ph8iIil1g.~llph
schedules directlytothellnqerlyingaccol.lnting ~rtd. oth<;Jr repords I.ls(;)d tQ prepare the$tatlIWy~basis

-Member of
t~~J9I.t~.~Jou·t;fl,~-T#h!'O~t,s(J.lImlt~d



f1l1lUlcial statements or to the statutory-basis financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of America. In
OUI' opinion, such schedules are fairly stated in all material respects in relation to the 2011 statutory-basis
I1nancial statements as a whole.

This report is intended solely for the information and use of the board ofdirectors and management of the
Company and for filing with state insurance departments to whosejurisdiction the Company is su~iect

and is not intended to be and should not be used by anyone other than these specified parties.

May 31, 2012
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CENTRAL UNITED LIFE INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF ADMITTED ASSETS, LIABILITIES, AN£) CAPITAL
AND SURPLUS AS OF DECEMBER 31, 2011 AND 2010
(Amounts in thousands, except share and per-share data)

ASSETS

CASH AND INVESTED ASSETS:
Bonds -.'. allilnOrlized cost (fair value 01'$140,166 and $151,956 in 2011 and 2010, respectively)
Common slock ·....·/llTIliatcd
COlllrnct!oans
RClll eslate
Mortgage loans on real estale
Cash and shol'l-tenn investmenlS

Total cash and invested assets

DUE AND DEFERRED PREMIUMS ,-- Nel

INVESTMENT INCOME DUE AND ACCRUED

PROPERTY AND EQUIPMENT .•.. ut cost ---nol ofllccumulated deprecilllion of$804und $384, in 2011
lind 20lO, respe\:livcly

RECOVERABU, FROM REINSURERS

FUNDS HELD BY REINSURER

RECmVABLE ['ROM AFFILIATES

NET DEFERRED TAX ASSET

GOODWILl....... Net

O'IlIER ASSETS

TOTAl..

LIABILITIES AND CAPITAL AND SURPLUS

LIABILITIES:
Aggregate rescl'ws:

Lifb and annuity policies
Accidcl1t ane! health policies
l.illbilily I()I' deposit-lype contracts

Liability 'hI' polic,' lind comrac·l claims:
Lilb
Accident and health

Dividends payable 10 policyholders
Interest IllU inlenanee reserve
Commissions, expenses, taxes (ulher IIliln tedeml income 11lxe~), licenses, lind olher lecs accrued
Currcnt Jcdeml income lax payable
Asset valuation reserve
Due tourTIliates
Olher .lcerued liabilities

Totalliabililics

CAPITAl. AND SURPLUS:
Cumulative Series E redeemable prcferred stllek; $10 pm' value -..- $1 (JO stlllcd valuc -- aUlhorizcd, 100,000 shares;

issued und OUlslllnding, 20,000 sharcs in 2011 and 2010, respectively
Common stock, $0 par value·- $25,000 staled vulue -- authorized, 150 shares; issucd and oUlslllndillg,

100 shares ill 20 I1 and 20 I0, respectively
!'aid-in und eoillribuled surplus
Surplus nole
Unassigned surplus

Tollil ellpital and surplus

TOTAL

Sec nute.~ to slUluloly-hasis Iinllncial sllllemcnls,

2011 2010

$130,913 $\45,618
51,231 50,634
6,462 6,897

17,371 10,279
4,330 4,836

40,55Q. 42,102

250,8,57 260,366

1,958 1.1157

1,593 1,624

630 820

919 297

49,MI 48,981

998 1,811

5,212 5,297

456 569

...._.__J.~,?. .____._J..~9.

~ $321,772

$110,766 $113,.144
109,342 118,218

3,402 3,354

1,997 1,785
21,558 24,522

348 356
3,756 3,425
1,663 977

959 522
1.137 1,008

13
----2!!Q. .--....2.!i
~1888 268,43.,!

200 200

2,50t) 2,50(l
9,955 9,955

15,000 IS,OOO
....l1.~.Q 25679 .

............=.:~~-

56,56~ 53,331

;[>21 2,453 $321,772



CENTRAL UNITED LIFE INSURANCE COMPANY

STATUTORY·BASIS STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31,2011 AND 2010
(Amounts in thousands)

PREMIUM AND OTHER REVENUES:
Premiums and annuity considerations
Net investment income
Commissions and expcnse allowances on reinsurance ceded
Amortiz.ation of interest maintenance I'eserve
Othcr income ---- nct

'rotal premium and other revenues

BENEFITS AND EXPENSES:
Benefits to lifc benel1ciaries and annuitants
Benefits to accident and hcalth policyholdcrs
Decrease in rescrves for policies and contracts
Interest expcnse
Commissions
General insurance expenses
Change in loading
Taxes, licenses, and fees

Total beneiits and expenses

INCOME FROM OPERATIONS BEFORE DIVIDENDS TO
POLICYHOLDERS, FEDERAL INCOME TAX EXPENSE, AND
NET REALIZED CAPITAL GAINS

DIVIDENDS TO POLICYHOLDERS

INCOME FROM OPERATIONS BEFORE FEDERAL INCOME
TAX AND NET REALIZED CAPITAL GAINS

FEDERAL INCOME TAX EXPENSE

INCOME FROM OPERATIONS BEFORE NET REALIZED
CAPITAL GAINS

NET REALIZED CAPITAL GAINS ..-- Net of income tax of$668
in 20 I I and $740 in 2010 and amounts transferred to the interest
maintenance reserve of$I,296 in 2011 and $1,438 in 20]0

2011 2010

$ 97,606 $102,553
9,324 13,047

246 274
965 810

.___~,57Q _~!558

110,711 [19,242

8,620 8,653
71,658 75,078

(11,455) (13,448)
669 675

14,150 12,660
17,931 18,940

(38) 9
3,707 _ 3,073

105,242 .JQ~..?640

5,469 13,602

368 387---.--

5,101 13,215

1,201 __2,287

3,900 10,928

4

NET INCOME

See notes to statutory-basis financial statements.
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CENTRAL UNITED LIFE INSURANCE COMPANY

STATUTORY·BASIS STATEMENTS OF CHANGES IN CAPITAL AND SURPLUS
FOR THE YEARS ENDED DECEMBER 31,2011 AND 2010
(Amounts in thousands)

Pald·ln Total
Cumulative Common and Capital
Redeemable Capital Contributed Surplus Unassigned and

Preferred Stock Stock Surplus Notes Surplus Surplus

BALANCE·--Jllnuary 1,20)0 $200 $2.500 $9,955 $15,000 $18.174 $45.829

Net income !O,932 10,932

Common stock dividends (1,000) (1,000)

Change in asset vllluation rescrve (63) (63)

Change in unrealized capital gains
(loss) (3,495) (3,495)

Change in nonadmiued assets 543 543

Change in net del1ll1"cd tax 5118 _ 51l1l.

BALANCE _... Decembel' 31. 20 I() 200 2,500 9.955 IS,OOO 25,679 53,334

Net income 3,900 3,900

COlll1l10n stock dividends (750) (750)

Chungc in asset valuation reserve (129) (129)

Change in unrealized capital gains
(loss) (75) (75)

Change in nonadmitted assets (1,063) (1.063)

Change in net deferred tax ~ _..J..348

BALANCE --- December 31, 2011 W2Q ~ ~ l!1&Q2. ~ $~~~~

Sec notes to SllllU(Ory-bllsis Iinaneial statements.
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CENTRAL UNITED LIFE INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010
(Amounts in thousands)

CASH FROM OPERATJONS:
Premiums collected -- net of reinsurance
Net investment income
Miscellaneous income
Benefit and loss-related payments
Commissions, expenses, and taxes paid
Policyholder dividends
Federal income taxes paid
Disposals
Acquisitions

Net cash used in operations

CASH FROM INVESTMENTS:
Proceeds fro111 investments sold, matured, 01' repaid:
Bonds
Stocks
Mortgage loans

Total investment proceeds

Cost of investments acquired:
Bonds
Real estate
Mortgage loans

Total cost of investm~~ntsacquired

Net decrease in contract loans

Net cash provided by investments

CASH FROM FINANCING AND MISCELLANEOUS SOURCES:
Net deposits on deposit-type contract funds
Other
Dividends paid to stockholders

Net cash used in financing and miscellaneous sources

NET DECREASE IN CASH AND SHORT-TERM INVESTMENTS

CASH AND SHOR'r~TERM INVESTMENTS:
Beginning of yeaI'

End ofyear

See notes to statutory-basis fInancial statements,
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2011 2010

$ 97,442 $102,968
9,388 13,639
2,816 2,832

(83,625) (90,297)
(35,152) (34,361)

(376) (387)
(1,432) (3,562)

(3,179)
-~~--_.

_j,O~

(10,939) ~Jl(jf.)

38,686 46,272
155

4,243 115

42,929 46,542

(22,227) (38,459)
(7,400) (135)
(3,677)

-i33 ,304) ~,594)

435 570----
10,060 __8,518

36 193
41 (2,234)

___<12.9] ~QQ)

(673) (3,041)

(1,552) (2,785)

42,102 44,882

$ 40,550 Lj2,I02



CENTRAL UNITED LIFE INSURANCE COMPANY

NOTES TO STATUTORY·BASIS FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2011 AND 2010

1. ORGANIZATION AND OPERATIONS

Central United Life Insurance Company (the "Company") is domiciled in the State of Arkansas and
operates as a life, accident, and health insurance company. The Company is wholly owned by Harris
Insurance I-folding, Inc. (HII·H), a Texas insurance holding company. The Company is licensed in 4(
states, The Company acquires blocks of life and accident and health insurance from other insurance
companies and markets individual life and accident and health insurance, Approximately 5% ofdirect
business was written in the State of Arkansas for the years ended December 31,2011 and 20 IO. Direct
business written in Mississippi, Texas, South Carolina, Oklahoma, Georgia, and Tennessee, accounted
for 13%, 12%,9%,6%,5%, and 5%, respectively, of total direct premiums written for the year ended
December 31, 2011. No other state accounted for 5% or more of direct premiums written in 2011 and
20[0.

The Company owns 100% of the common stock of Manhattan Insurance Group, Inc. (MIG) at
December 31, 20 I ( and 20 I0, respectively. MIG is an insurance holdings company which owns 100%
of the common stock of Manhattan Life Insurance Company (MLlC), which is domiciled in the State of
New York, The Company also owns 100% of the common stock of Investors Consolidated Insurance
Company (lCIC), which is domiciled in the State of New Hampshire. Additional information has been
provided related to these investments in subsidiaries at Note 5.

On December 7,20 I0, the Company sold Worksite Solutions to HII·n for its capital and surplus 01'$155
thousand. The Company realized a gain on the sale of$5 thousand.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation ....-. The accompanying statutory-basis financial statements have been prepared in
accordance with accounting practices prescribed or permitted by the Arkansas Insurance Department
(AID), which is a comprehensive basis ofaccounting other than accounting principles generally
accepted in the United States (GAAP). The State of Arkansas has adopted the National Association of
Insurance Commissioners' (NAIC) Accounting Practices and Procedures Manual (NAIC SAP) as the
basis of its statutory accounting practices, For the years ended December 31,2011 and 20 10, there are
no significant differences between NArc SAP and the accounting practices prescribed for life and health
insurance companies domiciled in the State ofArkansas which arc applicable to the Company. The more
significant variances f)'om GAAP are:

• The costs ofacquiring and renewing business are expensed when incurred. Under GAAP,
acquisition costs related to traditional life insurance and certain long-duration accident and health
insurance, to the extent recoverable from future policy revenues, would be deferred and amortized
over the premium-paying period of the related policies using assumptions consistent with those used
in computing policy benefit reserves; for universal life insurance and investment products, to the
extent recoverable froln future gross profits, deferred policy acquisition costs are amortized
generally in pl'Oportion to the present value of expected gross profits fi'om sun'ender charges and
investment, mortality, and expense margins.

- 7 -



• Certain assets designated as "nonadmitted," principally agents' balances, deferred tax assets,
furniture and equipment, unsecured loans or cash advances to officers or agents, Company's sto(:k as
collateral for loans, non-bankable checks, and trade names and other intangible assets, and other
assets not specifically identified as an admitted asset are excluded from the accompanying statutory
basis flnancial statements and arc charged directly to unassigned surplus. Under GAAP, such assets
are reflected on the balance sheet, net of valuation allowances, if any.

• Investments in bonds are reported at amortized cost or market value based on their National
Association oflnsurance Commissioners' (NAIC) rating; under GAAP, such fixed maturity
investments would be designated at purchase as held-to.maturity, trading, or available-for·-sale.
Held-to-maturity fixed maturity investments would be reported at amortized cost, and the remaining
fixed maturity investments would be reported at lair vallIe with unrealized holding gains and losses
reported in operations for those designated as trading and as a separate component of shareholders'
equity for those designated as available-for-sale.

• All single class and multiclass mortgage-backed and asset-backed securities are adj usted for the
effects ofchanges in prepayment assumptions on the I'elated accretion of discount 01' amortization of
premium of such securities using the retrospective method. If it is determined that a decline in fair
value is other-thall-temporary, the cost basis of the security is written down to the discounted
estimated future cash flows. Under GAAP, all securities purchased or retained, that represent
beneficial interests in securitized assets, other than high-credit quality securities, are a4iusted using
the prospective method when there is a change in estimated future cash flows, If it is determined that
a decline in fail' value is other-than-temporary, the cost basis of the security is written down to fair
value based on the discounted cash l1ows. If high credit quality securities are adjusted, the
retrospective method is used,

• The common stock of the Company's subsidiaries are carried at their statutory equity, adjusted for
any unamortized goodwill, and are not consolidated with the accounts and operations of the
Company, as required under GAAP,

• Investments in real estate are reported net of related obligations. Real estate owned and occupied by
the Company is included in investments rather than .;eported as an operating asset as required under
GAAP, with related obligations reported as liabilities, and investment income and operating
expenses include rent for the Company's occupancy ofthepl'Operty, Changes between depreciated
cost and admitted asset investment amounts are reported as direct adjustments to unassigned surplus
rather than to operations, as required under GAAP.

• Valuation allowances, ifnecessary, are established for mortgage loans based on the difference
between the net value of the collateral, determined as the fail' value of the collateral less estimated
costs to obtain and sell and the recorded investment in the mortgage loan. Under OAAP, such
allowances are based on the present value of expected future cash 1'10ws discoLlnted at the loan's
effective interest rate or, ifforecJosure is probable, on the estimated fail' value of the collateral.

l'he initial valuation allowance and subsequent changes in the allowance for mortgage loans as a
result ofa temporary impairment are charged or credited directly to unassigned sUl'plus while other
than-temporary impairments are recorded as realized losses in operations. Under GAAP, changes in
the valuation allowance are included in operations.

• The asset valuation reserve (AVR) provides a valuation allowance for invested assets, The AVR is
detemlined by an NAIC-prescribed formula with changes in the AVR balance reflected as direct
adjustments to unassigned surplus; AVR is not recognized for GAAP.

- 8 -



• The interest maintenance reserve (lMR) is maintained as prescribed by the NAIC for the purpose of
deferring realized capital gains and losses on sales of fixed income investments, principally bonds
and mortgage loans, at1ributable to changes in the general level of interest rates and such realized
gains and losses are amortized over the remaining period to maturity, based on groupings of
individual securities. Realized capital gains and losses are reported in operations net of federal
income tax and transfers to the IMR. Under GAAP, realized capital gains and losses would be
reported in the statement of' operations on a pretax basis in the period that the assets giving rise to
the gains or losses are sold.

• Deferred tax assets are an asset or liability required by statutory accounting to be recorded for
deferred taxes related to temporary differences between the financial reporting and tax bases of
assets and liabilities, subject to limitations on deferred tax assets. An amount reflecting the
Company's estimate of deferred tax assets that will be realized within three years has been included
in admitted deferred tax assets, as the Company has elected to admit deferred tax assets pursuant to
paragraph IO.e of SSAP No. lOR "'--lncome Taxes-·- Revised, A Temporary Replacement (~I"SSAP

No. 10 ("SSAP No. lOR"). Amounts that will not be realized within three years are nonadmitted and
are excluded through a charge against capital and surplus. Statutory accounting requires that a
valuation allowance be established for deferred tax assets not realizable, In lieu ofstate income
taxes, the company pays premium taxes. Deferred taxes do not include amounts for state taxes.
Under GAAP, state taxes are included in the computation of deferred taxes, a deferred tax asset is
recorded for the amount ofgross delened tax assets expected to be realized in future year's, and a
valuation allowance is established for deferred tax assets not i"eaIi7..able.

• No statement of comprehensive income 01' its components are presented in the corresponding
statutory-basis financial statements.

• Premiums and considerations received 1'01' universal life and annuity policies with mortality or
morbidity risk, except for guaranteed interest and group annuity contracts, are retlected as revenue,
and benel1ts inclII'red represent: the total ofdeath benefits paid and the change in policy reserves.
Premiums received for annuity policies without mortality 01' morbidity risk and for guaranteed
interest and group annuity contracts are recorded using deposit accounting and credited directly to
an appropriate policy reserve account, without recognizing premium income. Under GAAP,
premiums received in excess of policy charges would not be recognized as premium revenue, and
benefits would represent the excess of benefits paid over the policy account value and interest
credited to the policy account values.

• Certain policy reserves are calculated based on statutorily required interest and mortality
assumptions rather than the estimated expected experience or actual account balances as required
undcrGAAP.

• Policyholderdividends are recognized when declared rather than over the term of the related
policies.

• Cash and short-term investments in the statements of' cash flows represent cash balancesftnd
investments with initial maturities ofone year or less. Under GAAP, the corresponding captions of
cash and cash equivalents include cash balances and investments with initial maturities ofthree
months or less.

• Under NAIC SAP, a liability for reinsurance balances would be provided for unsecured policy
reserves ceded to reinsurers unauthorized to assume such business. Changes to those amounts are

- 9·



credited or charged directly to unassigned surplus. Under GAAP, an allowance for amounts deemed
uncollectible would be established through a charge to operations,

• Policy and contract liabilities ceded to "cinsurers have been reported as reductions of the related
policy reserveS rather than as assets, as required under GAAP, Commissions allowed by reinsurers
on business ceded are reported as revenue when received rather than being deferred and amortized
as required under GAAP.

• Surplus notes are reported as a component ofcapital and surplus rather than liabilities, as required
underGAAP,

The following is a description of the Company's principal accounting policies and practices:

Investments --- Bonds, common stocks, and short·term investments are stated at values prescribed by the
NAIC, as follows:

• Bonds not backed by other loans are principally stated at amortized cost using the scientific method.

• Single class and multi-class mortgage-backed or asset-backed securities are valued at amol1ized cost
using the scientific method including anticipated prepayments, Prepayment assumptions are
obtained from dealer surveys or internal estimates and are based on the current interest rate and
economic environment. The retrospective adjustment method is used to value all such securities.

• The Company's investments in insurance subsidiaries are carried at the respective statutory-basis
surplus of the subsidiaries, adjusted for any unamOI·tized goodwill. The net change in the
subsidiaries' equity is included in the change in net unrealized capital gains or losses.

• Included in investments in subsidiaries and aft11iates is goodwill related to ICle of$270 thousand at
December 31,20 I J, and $360 thousand at December 31,20 10. There is also $3.4 million and
$3.8 million of goodwill related to the MIG acquisition at December 31,20 I J and 2010,
respectively, of which $0.0 million and $0.7 million is non-admitted, respectively.

• Short-term investments include investments with remaining maturities of one year or less at the time
of acquisition and are principally stated at amortized cost.

• Bond and other loan interest are credited to revenue as it accrues. Dividends on common stocks are
credited to income on ex-dividend dates. Due and accrued income, if applicable, are excluded from
investment income on bonds, stocks, and other loans where the collection of interest is uncertain.
Ther'e was no interest excluded f!'OIn investment income at December 31, 201 J or 20 IO.

• The Company uses the grouped method ofamortization 1'01' interest related gains and losses arising
from the sale of bonds which have been transferred to the IMR.

• Net realized gains and losses on investments are determined on a specific identification basis. If it is
determined that a decline in tllir value of investment securities is other-than.tempol'ary, the cost
basis of the security is written down to fair value based on CUl'I'ent market values or discounted cash
flows, as appropriate,

• Contract loans are reported at unpaid principal balances.

• MOl1gage loans are reported at unpaid principal balances, less allowance for impairment. A
mortgage loan is considered to be impaired when, based on current information and events, it is
probable that the Company will be unable to collect all principal and interest amounts due according
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to the contractual terlns of the mortgage agreement. When management determines foreclosure is
probable and the impairment is deemed other-than-temporary, the mortgage loan is written down
and a realized loss is recognized. The Company did originate one new loan during 2011, on June 28,
20 II which was repaid in full on December 2, 20 I I. The maximum percentage ofanyone loan to
the value of the collateral at the time of the loan, exclusive of insured, guaranteed, or purchased
money mortgages, was 90%. (--Iazard insurance is required on all properties covered by mortgage
loans at least equal to the excess of the loan over the max.imum loan, which would be permitted by
law on the loans. As of December 3I, 20 II, there were no taxes, assessment,;, or other amounts
advanced by the Company on mortgage [oans outstanding. There are no prior liens on any mortgage
loan owned.

• Land is reported at cost. Real estate occupied by the Company and real estate held for the production
of income arc reported at depreciated cost, net of related obligations. Real estate that the Company
has the intent to sell is reported at the lower ofdepreciated cost or fail' value, net of related
obligations. Depreciation is calculated on a straight-line basis over the estimated useful lives of the
properties.

(>remiums -- Life, accident, and health premiums are recognized as revenue when due. Premiums for
annuity policies with mortality and morbidity risk, except for guaranteed interest and group annuity
contracts, are also recognized as revenue when due. There were no premiums received for annuity
policies without mortality risk.

Reserve Basis - Policy reserves are based on statutOlY mortality and interest requirements withoLlt
consideration of withdrawals. Policy reserves arc computed principally on the basis of the 1958, 1980,
and 200 I CSO mortality tables with assumed rates of Interest from 2.5% to 6.0%.

Approximately 20% of the reserves are calculated on a net levelrescrve basis and 80% on a
Commissions Reserve Valuation Method (CRVM) reserve basis. The effect of the use ofa modified
reserve basis is to partially offset the effect of immediately expensing acquisition costs by providing a
policy reserve increase in the first policy year, which is less than the reserve increase in renewal years.
The Company waives deductions or deferred fractional premium upon the death of the insured and
returns any portion of the final premium beyond the date of death. Surrender values are not promised in
excess of the legally computed reserve. Substandard reserves are determined by computing the regular
mean reserve lDr the plan of the rated age and holding in addition to one half of the extra substandard
premium.

The aggregate reserve for accident and health policies consists of active life i'eserves and present values
of amounts 110t yet due on disability claims. Active life reserves consist of unearned premium reserves
computed for all accident and health policies, and additional reserves computed for all noncancelable
and guaranteed renewable policies. Unearned premium reserves are computed using the daily pro-rata
method. Additional reserves are primarily mid-terminal reserves computed using the two-year li.tll
preliminary term valuation method. The present value of amounts not yet due for disability claims is
calculated using the 1964 Commissioners Disability Table with an interest assumption 01'3.0% to 6.0%
prior to 1994, and using the 1985 CrDA with an interest assumption of 4.5% 01' 5.0% aner 1994.

Liability for Policy and Contract Claims - The liability fell' policy and contract claims is based upon
the estimated liability for claims reported to the Company plus claims incurred but not reported.
Although considerable variability is inherent in such estimates, in the opinion of management the
reserves for policy and contract claims are sufficient in the aggregate under the ter'ITIs of its policies lDr
all unpaid claims at December 31,20 II and 20 IO.

Participating Policies ----- The Company maintains both participating and nonparticipating life insurance
policies. Participating business represented approximately 0.3% of tile life insurance in IDrce at
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December 31,20 II and 20 IO. Dividends to participating policyholders are determined annually and are
payable only upon declaration ofan equitable current dividend plus a provision for such dividend to be
paid in the following year by the board ofdirectors.

Assumption Reinsurance Transactions -- The Company values assets acquired at the date of
acquisition at their market values and the reserves are established according to the statutory
requirements based on the benefits of the individual policies reinsured. [fthe liabilities exceed the assets
received, the difference represents goodwill that Inust be amortized into operations using the interest
method over the life of the policies, but for a period not to exceed 1°years. If the assets exceed the
liabilities, the Company records a deferred liability and amortizes the amount into operations using the
interest method over the expected life of the business but not to exceed 10 years.

Guaranty Fund and Other Assessments --_.. The Company may be required to record a liability for
guaranty fund and othel' assessments after an insolvency of an insurer in the states where the Company is
licensed to write business has occurred.

Usc of Estimates ._-- The preparation of statutory-basis financial statements requires management to
make estimates and assumptions that affect the amounts reported in the statutory-basis l1nancial
statements and accompanying notes. Such estimates and assumptions could change in the future as more
information becomes known, which could impact the amounts reported and disclosed herein. The
estimates susceptible to signi11cant change are those lIsed in determining the liability for aggregate
reserves for future policy benel1ts and claims. Although some variability is inherent in these estimates,
management believes the amounts provided are adequate.

Subsequent Events .....- We have evaluated subsequent events after the balance sheet date of
December 31, 20 II through May 31, 2012, which is the date the statutory-basis financial statements
were available to be issued.

New or Pending Accounting Standards ········In August 2011, the NAIC issued SSAP No. 101, Income
Taxes, A Replacement ql'SSAP No. lOR and SSAP No. 10, ("SSAP No. 101"). SSAP No. 101 establishes
statutory accounting principles for current and deferred federal and IDreign income taxes and current
state income taxes. This newly issued statement supersedes SSAP No. lOR, Income Taxes -- Revised, A
Temp()rary Replacement ql'SSAP No. /0, and is effective for periods beginning on or after January I,
2012. The adoption of SSAP No. 101 is not expected to have a material impact on the Company's
statutory-basis financial statements.

3. RESTlUCfED ASSETS

[n accordance with the terms of certain coinsurance and assumption reinsurance agreements, the
Company is required to maintain funds in custodial accounts. Such funds are restricted as to withdrawal,
unless approved by written authorization from both the Company and the ceding companies. Such
restricted funds may be used to service the respective assumed blocks of business. No restrictions are
placed on the types of investmentsto be made with the funds. At December 31 , 20 II and 20 I0, the
admitted asset value of investments held in the custodial accounts totaled $49.6 million and
$49.0 million, respectively.

Bonds with an admitted asset value of $6.8 million and $6.9 million as of December 31,20I I and 20 I0,
respectively, wet'e held on deposit with state insurance departments to satisfy regulatory requirements.
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4. INVESTMENTS

The amortized cost and estimated fair value of investments in bonds at December 31, 2011 and 20 I0, are
as follows (amounts in thousands):

U.S. treasury securities and obligations of
U.S. government corporations and agencies

Industrial and miscellaneous
Mortgage-backed securities

Total lixed maturity securities

U.S. treasury securities and obligations of
U.S. government corporations and agencies

Industrial and mis<:ellaneous
Mortgage-backed securities

Total Iixed maturity securities

2011
Gross Gross

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

$ 95,107 $8,297 $ $ 103,404
34,761 1,242 (391 ) 35,612

__),045 105 1,150

$130,913 $9,644 $(391) $ 140,166

2010
Gross Gross

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value

$ 100,856 $4,920 $ (179) $ 105,597
43,030 1,728 (291) 44,467

1,732 160 1,892

$145,618 ~ $(470) $151,956

The following tables at December 3\, 20 II and 20 \0, show investments with gross unrealized losses
and their fair value, aggregated by investment category and length of time that individual securities have
been in a continuous unrealized loss position (amounts in thousands);

2011

Illdu~lriul and misccllan\:ous

Tolnl fixed maluril)' securilies

Less than Twelve Months
Twelve Months or Greater Totel

Fair Unrealized Unrealized Unrealized
Value Losses Fair Value Losses FaIr Value Losses

~},\~~. L@!) $4,202 m£D .L7,50Q. $(391 )

$3.298 !..J!?4) $4,202 $(327) $ 1,500 $(391)

2010

Less than
Twelve Months

Fair Unrealized
Value Losses

Twelve Months
or Greater

Unrealized
Fair Value Losses

Totel
Unrealized

Fair Value Losses

U.S. treasul')' securilics nnd obliglilion5 of
U.S. go\'cmrncnl Clll'j'lllfitliolls lind IIgcncies

Industrilll and misccllllllCOUS

TOlallixcd maturily ~ccurilies

$5,669

~ 13 -

$(179)

!U72.)

$ •

-(~.?.!)

$(291)

$ 5,669
_.fJ.JJ.S.~

$(179)
.-ili!)



At December 31,20 II, 99.2% of the Company's investment portfolio was rated investment grade.
Although the Company did experience turnover in bonds in 2011 and 2010, the Company's general
investment philosophy is to hold bonds for long-term investment. However, in response to changing
market conditions, liquidity requirements, interest rate movements, and other investment factors, bonds
may be sold prior to their maturity. Due to the Company's investment policy of investing in high quality
securities with the intention of holding for long-term investment, the portfolio does have exposure to
interest rate risk, Interest rate risk is the risk that funds are invested today at a market interest rate and in
the future interest rates rise causing the current market price on that investment to be lower. This risk is
not a significant factor relative to the Company's buy and hold portfolio since the original intention was
to receive the stated intel'est rate payments and principal at maturity to match liability requirements of
policyholders. Also, the Company takes steps to manage these risks. The temporary declines in fail'
value within the table above are primarily due to interest rate fluctuatiomi. Of the debt securities
reporting temporary declines in fair value as of December 31, 20 11,90.3%,01' $6.8 million, with
unrealized losses 01'$0.1 million, are investment-grade securities. The remaining 9.7%, or $0.7 million,
with unrealized losses of $0.3 million are related to below investment-grade secLirities. The Company
currently expects to receive all principal and interest payments on these securities in accordance with
their stated terms. The Company continually monitors pertinent information as noted above to ensure
expected returns in order to pay future policyholder obligations. The Company did not record any other
than-temporary impairments during 20 II 01' 20 I 0.

The amortized cost and estimated f'ilir value of bonds at December 31,20 II, by contractual maturity, are
as follows (amounts in thousands):

Amortized
Cost Fair Value

Due within I year
Due after I year through 5 years
Due after 5 years through I() years
Due aftel' 10 years
MOitgage-backed securities

Total

$ 20,288
57,760
39,905
11,915

_1,045

$ 130,913

$ 20,472
60,519
43,601
14,424
1,150

$140,166

Expected maturities will differ H'om contractual maturity because issuers may have the right to call or
prepay obligations with 01' without penalties.
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Components of realized capital gains and losses as of December 31,2011 and 2010, are as follows
(amounts in thousands):

Bonds

Total

Federal income tax expense

Transfer to interest maintenance reserve of
$1,964 - net of taxes of$668

Net realized capital gain

Bonds
Common stock

Total

Federal income tax expense

Transfer to interest maintenance reserve of
$2,178 --.. net of taxes of$740

Net realized capital gain

2011.
Gross Gross Net Gains
Gains Losses (Losses)

$1,986 L.Q3) $ 1,964

$1,986 Lill) 1,964

(668)

-.J.h~&)

$

2010
Gross Gross Net Gains
Gains Losses (Losses)

$2,178 $ - $ 2,178
4 4--

$bJ82 $ - 2,182

(740)

-.U..d:?~

$ 4

Pl'Oceeds from sales of bonds, excluding maturities and redemptions, during 20 II and 2010, were
$24.1 million and $30.0 million, respectively.

The Company maintains investments in money market accounts with a variety of established financial
institutions, which exceed the federally insured limit. The Company thoroughly investigates its
depositories and has experienced no losses with respect thereto.

There were no mortgage loan impairments in 2011 or 20 IO. Approximlitely 27% afthe Company's
mortgage loan portfolio consists of residential mortgages in sOlltheast Texas. The remaining 73%
consists ofa participation in a commercial offIce mortgage in the New England region.
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Major categories of the Company's net investment income for the years ended December 31, 20 II and
2010, are summarized as follows (amounts in thousands):

2011 2010

Investment income:
Bonds $ 5,134 $ 5,675
Common stock _._- affiliate 4,130 7,500
Mortgage loans 607 297
Real estate* 2,807 2,516
Contract loans 504 495
Short-term investments and cash 5 31
Othel' 78 31---

Total investment income 13,265 16,545

Investment expenses:
Investment expenses* $ 3,255 $ 2,919
Depreciation on real estate 308 305
Taxes on real estate investments 378 274

Total investment expenses 3,94[ _~,498

Net investment income $ 9,32~ $[3,0;1]

*The income and expense for the occupancy of Company-owned propelty was $1,0 million for 20 I 1
and 2010.

5. INVESTMENTS IN SUBSIDIARIES AND AFFILIATES

A summary of the Company's investments in subsidiaries as of December 31, 20 II and 20 I0, is as
follows (amounts in thousands):

2011 2010
Carrying Carrying

Cost Value Cost Value

Icrc $ 5,577 $ 7,555 $ 5,577 $ 7,610
MIG ..16,214 43,676 36,214 43,024

$41,791 $51,231 $41,791 $ 50,634

'I'he change in the unrealized appreciation of investments in subsidiaries has been booked to unassigned
surplus as a component ofchange in unreal ized capital gains and does not affect net income.
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The following is summal'ized financial information ofiCIC and MIG, as of and for the years ended
December 31,20 II and 2010 (amount,> in thousands):

ICIC MIG
2011 2010 2011 2010

Admitted assets $15,542 $ 15,874 $330,903 $344,059
Liabil ities 8,257 8,625 290,596 304,176
Surplus 7,285 7,249 40,307 39,883
Net income 156 114 3,978 89

6. PREMIUMS AND OTHER CONSIDERATIONS DEFERRED AND UNCOLLECTED

Deferred and uncollected life insurance premiums and annuity considerations as of December 31,20 II
and 20 I0, are as follows (amounts in thousands):

2011 2010
Gross Loading Net Gross Loading Net

Ordinary new business $ 19 $ (7) $ 12 $ 20 $ (7) $ 13
Ordinary renewal ~ -.ill?,) 850 ..J,247 . (380) 867

Total lldll $ (349) !!2l !ld21 $ (387) ~

7. I)ROPERTY ANn EQUIPMENT

The Company's property and equipment at December 31,20 II and 20 I0, are as follows (amounts in
thousands):

FUl'Iliture and fixtures
Data processing equipment
Artwork

Less accumulated depreciation

Pl'Operty and equipment before amount nonadmitted

Less nonadmitted assets

Property and equipment

2011 2010

$ 432 $ 419
1,285 1,138

970 970

2,687 2,527

-~ (384)

1,883 2,143

(1,253) (1,323)

$ 630 $ 820

Depreciation expense for the years ended December 3 I, 2011 and 20) 0, was $0.4 mi Ilion and
$0.3 million.

- 17-



8. FAIR VALUES OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used by the Company in estimating the fail' value of
financial instruments:

Bonds --- Fail' values for bonds are based on quoted market prices, where available. For bonds 110t
actively traded, fail' values are estimated using values obtained from independent pricing services.

Mortgage Loans on Real Estate _.._. The fail' values for commercial and residential mortgages in good
standing are estimated using discounted cash flow analysis using interest rates currently being offered
for similar loans to bOl'l'owers with similar credit ratings in comparison with actual interest rates and
maturity dates. Fait· values for mortgages with potential loan losses are based on discounted cash flow
analysis of the underlying propel1ies.

Contract Loans -- Contract loans are an integral part of the life insurance policies which the Company
has in force and, in the Company's opinion, cannot be valued separately. Contract loans are stated at
their aggregate unpaid balance.

Cash and Short-Term Investments ......-The carrying amounts reported approximate their fail' values.

Annuity Contract Reserves -_..- Fail' values of the Company's liabilities under contracts not involving
significant mortality 01' morbidity risks (principally deferred annuities) are stated at the account value
which represents the amount payable by the Company upon demand.

SUfplus Note ....-- Fair value for the Company's sllrplus note is estimated based on current interest rate
spread on similar instruments..

The carrying amounts and fair values ofthe Company's financial instruments at December 31,2011 and
20 I0, are as follows (amounts in thousands):

Assets:
Bonds
Mortgage loans on real estate
Cash and short-term investments
Liabilities -- annuities and
supplementary contracts

Surplus -- surplus note

2011 2010
Carrying Fair Carrying Fair
Amount Value Amount Value

$130,913 $ 140,166 $145,618 $ 151,956
4,330 4,595 4,836 5,076

40,550 40,550 42,102 42,102

11,708 11,708 12,388 12,388
15,000 15,000 15,000 15,000
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Under NAIC SAP, investments carried at fair value at the statutory-basis financial statements are
classified, for disclosure purposes, based on the hierarchy defined by SSAP No. 100, Fair Value (SSAP
No.IOO). Pail' value is a market-based measurement and should be based on the assumptions that market
participants would make in pricing the asset in a current transaction between willing parties. SSAP
No. 100 establishes a fair value hierarchy that distinguishes between market participant assumptions
developed on market data obtained from sources independent of the Company and the Company's own
assumptions about market paliicipants based on best information available in the circumstances. The
asset's classification in the hierarchy is based on the lowest level of input that is signii1cant to its
valuation. The levels of the fair value hierarchy are as lbJ(ows:

Level I - Quoted prices for identical instruments in active markets

Level 2 -_... Quoted pl'ices for similar instruments in active markets, quoted prices for identical or similal'
instruments in markets that are not active; and model-derived valuations whose inputs are observable 01'

whose significant value drivers are observable.

Level 3 --_.. Instruments whose significant value drivers are unobservable.

The Company did not have financial assets measured and reported at fair value as of December 31,
2011.

9. LIFE AND ANNUITY ACTUARIAL RESERVES

At December 31,2011 and 20 I0, the Company's annuity reserves and deposit fund liabilities that are
subject to discretionary withdrawal (with adjustment), subject to discretionary withdrawal (without
adjustment), and not subject to discretionary withdrawal provisions are summarized as 1bllows (amounts
in thousands):

2011
Amount Percent

2010
Amount Percent

Subject to discretionary withdrawal:
With market value adjustment
At book value less cUlTent surrender
charge of 5% or more

At market value

$ % $ %

Total with adjustment or at market value

At book value without adjustment (with
minimal or no charge or adjustment)

Not suqject to discretionary withdrawal

Total annuity reserves and deposit
fund liabilities before reinsurance

Less reinsllrance ceded

Total annuity reserves and deposit fund
liabi lities

---

$ % $ %

$12,574 83.6 % $12,532 79.8 %
2,468 16.4 3,176 20.2

15,042 100.0 % 15,708 100.0 %

(200) (204)

$14,842 $15,504
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10. FEDERAL INCOME TAXES

The Company files a consolidated income tax return with its parent. I-Ill-II. The Company is subject to
federal income taxation as a life insurance company under the [nternal Revenue Code of 1986 (IRC).
Life insurance companies are taxed at corporate rates on taxable income.

In 2004, the consolidated groupentered into a tax allocation agreement which was approved by the
board of directors and the AID. Under the written agreement, the parent company collects from or
refunds to the respective subsidiaries the amount of taxes or benefits detennined based on the pOltion of
consolidated taxable income generated by the member joining in the return. The taxes so apportioned
cannot exceed the tax liability that would have arisen if a member had flied a separate return. Under a
special provision of the agreement, the Company cannot reimburse any other nonlife member for the use
ofany nonlife net operating losses without the specific permission ofthe AID.

The components of the net deferred tax asset at December 31. 20 II and 20 10, and the change in nel
deferred income taxes are as follows (amounts in thousands):

2011 2010 Change

Total of all deferred tax assets (admitted and non admitted) $7,936 $7,884 $ 52
Statutory valuation allowance adjustment ---

Adj usted gl'OSS deferred tax assets 7,936 7,884 52

Total ofall deferred tax liabi lities 480 1,776 (1,296)

Net defened tax asset 7,456 6,108 1.348

Deferred tax assets non admitted ..1J44 811 _ 1,433

Net admitted deferred tax assets ~,212 $5,297 $ ~85)
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The Company has elected to admit deferred tax assets pursuant to SSAP )OR, paragraph 10.e. for
December 3), 20 II and 20 IO. The Company recorded an increase in admitted deferred tax assets as the
result of its election to use the provisions of paragraph IO.e. as tollows (amounts in thousands):

IO.a Federal income taxes recoverable through loss carryback

IO.b.i Adjusted gross [)TA expected to he realized in one year
10.b.ii 10% a<Uusted statutory eapilal and surplus limit

Admilled pursuant to 10.b (lessor on or ii.)

2011

$. .

2,542
....1,592

2,542

2010 Change

2,542
177

2,542

IO.c Remaining adjusted gross DTAs olfseuing existing gross DTl.s

Total admitted pursuant to paragraphs IO.ll.-I O,c.

IO.e.i Additionlll federal iueOllle taxes recoverable through loss carryback $2,670 $5,297 (2,627)

I(J.di.a Gross [)TA expected to be reali".cd in three years
IO.c.iLb 15% adjusted statutory capital and surplus limit

Lessor or Ia.e.iL a or b

IO.c.iii. Relllllining additional adjusted gross DTAs oflseuing existing gmss DTLs

2,542
6,888

480

2,542
6,623 265

480

Total additional adlllilled Irolll the use of paragraph IO.c.

Total admilled adjusted gross oelclTcd tax assets

$ 2,670 !.k:lli. Llli

$5,692 $7,073 llillil

The Company's risk-based capital level used for the purposes of paragraph lO.d. is based on authorized
control level of $7.7 million and total adjusted capital of$55.2 million.

The Company's deferred tax assets and liabilities are all ordinary in nature.

As a result of the application of paragraph 10.e. the Company had a special increase to surplus of
$2.7 million and $1.8 million at December 31, 2011 and 2010, respectively.

There was no impact from tax planning strategies on the adjusted gross defen'ed tax assets and net
admitted adjusted gross deferred tax assets.
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The tax effect oftempomry differences that give rise to significant portions of the deferred tax assets and
deterred tax liabilities are as follows (amounts in thousands):

DefeITed tax assets:
Policy reserves
Deterred policy acquisition costs
Real estate, furniture and equipment
Other

Total deferred tax assets

Nonadmitted deferred tax assets

Admitted deferred lax assets

Deferred tax liabilities:
Po Hey reserVeS
Other

Total deferred tax liabilities

Net admitted deferred tax asset

Deferred tax assets
Deferred tax liabilities

Net deferred tax asset

Tax effect of change in unrealized gains

Total change in net deferred income tax

2011 2010

$ 2,787 $ 3,157
4,357 4,145

386 314
406 268

7,936 7,884

(2,244) ---illi)

5,692 7,071

1,328
480 448

480 _1,776

$ 5,212 $ 5,297

2011 2010 Change

$ 7,936 $7,884 $ 52
480 1,776 (1,296)

~ $6,108 1,348

$ 1,348

At December 31, 20 II, the Company had no net operating loss carryforward or AMT carryforward.

The provisions for incurred taxes on earnings for the years ended December 31, 20 II and 20 I0, are as
follows (amounts in thousands):

Current income tax expense
Current income tax expense on capital gains
Change in net deferred tax benefit

2011 2010

$ 1,20 [ $ 2,287
668 740
~.~

Total tax expense incurred

~ 22 ~
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The Company's income tax expense and change in deferred taxes differs fi'oll1 the amount obtained by
applying the federal statutory rate of34% to net income from operations after dividends to policyholders
for the following reasons:

Expected income tax expense at applicable rate
Dividend income not taxable
Capital gains tax
Prior taxes and other amounts

Total income tax expense incurred

2011 2010

$ 1,734 $ 4,494
(1,404) (2,550)

668 740
---ill..7J (245)

$ 521 $ 2,439

II. RELATED-PARTY TRANSACTIONS

Effective January I, 1999, the Company began providing certain administrative services to subsidiaries
and affiliated companies. The services performed were pursuant to intercompany service agreements and
include policy administration, marketing, accounting, and data processing services. Amounts received
pursuant to these service agreements were $3.0 million and $3. J million for 2011 and 2010, respectively.
The Company had receivables from affiliates primarily related to amounts due under the intercompany
service agreement.

12. CAPITAL AND SURPLUS

Under the laws of the State of Arkansas, the Company must maintain minimum statutory capital and
sllrplus of $750,000. Accordingly, a portion ofthe Company's surplus is unavailable for distribution to
its stockholders. Additionally, statutory regulations generally will not allow the payment ofdividends in
anyone year to exceed the greater ofstatutory net gain fi'om operations or 10% ofstatutory surplus for
the preceding year.

Life and health insurance companies are su~iect to certain risk~based capital (RBC) requirements as
specified by the NAIC, Under those requirements, the amount of capital and surplus maintained by a life
and health insurance company is to be determined based on the various risk factm's related to it. At
December 31, 20 II and 20 I0, the Company met the minimum RBC requirements.

On May 22,2003, the Company issued a surplus note to InCapS Funding I, Ltd. for $15 million which is
due May 23,2033, and was approved by the Texas Department of Insurance. The interest rate for this
surplus note is London InterBank Offered Rate (LIBOR) plus 4.10%. On the date of issuance, the
UBOR rate was 1.28%. Any payment of principle and interest is subjectto priOl' approval by AID.
During both 2011 and 2010, the Company paid $0.7 million in interest, which was approved by the AID.

The portion of unassigned surplus increased or (reduced) by each item below as of December 31,20 II
and 2010, is as follows (amounts in thollsands):

2011 2010

Net unrealized gains
Nonadmitted asset values
Asset valuation reserve
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13. EMI)LOYEE BENEFIT PLAN

All full-time employees of the Company over the age of 18 are eligible to participate in the Manhattan
Insurance Group 40 I(k) Plan, a qualil1ed del1ned contribution plan, ailer the completion of three months
of service with the Company. Employees who elect: to participate may contribute fi'om I% to 20% of
their base pay. Effective January 1,2001, the Company's contribution was based on the safe harbor
matching formula provisions ofthe IRC, which is a rate 01'25% on the first 4% ofemployee
contributions. The Company contributed $47 thousand during 20 II and 20 I0 with an administration fee
of $13 thousand during 20 II and $8 thousand during 20 IO.

14. COMMITMENTS AND CONTINGENCIES

In February 2003, the Company implemented an administrative change in connection with adjudicating
radiation and chemotherapy benefits under celtain cancer pol ides. The Company began requesting its
policyholders to submit Explanation of Benefits (EOB) forms from their primary insurance carriers in
order to determine and pay the policyholder the amount actually charged for the covered treatments in
accordance with policy terms. The Company is a defendant in various lawsuits arising ii'om this change
in claims payment practice and is vigorously defending itsel f in connection with these cases. Although
the ultimate outcome of this litigation cannot presently be determined, the Company believes that the
resolution ofthese lawsuits will not have a material effect on its statutory-basis financial position, results
of operations, or capital and surplus.

The Company is a defendant in various lawsuits arising in the normal course of business and is
defending the cases vigorously. The Company believes that the total amounts that would ultimately have
to be paid arising from these lawsuits would have no material effect on its statutory-basis financial
position, results of operations, or capital and surplus.

From time to time, assessments are levied on the Company by the guaranty associations o1'the states in
which the Company is licensed to write business. Such assessments are made primarily to covel' the
losses of pol icyholders of insolvent: 01' rehabilitated insurers. In some states, these assessments can be
recovered through a reduction in future premium taxes. However, the economy and other factors have
recently caused the number and size of insurance company failures to increase. Based on information
currently available, management believes that it is probable that these failures will result in future
assessments. However, the amounts of such assessments are not presently determinable, and
accordingly, no provision has been reflected in the accompanying statutory-basis financial statements for
such assessments.

The Company leases office space, automobiles, and equipment under various operating leases. Total
lease expense during 20 II and 20 I0 under such agreements was approximately $0.4 million, and is
included in general insurance expenses.
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Future minimum rental payments under noncancelable leases as of December 31,201 I, are as follows
(amounts in thousands):

Years Ending
December 31

2012 $286
2013 143
2014 123
2015 85

llll
15. REINSURANCE

The Company is engaged in various types of reinsurance transactions, including both assumed and ceded
risks. Risks are ceded based on management's evaluation of risk, and cessions of business are approved
by the board of directors. All ceded insurance transactions are accomplished by fully executed
agreements with reinsurance companies. Life insurance agreements are ceded on a yearly renewable
term, coinsurance, modified coinsurance, and co-modified coinsurance basis. The Company's maximum
life retention varies f)'om $50,000 to $400,000. Health reinsurance is ceded on a coinsw'ance basis 01' a
stop-loss basis. The Company's maximum retention is approximately $1,000 per monthly benefit on
disability insurance and approximately $75,000 to $100,000 per individual on major medical insurance.

Following is information for the years ended December 31,2011 and 20 I0, related to premiums ceded
and assumed and the related benefits (amounts in thousands):

Premiums ceded

Premiums assumed

Benefits ceded

Benefits assumed

Premiums ceded

Premiums assumed

Benetits ceded

Benefits assumed

2011
Life and Accident

Annuities and Health Total

$ 1,831 $ 119 $ 1,950

$ 3,999 $ 13,409 $ 17,408--
.t!.2Z2. $ 649 $ 2,228

$ 2,963 $ 9,020 $ 11,983-
2010

Life and Accident
Annuities and Health Total

llJ12 $ 173 $ 1;930

$ 3,765 $23,993 $27,758

Ll1&. $ 581 $ 927

$ 2,033 $ 11,695 $13,728
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For the years ended December 31, 2011 and 20 J0, the Company ceded life insurance in force of
$514.3 million and $700.8 million, respectively. As ofDecember 31,2011 and 2010, the Company had
$0.9 million and $0.3 million in recoverables from reinsurers, respectively. Amounts deducted from the
policy liability reserves in connection with reinsurance ceded were $2.6 million and $3.0 million for
accident and health and $3.1 million and $3.6 million for life at December 31,2011 and 2010,
respectively. The Company is liable for insurance ceded to other companies in the event such companies
are unable to meet their obligations under reinsllrance agreements. The Company evaluates the financial
condition of its reinsurers and monitors concentrations of credit risk arising from similar geographic
regions, activities, or economic characteristics of the reinsurers to minimize its exposure to significant
losses from reinsurer insolvencies. The Company has various coinsurance agreements with funds held
provisions that are secured by investment balances in trusts. The aggregate funds held balance at
December 31, 20 I [ and 20 10, was $49.6 million and $49.0 million, respectively, which is included in
funds held by reinsurer in the statutory-basis financial statements.

The Company entered into a 100% coinsurance agreement with MLiC to assume risk on certain Latin
American policies issued on or after January 1,2007. Total premiums assumed during 20 II and 2010,
were $2.8 million and $2.4 million, respectively. Total commissions and expense during 20 II and 2010
were $1.0 million and $1.1 million, respectively. As of December 31,2011 and 2010, the Company was
owed by MLIC $0.4 million and $0.3 million, respectively, for the commissions and expense allowances
and had reserves of$3.5 million and $3.7 million, respectively.

The Company entered into a 50% retl'Ocession agreement with MLiC on the policies noted above that
returned 50% ofal! risk retained by the Company, after cession of risk to its third party reinsurers, to the
MLIC effective January (, 2007. Total premi ums ceded during 20 II and 2010 were $0.6 million and
$0.5 million, respectively. Total commissions and expenses during 2011 and 2010 were $0.2 million and
$0.2 million, respectively. As of December 31, 20 II and 20 I 0, the Company did not have any amounts
due l1'om MLlC for commissions and expense allowances and recorded a reserve credit of $1.0 million
and $0.8 million, respectively.

In 20 I0 the Company entered into an assumption reinsurance transaction with EMC National Life
Insurance Company. As a result of the assumption, the Company received approximately $4.1 million of
cash and posted $4.1 million of reserves.

In 20 I°the Company ceded a block of business which it had assumed from EMC National Life
Insurance Company in 2009 to Family Life Insurance Company (FLlC), an affiliate. The business ceded
to FLIC was primarily Hawaii and Michigan business. As a result of ceding the business the Company
paid cash 01'$3.2 million and transferred reserves 01'$3.2 million to FUC.
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16. LIABILITY FOR UNPAID ACCIDENT AND HEALTH CLAIMS

Activity in the liability for unpaid accident and health claims as of December 31, 2011 and 2010, is
summarized as follows (amounts in thousands):

The claim liability represents accident and health policy and contract claims and the claim reserve
portion oflhe aggregate reserve for accident and health policies. The claim liability is established based
on case basis estimates and estimates of incun'ed but unreported claims based on historical experience.
Actual experience will vary from the Company's estimates due to volatility in both the amount offuture
payments on known existing claims and in the number of claims, which become known ailer the
financial statement date. This volatility is due to the nature of personal health, changes in the Company's
underwriting standards, and to overall economic and societal conditions and will result in redundancies
or deficiencies in the liability for unpaid claims. The foregoing reconciliation reflects redundancies in
prior year reserves of$IO.1 million and $21.4 million that emerged during 2011 and 2010, respectively.
The changes in those reserves were primarily the result of differences in actual and assumed morbidity
assumptions.
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17. RECONCILIATION TO ANNUAL STATEMENTS

The following are reconciliations ofamounts previously reported to state regulatory authorities in the
20 I0 Annual Statement to those reported in the accompanying statutory-basis financial statements
(amounts in thousands):

2010

Admitted assets as reported in the Company's Annual Statement

Admilled assels as reported in the accompanying statutory-basis statemenls
ofadmilled assets, liabilities, and capital and surplus

Liabilities as reporled in the Company's Annual Statement
Increase in accident and health claim reserve
Decrease in current income tax payable

Liabilities as reported in the accompanying stalutory-basis stalements
of admitted assets, liabilities, and capital and surplus

Capilal and surplus as reporled ill the Company's Annual St!l\elllent
Adjustment (II' current income laxes
Increase ill accident and health claim reserve

Capital and surplus as reported in the llccompanying statutory-basis statements
ofadmilted assets, liabilities, lind capital and surplus

Stalulory nct income as rep0rled ill the Company's Annual Statement
Increase in accidenl and health claim reserve
Change in currelll income laX expense

Nel incomc as reported in the IIccompanying statutory-basis statl~mcnts ofoperations

Net cash lIsed in operllling activities liS reported in the Compllny's
AnnUli! Statement

Disposal of block of business

Net clIsh used in operating activities as reported in the accomplInying statutory-basis
statements ol'c,ash Ilows

Net eash lIsed in Iinancing and miscellaneous uses as reported in the Company's
Annual Slalell1elll

Disposal of block of business

Net cash uscd in financing and miscellaneous uses as rcported in the accompanying
sta\lltofy-basis slatements ofcash !lows

******
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$321,772

$321,772

$267,917
788

(267)

$268,438

$ 53,855
267

(788)

$ 53,334

$ 12,055
(788)
(335)

$ 10,932

$ (S,OS3)
(3,179)

$ (8,262)

$ (6,220)

-.1.!1?

$ P,(41)



SUPPLEMENTAL SCHEDULES
(See independent auditors' report)
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CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF SELECTED STATUTORY.BASIS FINANCIAL DATA
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2011
(Amounts in thousands)

INVESTMENT INCOME EARNED:
Government bonds
Other bonds (unaffiliated)
Common stocks (affiliated)
Mortgage loans
Real estate
Premium notes, policy loans, and liens
Short-term investments
Other

GROSS INVESTMENT INCOME

MORTGAGE LOANS -''''- Book value:
Residcntial m()rtg~(gcs

Commercial mortgages

TOTAL MORTGAGE LOANS
r

MORTGAGE LOANS BY STANDING ....- Book value ---- good standing

BONDS AND SHORT-TERM INVESTMENTS BY
MATURITY STATEM ENT VALUE:
Due within one year or less
Over 1year through 5 years
Over 5 years through J0 years
Over 10 years through 20 years
Over 20 years

TOTAL BY MATURITY

- 30-

$ 3,139
1,995
4,130

607
2,807

504
5

78

$ 13,265

$ 1,178
___ 3,152

$ 4,330

~ .4,330

$ 61,170
58,005
41,140
9,018
2,184

$171,517

(Continued)



CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF SELECTED STATUTORY.BASIS FINANCIAL DATA
AS OF AND FOR THE YEAR ENDED DECEMBER 31,2011
(Amounts in thousands)

BONDS AND SHORT-TERM INVESTMENTS BY CLASS --- Statement value:
Class I
Class 2
Class 3
Class 4
Class 5

TOTAL BY CLASS

TOTAL BONDS AND SHORT-TERM INVESTMENTS PUBLICLY TRADED

TOTAL BONDS PRIVATELY PLACED

SUBSIDIARIES' AND AFFILIATES' COMMON STOCK -"." Book value

SHORT-TERM INVESTMENTS ---- Book value

CASH ON DEPOSIT

LIFE INSURANCE IN FORCE:
Ordinary

Group

AMOUNT OF ACCIDENTAL DEATH INSURANCE IN FORCE UNDER
ORDINARY POLICIES

INSURANCE POLICIES WITH DISABILITY PROVISION IN FORCE - Ordinary

SUPPLEMENTARY CONTRACTS IN FORCE -_.. Ordinary -- not involving
litb contingencies:
Amount on deposit

Income payable

ORDINARY ······Involving life contingencies _. income payable

·31 -

$ 167,093
3,426

998

$171,517

$ 168,513

$ 3,004

$ 51,231

$ 40,604

$ (54)

~ 938,515

$ 3,[83

$ 31,654

$ 94,768

$ 3

t 50

$ 335

(Continued)



CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF SELECTED STATUTORY-BASIS FINANCIAL DATA
AS OF AND FOR THE YEAR ENDED DECEMBER 31,2011
(Amounts in thousands)

ANNUITIES - Ordinary:

Immediate amount of income payable

Deferred fully paid account balance

Deferred ""---- not fully paid ""_.- account balance

ACCIDENT AND HEALTH INSURANCE --- Premiums in force:
Ordinary

Group

DEPOSIT FUNDS AND DIVIDEND ACCUMULATIONS:
Deposit funds - account balance

Dividend accumulations _.- account balance

CLAIM PAYMENTS IN 2011----Accident and health:

2011

2010

2009

2008

2007 and prior

L= 32

$ 3,163

$ 5,041

$ 84,360

$ 7,280

$ 1,703

$ 1,430

$50,876

$19,704

$ 1,057

$ 399

$ 2,528
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CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF INVESTMENT RISKS INTERROGATORIES
FOR THE YEAR ENDED DECEMBER 31. 2011

Investment Risks Interrogatories

I. The Company's total admitted assets for the year ended December 31, 20 II. are $312,453,124.

2. Following arc the 10 largest exposures to a single issuer/borrowel'linvestment, by investment category.
excluding (i) U.S. government, U.S. government agency securities, and those U.S. government money
market funds listed in the Appendix to the SVO Practices and Procedures Manual as exempt; (ii) property
occupied by the Company; and (iii) policy loans:

Investment Category/Issuer

2.01 Manhattan Insurance Group, Inc. _... common stock
2.02 Investol's Consolidated Ins. Co. --. common stock
2.03 CML Realty Corp .....- Real Estate
2.04 General Electric Co.
2.05 Lake Success _.- mortgage loan
2.06 .II' Morgan Chase & Co.
2.07 Deere & Co.
2.08 Principal Life
2.09 Goldman Sachs
2. I0 Wells Pargo

Amount

$ 43,675,527
7,555,362
4,755,474
4,014,855
3,151,799
2,961,357
2,015,951
1,999,991
1,499,103
1,496,699

Percentage of
Total

Admitted Assets

14.0 %
2.4
1.5
1.3
1.0
0.9
0.6
0.6
0.5
0.5

3. The Company's total admitted assets held in bonds and short-term investments, and preferred stocks, by
NAIC rating, are:

Preferred
Bonds Stocks

3.01 NAIC-l $167,092,330 53.5 % P/PSF·! $ %
3.02 NAIC-2 3,426,252 1.1 P/PSF-2
3.03 NAIC-3 P/PSF·3
3.04 NAIC-4 997,982 OJ P/PSF-4
3.05 NAIC-5 P/PSF·5
3.06 NAIC-6 P/PSF-6

(Continued)
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4. Assets held in foreign investments:

4.0) Are assets held in foreign invegtments less than 2.5%
ofthe reporting entity's total admitted assets'?

4.02 Total admitted assets held in lbreign investments.
4.03 Foreign-currency denominated investments.
4.04 Insurance liabilities denominated in that same

foreign currency

[fresponse to 4.0 I above is yes, responses are not
required for interrogatories 5-10.

Questions 5 through 10 are not applicable.

Yes [X] No [ ]
$ 2,253,503 0.7 %

11. Assets held in Canadian investments are less than 2.5% of the Company's total admitted assets.

12. Assets held in investments with contractual sales restrictions are less than 2.5% of the Company's total
admitted assets.

13. Assets held in equity interests are greater than 2.5% of the Company's total admitted assets. The
Company's admitted assets held in the largest 10 equity interests (including investments in the shares of
mutual funds, preferred stocks, publicly traded equity securities, and other equity securities, and
excluding money market and bond mutual funds listed in the Appendix to the SVO Practices and
Procedures Manual as exempt or Class ) at December 31, 2011, are:

Investment Category/Issuers

14.01 Manhattan Insurance Group, Inc.
14.02 Investors Consolidated Ins. Co.

$ 43,675,527
7,555,362

14.0 %
2.4

14. Assets held in nonaffiliated, privately placed equities are less than 2.5% of the reporting entities total
admitted assets.

15. Assets held in general partnership interests are less than 2.5% of the reporting entity's total admitted
assets.

16. Mortgage loans reported in Schedule B are less than 2.5% of the rep0l1ing entity's total admitted assets.

Question 17 is not applicable.

18. Assets held in each ohhe five largest investments in one parcel 01' group ofcontiguous parcels of real
estate reported in Schedule A are less than 2.5% of the reporting entity's total admitted assets.

Questions 19 through 23 are not applicable.

(Concluded)
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CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SUMMARY INVESTMENT SCHEDULE
AS OF AND FOR THE YEAR ENDED DECEMBER 31,2011

Investment Categoriell

BOllds:
U.S. Ireasury seclII'ilies
U.S. governmelltllgency obligalions (cxcluding mortgage-backcd securities):
Issued by U,S. governmel1l-sponsored lIllencies

Revenue llnd ussessment obligutions
Industrial developmcnt and similar obligations
Mortgage·backed securities (including residential und coml11erciul MBS):
Pass-through securities:

fssued or guuruntecd by GNMA
CMOs and REMICs:

lssul'<l or guarantecd by GNMA, FNMA. FI'ILMC or VA
Other debt llnd other lixed ineol11e sccurities (exeluding shorl-terms):

Ununiliated domestic sceurities (includes credit telllmt louns ratcd by Ihe SVO)
lJnllnlliUled f"reign secul'ities

J:\quity intcresls:
Other equity securities:
Affiliatcd

MOflgngc IOHns:
Single flllnily residential propelties
Commcrciullouns

Relll eslate investments:
I'ropelty m:cupied by compllny
I'roflerty held liJr production of income (ineludcs $0 of property acquired
in sati,;lilclion of debt)

I'mperty held for sale ($0 including properLy acquired in slllislhcLion of'debt)
Conlract loans
Cash. cash equivulents, und short-term investments

Totlll invested assels

Gross Investment Holdings' Admitted Assets
Percentage Porcentage

of Total of Total
AdmItted AdmItted

Amount Assets Amount Assots

$ 60.264.629 24.02 % $ 60.264.629 24,02 %

34.842.604 13.89 34.842.604 13.89
943,827 0,38 943.827 0.38

15,O()() lUll 15.000 O,(l]

253 0.00 253 0.00

1.044.741 0.42 1.044,741 0,42

29.781.157 11.87 29.781.157 11.87
4,020.677 1.60 4.020.677 1.60

51,230,889 20,42 51,230,889 20,42

1,178.798 0.47 1,178.798 0.47
3,151,799 1.26 3,151,799 1.26

12,615,753 5.03 12,615.753 5.03

4,755.474 1.90 4,755,474 1.90

6,462,223 2.58 6.462,223 2.58
.___~.2i2"~~l ,,_.,!iU.f~ .___40,~~65 .......J.£J.~

$ 250.817,489 .J.!)().()O % $ 250,857,489 .J.ill!:QQ. %

• Gross investment holding liS valued in cOl\lfllimlCc wilh NAte Accounting Practices lind l'wccdllres Manual.

- 35 -


