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�����'0/ �&&$," �$���
 ������� �������� 333 �������� 333 �
�����'1/ �&&$," �$���
 ������� ������� 333 ������� 333 �
�����'./ �&&$," �$���
 ������� ������� 333 ������� 333 �
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�����(�/ �&&$," �$�� ����������� 
������ 333 � 333 
������
�����(�/ �++'"�2��������	�
����� �������� 333 �����
�� 333 �������
�����(&/ -$#$��$,��% ",�'%�3�4'%�
����� ��
����� 333 � 333 ��
�����
�����('/ -$#$��$,��% ",�'%�3�4'%������� 
������ 333 � 333 
������
��....0/���$�#��)*����, ���������
�� 333 
����������� 333 �����������
��....1/���������������%�% ����������� 333 ����������� 333 
����������
��...../������$���2����$�#��)��$, 
�
�������
� 333 
���
�����
� 333 ����������
�&�����/ ���������
����� ������� � ������� � �
�&�����/ ���
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�&�����. ��������	
����
���� ������� � ������� � �
�&����&. ��������	
����
���� �������� � �������� � �
�&����'. ��������	
����
���� ���� � ���� � �
�&����(. ��������	
����
���� ������� � ������� � �
�&����-. ��������	
����
���� �������� � �������� � �
�&����/. ��������	
����
���� ������ � ������ � �
�&����0. ���������
���� �������� � �������� � �
�&����1. ���������
���� ������� � ������� � �
�&�����. ���������
���� ���������� � ���������� � �
�&�����. ���������
���� �������� � �������� � �
�&1111/.���$�#��)*����, ���������� � ���������� � �
�&11110.���������������%�% �������� � �������� � �
�&11111.���2 ��3����$�#��)��$, ���������� � ���������� � �
�'�����. ������������������������� ������ � ������ � �
�'�����. ����������
��� �������� � �������� � ������
�'1111/.���$�#��)*����, �������� � �������� � ������
�'11110.���������������%�% ������� � ������� � ����
�'11111.�����%��$�#�4��$5�6�����$�3����$�#��)��$, �������� � �������� � ����
�(�����. ��������
����� ��!"���������������������� ������� � ������� � �
�(�����. ��������#������������#��� ������ � ������ � ���
�(����&. �������������� ��
��� ������� � ������� � ���
�(1111/.���$�#��)*����, ������� � ������� � ���
�(11110.���������������%�% ������� � ������� � ���
�(11111.�4���7�#�$!8��$�+����+��3����$�#��)��$, ������� � ������� � ���
�-�����. �������������� �������������������
��� ������� � ������� � �
�-�����. ������������ !����!��
��� ������� � ������� � �
�-����&. �������������� �$��%�����������
��� �������� � �������� � �
�-����'. ����������
��� ������� � ������� � �
�-1111/.���$�#��)*����, ���������� � ���������� � �
�-11110.���������������%�% �������� � �������� � �
�-11111.�4���7�#�$!84���7#�%���+��3����$�#��)��$, �������� � �������� � �
�/�����. &'(�
)*
++�',�-�	.�/0'1�1
/�2(
30.3+� ���������� � ���������� � �
�/�����. &'(�1'145
5.*/0'1�',�5
,
((
5�2(
30.3+� �������� � �������� � �
�/����&. �.�+/�15�(5� �������� � �������� � �
�/����'. 6.�(�1/

5��1+.(��0	0/7�"05
(� ������ � ������ � �
�/����(. &'(�033
50�/
�2�73
1/�',�*	�03+� �������� � �������� � �
�/1111/.���$�#��)*����, ���������� � ���������� � �
�/11110.���������������%�% ���������� � ���������� � �
�/11111.�	����##������������+��3���$�#��)��$, ���������� � ���������� � �
1111111.���$�#��)��$,�8�9����&:������� ������������ ���������� ������������ � �����������
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�����*��#�#�1

0"�������#�������������)� 2 �
0"�������#���������%�)� 2 �
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�$�$�&�����������(!

2
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�5 �������&� ������������'��� ������� ���� � � �	�	�
� ������� � � �
	�

�5 �&&�$����(����$���$������'���*�+� �	��	�
� �������� � � �������� �����	� � � ���
��

"5 �&&�$����(���$�����(������'��/����$6���-�(�$!����(!���� � � � � � � � � �

#5 �����'��������$�������$�����$�-�����$�� ����
��� � � � ����
��� � � � �

.5 �����'��������$�����&�$�� � � � � � � � � �

05 �������$��,��$�/�������������'��� � � � � � � � � �

15 ��$�(��*)����+� �		����� ������
� � � ����	��� 
��	��� � � ����
�

25 ��������������&�&� 
�����	� ��
�
��� � � ��	�	��� 
������ � � 	���

35 ��$�(��*��$+ ��	��
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������ � � �	
����� 	�	��� � � ���	��
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� ����		� � � ������ ���	��� � � �
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��5 �����'��������$�������$�����$�-�����$�� ������ � � � ������ � � � �
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� ����		� � � �
����� ���	��� � � �

�.5 ��������������&�&� 	������ �	����� � � ����
�� ���	��� � � �

�05 ��$�(��*��$+ 	���
�� 	������ � � 	����� � � � �

�15 ������*��$+ �		���
� ������� � � �	����	� 	�	��� � � ���	��

�25 ��8�����
��9��������� ��
��� ������ � � ����
� ���� � � 	
�
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�"��5

�"�"5

�"325 ������!��������������,��$�/��������������"�������'���(�,� ���� � � � � � � � � �

�"335 �������*�������"���$%����"�"� (����"32+�*������"��-�'�+ � � � � � � � � �

*�+��$$��%��$�$����$����$��'�(��$�����$��&��&����&������(��(�$����$%��������'�;�� ����!���������'��-����;���$����$���$�����&���$%�&�5
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1.  Summary of Significant Accounting Policies 
 

a.� Accounting Practices - The accompanying financial statements of the Company 
have been prepared in conformity with accounting practices prescribed or 
permitted by the National Association of Insurance Commissioners (NAIC) and 
the State of Texas.  The Texas Department of Insurance recognizes only 
statutory accounting practices prescribed or permitted by the state of 
Texas for determining and reporting the financial condition and results of 
operations of an insurance company, for determining its solvency under the 
Texas Insurance Law.  The NAIC’s Accounting Practices and Procedures Manual 
(NAIC SAP) has been adopted as a component of prescribed or permitted 
practices by the state of Texas.  The state of Texas has not adopted any 
prescribed or permitted practices that differ from NAIC SAP that needed to 
be applied by the Company.   

 
b.� Use of Estimates in the Preparation of the Financial Statements – The 

preparation of financial statements in conformity with Statutory Accounting 
Principles requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities.  It also requires 
disclosure of contingent assets and liabilities at the date of the 
financial statements and the reported amounts of revenue and expenses 
during the period.  Actual results could differ from those estimates. 

 
c.� Accounting Policy –  
 

Investments - Bonds are stated principally at amortized cost except for 
those specific issues that the NAIC requires to be stated at NAIC 
published values, if available. Bonds not backed by other loans are stated 
at amortized cost using the interest method. Loan-backed bonds and 
structured securities are valued at amortized cost using the interest 
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 except for 
interest-only securities that are valued using the prospective method. 

Preferred and common stocks are carried at values published by the NAIC 
Securities Valuation Office. Common stock investments in non-insurance 
subsidiaries are stated at the value of their GAAP net worth. Short-term 
investments and certain other invested assets are stated at cost or 
amortized cost that approximates market value.   
 
Mortgage loans on real estate are stated at the lower of amortized unpaid 
principal balance or fair value of collateral, if impaired, with temporary 
impairments (or any changes thereof) recognized with a  charge or credit 
to unrealized gain or loss.  Impairments on mortgage loans that are 
considered to be other-than-temporary, including those for foreclosed 
loans, are recognized as realized loss. 
 
Contract loans, not in excess of the net cash surrender value of the 
related insurance policies, are stated at unpaid principal balances, plus 
accrued interest which is 90 days or more past due.  All loan amounts in 
excess of the policy cash surrender value are considered non-admitted 
assets. 
 
Real estate acquired in satisfaction of debt is classified as real estate 
held for sale and is stated at the lower of depreciated historical cost or 
fair value at the date of foreclosure.  Fair value is determined by Member 
of Appraisal Institute (“MAI”).  An opinion of the market value of a 
property is made by an MAI-certified appraiser.  The MAI certification is 
granted by the Appraisal Institute to appraisers who are experienced in 
the valuation of commercial, industrial, residential and other types of 
properties. 
 
Short-term investments include investments with maturities of less than 
one year at the date of acquisition. 

Stated investment values reflect adjustments where appropriate to 
recognize impairments in value or regulatory mandated values.  Investment 
income is recorded when earned. Realized gains and losses on sale or 
maturity of investments are determined on the basis of specific 
identification. Aggregate unrealized capital gains and losses, when 
recognized, are credited or charged directly to unassigned surplus. 
 
Asset Valuation and Interest Maintenance Reserves - In accordance with 
SAP, the Company provides for possible future investment losses through 
the asset valuation reserve (AVR). The AVR is based on a statutory formula 
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as prescribed by the NAIC to provide a standardized reserve for realized 
and unrealized losses from default and/or equity risks associated with all 
invested assets, excluding cash, policy loans, premium notes, collateral 
loans and income receivables. Any changes in the reported amounts of AVR 
are charged directly to unassigned surplus rather than current income.  
 
In addition, the Company has established an interest maintenance reserve 
(IMR) in accordance with statutory accounting practices. This reserve 
amortizes the realized gain or loss on the sale of bonds over the period 
from the date of sale to the securities’ scheduled maturity date rather 
than recognize the entire realized gain or loss in the year the security 
is sold. 

 
Recognition of Premium and Related Expenses - Acquisition costs such as 
commissions and other costs related to acquiring new business are charged 
to current operations as incurred. Premiums for traditional life policies 
are reported as earned when due. For flexible premium/universal life and 
annuity/investment contracts, premiums are reported as earned when 
collected. Accident and health premiums are earned pro rata over the terms 
of the policy. Premiums received in advance are recorded as policyholders’ 
funds (other liabilities) until policies are issued. 
 
Benefits - Benefits and expenses include the death, annuity, disability, 
surrender and maturity benefits paid and the change in policy reserves.  
Life, annuity and accident and health benefit reserves are developed by 
actuarial methods, and are determined based on published tables using 
statutorily specified interest rates and valuation methods. These will 
provide, in the aggregate, reserves that are greater than or equal to the 
minimum or guaranteed policy cash values or the amounts required by the 
Department. Surrender values on policies do not exceed the corresponding 
benefit reserves. Additional reserves are established when the results of 
cash flow testing under various interest rate scenarios indicate the need 
for such reserves.  
 
Policy and Contract Claims - Policy and contract claims are based upon the 
net amount of risk for those claims that have been reported to the Company 
and an estimate, based upon prior experience, for those claims that are 
unreported as of the valuation date. 
 
Reserves - Policy reserves are based on statutory mortality and interest 
requirements without consideration of withdrawals. The mortality table 
interest assumptions used on life policies currently being issued are the 
2001 CSO Table ALB, with 4% interest. Earlier CSO tables with interest 
rates from 2.5% to 6.5% are used on life policies previously issued. 
Approximately 25% of the life reserves are calculated on a net level 
reserve basis and 75% on a modified reserve basis, primarily 
Commissioner’s Reserve Valuation Method. The effect of the use of a 
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 calculates annuity reserves by the Commissioners 
Annuity Reserve Valuation Method with 3.5% to 10% interest.  
 
Policyholder Dividends – Dividends due and unpaid represent dividends 
payable to the policyholder in the current year but which have not been 
disbursed or otherwise applied at year-end.  Dividends payable represent 
the estimated amount of all dividends either declared by the Company’s 
Board of Directors prior to year-end which have not yet been paid or are 
amounts determined by specific terms of product contracts. 
 
Reinsurance - Reinsurance premiums and benefits paid or provided are 
accounted for on bases consistent with those used in accounting for the 
original policies issued and the terms of the reinsurance contracts. 
For modified coinsurance contracts, the assuming company does not record 
the reserves and related assets. 
 
Depreciation - Property and equipment, including leasehold improvements, 
is depreciated over three to ten years using the straight-line method. 
Depreciation expense was approximately $1,301,000 and $1,315,000 for 2011 
and 2010, respectively, and accumulated depreciation as of December 31, 
2011 and 2010 was $8,146,000 and $7,332,000, respectively.  
 
Nonadmitted Assets - Certain assets designated as “nonadmitted assets” 
have been excluded from the statements of admitted assets, liabilities and 
capital and surplus and the changes in these assets are charged directly 
to unassigned surplus. 
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Deferred Ceding Commission – In accordance with SAP, a ceding commission 
received on a coinsurance reinsurance agreement is initially recorded as 
an addition to capital and surplus (net of income taxes).  The ceding 
commission is then amortized into income over the remaining life of the 
business ceded as the profits emerge.  As of December 31, 2011, the 
Company had a net deferral of $0 as the entire amount deferred had been 
amortized during 2010.  Amortization, for the years ended December 31, 
2011 and 2010, was $0 and $1,502,185 respectively. 
 
Statements of Cash Flow - The statements of cash flow are presented in the 
required statutory format. For the purpose of the statutory statements of 
cash flow, cash and short-term investments include cash on deposit and 
short-term, highly-liquid investments that are readily convertible to 
known amounts of cash. 
 
Policyholder Dividends - Policyholder dividends are recognized when 
declared. 
 
Purchase Accounting - For assumptive type reinsurance transactions, 
purchase accounting is applied with any excess intangible cost capitalized 
and amortized over ten years. 
 
Acquisitions and Mergers of Companies - The historical statutory financial 
statements of acquired companies, merged into the Company, are combined 
with those of the Company, as if the two companies had been combined as of 
the beginning of the preceding year. 

 
2.  Accounting Changes and Corrections of Errors 
 

a.� There were no material changes in accounting principles and or correction 
of errors during the years ended December 31, 2011 and 2010, respectively. 
 

3.  Business Combinations and Goodwill 
 

a.� Statutory Purchase Method – none 
 
b.� Merger – none 

 
c.� Assumption Reinsurance - On June 30, 2003, the Company entered into asset 

transfer and acquisition agreements with States General Life Insurance 
Company (States General) and United International Life Insurance Company 
(United International) that provided for the Company to assume the 
individual ordinary life policies and contracts of insurance of States 
General and United International through an assumption reinsurance 
arrangement. The approximate amount of reserves assumed by the Company was 
$11.6 million and a ceding commission of $1,060,000 was paid.  This 
transaction resulted in goodwill of $1,615,140 (as of December 31, 2011, 
$242,271 remained unamortized).  The Company recognized goodwill 
amortization of $161,514 for each of the years ended December 31, 2011 and 
2010. 

 
d.� Impairment Loss – No impairment losses have been recognized. 

    
4. Discontinued Operations 

 
No operations were discontinued during the years ended December 31, 
2011 or 2010, respectively.    

 
5.� Investments 
 

A.� Mortgage Loans 
 

1.� Four new mortgage loans were made during 2011, at a total 
cost of $1,556,933.  

2.� During 2011, the Company reduced interest rates of 
outstanding loans as follows: 

a.� 0.12% to 1.40% reduction – 2 mortgages with a year-
end balance of $224,710. 

3.� The maximum percentage of any one loan to the value of 
security at the time of the loan, exclusive of insured or 
guaranteed or purchase money mortgages was 90%. 

4.� The Company held no mortgages with interest more than 180 
days past due as of December 31, 2011 or December 31, 2010.  

5.� There were no taxes, assessments and any amounts advanced 
and not included in the mortgage loan total as of December 
31, 2011 or 2010. 
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6.� The Company had no impaired loans with a related allowance 
for credit losses as of December 31, 2011 or 2010.  

7.� The Company had one impaired loan without an allowance for 
credit losses as of December 31, 2011, with a year-end 
balance of $100,050. The Company had four impaired loans 
without an allowance for credit losses as of December 31, 
2010, with a year-end balance of $346,105. 

8.� The average recorded investment in impaired loans was 
$223,078 and $173,053 during 2011 and 2010, respectively. 

9.� The Company recognized interest income on impaired mortgage 
loans upon receipt. 

10.� The Company recognizes interest income on its impaired loans 
upon receipt.  

 
B.� Debt Restructuring – 

 
The Company restructured seven mortgage loans during 2011. The book 
value of the restructured loans totaled $869,379 as of December 31, 
2011.   
 
1.� There were no impairments recorded. 
 
2.� There were no recorded capital losses. 

�
3.� There is no commitment to lend additional funds to the debtors. 

�
4.� The Company recognizes interest income on impaired loans upon           

�����������������������������������������������receipt. 
     

C.� Reverse Mortgages - 
 

The Company has no reverse mortgages. 
 
D.� Loan-Backed Securities – 
 

1.� Fair Values are in accordance with SSAP No. 27. The Company has 
elected to use the book value as of January 1, 1994 as the cost 
for applying the retrospective adjustment method to securities 
prior to that date. The Company used Interactive Data 
Corporation and Bond Edge as the primary market value pricing 
sources for the bond assets 

2.� Prepayment assumptions for single class and multi-class 
mortgage-backed/asset-backed securities are updated quarterly 
with information obtained from Interactive Data Corp. 

3.� Concentrations of credit risk in accordance with SSAP No.27 are 
addressed in Note 16.  
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4.� All securities within the scope of this statement with a 
recognized other-than-temporary impairments, disclosed in 
aggregate, classified on the basis for the other-than-temporary 
impairment: 
 

� � � �

�������������������	�

�

� �

� � � �

��������������
��
����
������������������������

� �

� � � �

������������	������
��������	���
�� 	������������������

�������	�
�		�������

�

� � � �

������������ ����������	����	�	��������	������
��

� �

1 2 3 

Amortized Cost 
Basis Before 
Other-than-
Temporary 
Impairment 

Other-than-Temporary 
Impairment Recognized in 

Loss 

Amortized Cost 
Basis After 
Other-than-
Temporary 
Impairment 

2a.           
Interest 

2b.                                   
Non-interest C1 - (C2a + C2b) 

OTTI recognized 1st Quarter, 2011 

a.  Intent to sell  $      -   $    -    $           -     $            -   

b. Inability or lack 
of intent to 
retain the 
investment in the 
security for a 
period of time 
sufficient to 
recover the 
amortized cost 
basis  $           -    $    -    $           -     $           -    

c. Present value of 
cash flows 
expected to be 
collected is less 
than the 
amortized cost 
basis of the 
security.  $  2,233,940    $    -    $     342,923     $   1,891,017    

Total 1st Quarter  $  2,233,940    $    -    $     342,923     $   1,891,017    

OTTI recognized 2nd Quarter, 2011 

a.  Intent to sell  $          -    $    -    $            -    $           -    

b. Inability or lack 
of intent to 
retain the 
investment in the 
security for a 
period of time 
sufficient to 
recover the 
amortized cost 
basis  $          -    $    -    $            -    $           -    

c. Present value of 
cash flows 
expected to be 
collected is less 
than the 
amortized cost 
basis of the 
security.  $  1,238,783   $    -    $      88,633   $   1,150,150  

Total 2nd Quarter  $  1,238,783   $    -    $      88,633   $   1,150,150  
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OTTI recognized 3rd Quarter, 2011 

a.  Intent to sell  $          -    $    -    $           -     $           -    

b. Inability or lack 
of intent to 
retain the 
investment in the 
security for a 
period of time 
sufficient to 
recover the 
amortized cost 
basis  $         -     $    -    $           -     $           -    

c. Present value of 
cash flows 
expected to be 
collected is less 
than the 
amortized cost 
basis of the 
security.  $  1,482,042   $    -    $      350,878   $  1,131,164  

Total 3rd Quarter  $  1,482,042   $    -    $      350,878   $  1,131,164  
 
OTTI recognized 4th Quarter, 2011 

a.  Intent to sell  $          -    $    -    $           -     $          -    

b. Inability or lack 
of intent to 
retain the 
investment in the 
security for a 
period of time 
sufficient to 
recover the 
amortized cost 
basis  $          -    $    -    $           -     $          -    

c. Present value of 
cash flows 
expected to be 
collected is less 
than the 
amortized cost 
basis of the 
security.  $    580,127   $    -    $      186,071   $  394,056  

Total 4th Quarter  $    580,127   $    -    $      186,071   $  394,056  

Annual Aggregate Total  $      968,505  
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            5. For each security with a recognized other-than temporary 
               Impairment, currently held by reporting entity, as the  
               Present value of cash flows expected to be collected is 
               Less than the amortized cost basis of the securities: 

     a. 
The amortized cost basis, prior to any current-period other-than-
temporary impairment. 

     b. 
The other-than-temporary impairment recognized in earnings as a realized 
loss. 

     c. 
The fair value of the 
security. 

     d. 
The amortized cost basis after the current-period other-than-temporary 
impairment. 

1 2 3 4 5 6 7 

CUSIP 

Book/Adjusted 
Carrying 
Value 

Amortized 
Cost Before 

Current 
Period OTTI 

Present 
Value of 
Projected 
Cash Flows 

Recognized 
Other-
Than-

Temporary 
Impairment 

Amortized 
Cost After 

Other-
Than-

Temporary 
Impairment 

Fair 
Value 

Financial 
Statement 
Reporting 
Period 

            

07387UCU3 166,809 71,671 95,138 71,671 774,197 Q1 2011 

172973V89 381,371 379,671 1,700 379,671 381,067 Q1 2011 

12668AMZ5 232,629 185,613 47,016 185,613 237,338 Q1 2011 

126694X29 196,408 140,522 55,886 140,522 170,639 Q1 2011 

12544RBZ0 186,301 161,842 24,459 161,842 201,408 Q1 2011 

61748HDR9 764,791 670,380 94,411 670,380 631,975 Q1 2011 

93934FGK2 305,631 281,318 24,313 281,318 345,931 Q1 2011 

07387UCU3 78,643 58,363 20,280 58,363 208,368 Q2 2011 

12544RBZ0 162,242 159,270 2,972 159,270 130,261 Q2 2011 

12668AMZ5 205,739 191,035 14,704 191,035 177,896 Q2 2011 

126694X29 132,129 113,481 18,648 113,481 155,718 Q2 2011 

172973V89 318,242 318,102 140 318,102 318,478 Q2 2011 

93934FGK2 341,788 309,899 31,889 309,899 293,191 Q2 2011 

07387UCU3 49,802 47,359 2,443 47,359 197,328 Q3 2011 

12544RBZ0 168,958 141,121 27,837 141,121 111,457 Q3 2011 

12668AMZ5 217,375 139,766 77,609 139,766 163,632 Q3 2011 

61748HDR9 660,434 624,797 35,637 624,797 534,019 Q3 2011 

93934FGK2 385,473 178,121 207,352 178,121 267,799 Q3 2011 

12544RBZ0 147,622 94,136 53,486 94,136 82,167 Q4 2011 

12668AMZ5 145,144 97,900 47,244 97,900 128,341 Q4 2011 

126694X29 89,760 64,700 25,060 64,700 65,583 Q4 2011 

93934FGK2 197,601 137,320 60,281 137,320 293,518 Q4 2011 

Total XXX XXX   $968,505     XXX    XXX XXX 

NOTE:  Each CUSIP should be listed separately each time an OTTI 
is recognized. 

For Securities with amortized cost or adjusted 
amortized cost: 

     Column 2 minus column 3 should equal Column 4 

     Column 2 minus Column 4 should equal Column 5 
 

 
E.� Repurchase Agreements – 
 

The Company has no repurchase agreements 
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F.� Real Estate –  
 

The Company had four mortgage loans in 2011 and three in 2010 
transferred to real estate held for sale. The properties were written 
down to appraised value before being transferred to real estate. 

 
6.� Joint Ventures, Partnerships and Limited Liability Companies 
 

The Company has no investments in Joint Ventures, Partnerships or Limited Liability 
Companies that exceed 10% of its admitted assets. 
 
The Company did not recognize any impairment write down for its investments in 
Joint Ventures, Partnerships and Limited Liability Companies during the statement 
periods. 
 

7.� Investment Income – 
 

No income due or accrued has been excluded from investment income as of December 
31, 2011 or 2010. 
 

8.� Derivative Instruments –  
 
The Company purchases custom options (hedges) that are selected to materially 
replicate the policy benefits that are associated with the equity indexed 
components of certain of our products.  These options are appropriate to reduce or 
minimized the risk of movements in the equity market (market risk).  Credit risk 
that the Company has regarding the options is mitigated by ensuring that the 
counterparty is sufficiently capitalized.   

In 2010 the Company provided the Texas Department of Insurance (TDI) with required 
notice regarding initial hedging transactions to exposures of our equity indexed 
policies and its compliance with the applicable sections of the Texas Insurance 
Code, relative to a derivative use plan. Subsequently the TDI was provided with the 
Company’s Investment Plan, including the derivative use plan, approved by the Board 
of Directors. 

The hedging transactions are accounted for as call options originally valued at the 
premium paid and adjusted to fair value for statement value carrying purposes. To 
minimize potential counterparty risk from the purchase customized contracts from 
broker dealers, the company may transact only with banks and brokers carrying an 
unsecured debt rating of at least A or P-1 by either Standard and Poor’s or 
Moody’s. The customized options did not meet the criteria of an effective hedge as 
of and for the years ended December 31, 2010 and 2011 and are accounted for at fair 
value based on stock price, strike price, time to expiration, interest rates and 
volatility of the Black-Sholes option pricing formula and Monte-Carlo simulation 
based on returns of the applicable market. Gains and losses resulting from changes 
in the estimated fair value of the call options are recorded as unrealized gains or 
losses in statutory surplus. For 2011 the Company recorded realized losses of 
$103,739 on hedges which expired and $5,129,727 of unrealized losses in surplus 
based on the fair value movement. 

 

 

 

 

 

 

 

 

 

 

 

 



ANNUAL STATEMENT FOR THE YEAR 2011 OF THE  Sagicor Life Insurance Company

19.8

9.� Income Taxes 
 

The components of the net deferred tax assets ("DTA") and deferred tax liabilities 
("DTL") at December 31 are as follows (in thousands): 
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The Company has not elected to admit DTAs pursuant to paragraph 10.e. in either 
2011 or 2010. 

The Company recorded an increase in admitted adjusted gross DTAs as the result of 
the application of paragraph 10.e as follows (in thousands): 
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Admitted DTAs, admitted assets, and statutory surplus increased by $0 as a result 
of the use of paragragh 10(e).  
 
Deferred Tax Liabilities are not recognized for the Company's Policyholder Surplus 
account under the provisions of the Internal Revenue Code.  As of December 31, 
2011, the Company had a balance of $1,508 in policyholder surplus account.  This 
amount could become taxable to the extent that future shareholder dividends are 
paid from this account. 

Current income taxes incurred consist of the following major components (in 
thousands). 
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The tax effects of temporary differences that give rise to significant portions of 
the deferred tax assets and liabilities are as follows (in thousands): 
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The change in net deferred income taxes is comprised of the following (this 
analysis is exclusive of non-admitted assets as the Change in Nonadmitted Assets is 
reported separately from the Change in Net Deferred Income Taxes in the surplus 
section of the Annual Statement (in thousands): 
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In accordance with the requirements established in SSAP 10R, the Company assessed 
its ability to realize the deferred tax assets of $36,589 at December 31, 2011 and 
$33,308 at December 31, 2010 and concluded that a full valuation allowance was 
required at December 31, 2011 and 2010 to reduce the deferred tax asset to an 
amount the Company believes is more likely than not to be realized.  The change in 
valuation allowance is included in the change in non-admitted asset in the 
statement of changes in capital and surplus. 
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Reconciliation of Federal Income Tax Rate to Actual Effective Rate 
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 (in 
thousands): 
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Carryforwards, Recoverable Taxes, and IRC §6603 Deposits 
At December 31, 2011, the Company had net operating loss carryforwards expiring in 
various years of $68,226.  At December 31, 2011, the Company had no capital loss 
carryforwards. The Company had an Alternative Minimum Tax ("AMT") credit 
carryforward, which does not expire, in the amount of $344 at December 31, 2011. 

The Company had tax benefit for 2010 and 2011 and therefore, had $0 income tax 
expense for  2010 and 2011 that is available for recoupment in the event of future 
net losses (in thousands). 
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There were no deposits admitted under IRC § 6603 as of December 31, 2011 and 2010. 

The Company's federal income tax return is consolidated with the following 
entities: 

Laurel Life Insurance Company 
The method of allocation among companies is subject to a written agreement, 
approved by the Board of Directors, whereby allocation is based on separate return 
calculations.  Intercompany tax payable balances are settled when estimated 
payments are due and when the return is filed.  Intercompany tax receivable 
balances are settled within the later of 90 days from the filing the tax return or 
90 days from receipt of funds from the IRS. 

In July of 2006, the FASB issued FASB interpretation ("FIN") No. 48, "Accounting 
for Uncertainty in Income Taxes", an interpretation of FASB Statement No. 109 and 
now part of ASC 740 - Income Taxes.  This interpretation is not applicable to 
statutory financial statements.  However, the FIN 48 disclosure requirements are 
relevant to statutory financial statements.  The Company had no material contingent 
tax liabilities at December 31, 2011 and 2010. 

10.�Information Concerning Parent, Subsidiaries and Affiliates 
 

A., B., & C.  All outstanding shares of the Company are owned by Laurel Life, 
a Texas-domiciled life insurance company. The Company paid no 
common stock dividends to Laurel Life in 2010 or 2011.  

       
D.� The Company reported $2,808,827 and $9,490,103 as the net amount due from 

affiliates as of December 31, 2011 and 2010, respectively. 
  
E.� The Company has not made any guarantees or undertakings for the benefit of 

its parent, subsidiary or affiliates. 
 

F.� The Company has a management and service agreement with Laurel Life whereby 
the Company provides all management, personnel, administrative services and 
facilities necessary for Laurel to operate at no cost to Laurel Life. The 
Company has management and service agreements with Sagicor USA, Inc. and 
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Sagicor Financial Corporation and subsidiaries for reimbursing actual 
costs between affiliates.  The Company has a tax-sharing agreement with 
Laurel Life as described in Note 9. 

 
G.� There are no control relationships that could result in operating results 

or financial position of the Company being significantly different than if 
it were autonomous. 

 
H.� The Company does not own any bonds, notes, preferred stocks or mortgage 

loans of its parent, intermediate parent or affiliates, either directly or 
indirectly. 

 
I.� The Company had no investments in an SCA entity that exceeded 10% of 

admitted assets at December 31, 2011. 
 

J.� The Company had no impaired investments in SCA entities as of December 31, 
2011. 

 
11.�Debt 

 
        A. The Company does not have any capital notes or reverse repurchase 
           agreements. 
 
        B. FHLB (Federal Home Loan Bank) Agreements 

 
Sagicor is a member of the Federal Home Loan Bank of Dallas (FHLB). The FHLB 
Dallas Bank is wholly owned by member financial institutions in Arkansas, 
Louisiana, Mississippi, New Mexico and Texas. The Bank does not lend 
directly to the public, but provides low cost funds to its member 
institutions. Eligible members are financial institutions, regardless of 
size, with at least 10 percent of their assets in residential mortgage 
loans, or any FDIC-insured institution with average total assets over the 
preceding three year period of less than $500 million adjusted annually. The 
Bank's primary goal is to provide credit and other services to help members 
fund housing, small business, small agri-business and economic and community 
development loans in their communities.  Bank advances (loans) supplement 
local deposits as a source of funds for members. The Bank also provides 
other financial and operational support services, including securities 
safekeeping, overnight and term deposit programs, and wire transfer 
services. The Bank’s capital base is derived from capital stock purchased by 
its participating members.  The amount of capital stock is a function of the 
member lending activity with the Bank.  Excess stock can be redeemed at par 
the following business day.  The Dallas Bank sources its funding needs 
through the Federal Home Loan Bank, a U.S. sponsored government agency.  
This agency sponsorship enables the bank to fund in the capital markets at 
attractive rates.    
 
Sagicor Life has been a FHLB Dallas member for fifteen years. This 
membership provides Sagicor with the capability to make short-term advances 
with the FHLB at very favorable rates.  Sagicor will periodically utilize 
this capacity to fund modest operating cash needs rather than sell 
securities and incur transaction costs as well as forego investment income.  
Currently, there are two portions of this capacity: short-term and long-
term. The long-term portion represents approximately $38 million in advances 
as of December 31, 2011, which mature between the years 2012-2017.  Sagicor 
has agreed with the Texas Department of Insurance (DOI) to not make any new 
long-term advances and so this portion of the program will continue to 
reduce in size modestly each year until 2017.  The short-term portion is the 
active piece of the program.  At December 31, 2011 the short-term portion 
represents borrowings of approximately $91 million that mature in January 
2012. The FHLB will allow advance proceeds to be used by Sagicor for any 
purpose as long as sufficient collateral ($130 million approximately 100.0% 
of advances) and capital stock (members must maintain ownership in the FHLB 
of approximately 4.1% of borrowings) is maintained. At December 31, 2011 the 
common stock position represented 4.6% of the outstanding debt. In 2000, the 
DOI required Sagicor Life to limit the size of the FHLB program to 25% of 
total admitted assets of Sagicor. At December 31, 2011, the total admitted 
invested assets of Sagicor were approximately $870 million resulting in an 
unused capacity of an approximately $88 million in potential advances based 
on the agreement with the DOI. 
 
Federal Home Loan Bank disclosures as required per SSAP 15 paragraph 15: 
 

�� Total borrowings, including accrued interest. 
At 12/31/2011 – $129,499,652 
At 12/31/2010 – $119,340,973 
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�� Amount of FHLB stock required to be owned as part of agreement: 
At 12/31/2010 – 59,843 shares at a carrying value of $5,984,300 
At 12/31/2010 – 52,939 shares at a carrying value of $5,293,900 
FHLB shares are not publicly traded (as ownership is required to participate 
in the program), the market value of the stock is the equivalent to cost due 
to the fact that the FHLB has historically redeemed the shares at original 
cost of $100 per share. 
 

�� Amount of collateral pledged to the FHLB (in addition to the required stock 
ownership): 
At 12/31/2011 – securities with a statutory carrying value of $129,268,200 
At 12/31/2010 – securities with a statutory carrying value of $119,094,826 
 

�� Total borrowing/funding capacity available (based on DOI limitation) –25% of 
total admitted assets. 
At 12/31/2011 – $217,510,260 
At 12/31/2010 – $197,992,485 

�� Reserves related to the FHLB program – None, the borrowings are 
collateralized by securities held in a custodial account. 
 

�� The FHLB programs assets and liabilities are held in the company’s general 
account as the company has no separate account business. 

 
12.�Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated 

Absences and Other Postretirement Benefit Plans 
 

A.� Defined Benefit Plan – N/A 
 

B.� Defined Contribution Plans 
 
The Company’s eligible employees participate in a benefit plan under 
401(k) of the Internal Revenue Code.  Employees may contribute up to 17% 
(subject to certain ERISA limitations) of their eligible compensation to 
the plan on a pre-tax basis, and the Company may make discretionary 
matching contributions.  The Company contributed approximately $233,068 
and $201,849 to the plan in 2011 and 2010, respectively.  At December 31, 
2011, the fair value of plan assets was $4,962,673. 

 
C.� Multiemployer Plans – N/A 

 
D.� Consolidated/Holding Company Plans  

 
Certain of the Company’s Senior Executives participate in a plan sponsored 
by its ultimate parent, Sagicor Financial Corporation.  The Company does 
not have any legal obligation for benefits under the plan.  The Company 
recognized $319,691 and $537,600 expense related to the granting of 
restricted stock and stock options in 2011 and 2010, respectively.  The 
allocation of the expense was based on specifically identifying the 
employees participating in the plan and the value of the restricted stock, 
and stock options, vesting in 2011. 
 

E.� Postemployment Benefits and Compensated Absences – N/A 
 
13.�Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations 
 

A.� The Company has 4,000,000 shares of common stock authorized, 2,000,000 
shares issued and outstanding as of December 31, 2011.  The shares have a 
par value of $1.25 per share. In 2011 Laurel Life contributed $10,576,337 
in additional paid-in surplus to the Company. 

 
B.� The Company has no preferred stock outstanding. 

 
C.� The Company’s ability to pay dividends is restricted.  The maximum 

dividend that may be paid (without prior approval from the Department) in 
any 12-month period is the greater of (1) net gain from operations for 
the preceding calendar year or (2) 10% of adjusted surplus at the end of 
the preceding calendar year.  In general, net gain from operations for 
dividend purposes is interpreted by the Department to exclude both 
realized capital gains and losses. 

 
D.� See (C) above for the restrictions placed on the portion of the Company’s 

profits that may be paid as ordinary dividends to its stockholder. 
 

E.� There were no restrictions placed on the Company’s surplus, including 
from whom the surplus is being held. 
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F.� There were no advances to surplus. 
 

G.� The Company holds no stock for special purposes. 
 

H.� There are no special surplus funds 
 

I.� The portion of unassigned funds (surplus) represented or reduced by each 
item below is as follows: 

 
1.� unrealized gains and losses:   $  (3,547,285) 
2.� nonadmitted asset values:   $  (3,829,240)  
3.� separate account business:   $           0 
4.� asset valuation reserves:   $  (2,307,966) 
5.� reinsurance in unauthorized companies: $           0 

  
J.� The Company has the following outstanding surplus debentures or similar 

obligations, as of December 31, 2011 (dollars in thousands): 
 

  
 
 
 
 

Date 
Issued 

 
 
 
 
 

Interest 
Rate 

 
 
 
 
 

Par 
Value 

 
 
 
 
 

Carrying 
Value 

 
 
 
 
 

Interest 
Paid 

 
 
 
 
 

Accrued 
Interest 

Total 
Principal 

and 
Interest 

Paid 
(since 
issue) 

 
 
 
 
 

Maturity 
Date 

         
1 12/31/11 Various  $4,175  $4,175    $0    $0    $0 12/31/41 

 
This surplus note was issued to Sagicor USA, Inc. in exchange for cash, and 
was approved by the Texas Department of Insurance (TDI) on February 17, 2012.  
Repayment of the note is subject to the Company maintaining surplus in excess 
of $500,000, with interest accruing on a quarterly basis.  The TDI has 
reserved the right to disapprove any payments of principal or interest, based 
upon the Company’s financial condition. 
 
K.� There have been no quasi reorganizations that need to be disclosed. 

 
L.� There have been no quasi-reorganizations in the past ten years.  

 
14.�Contingencies 
 

A.� Contingent Commitments 
 

The Company does not have any material contingent liabilities or 
commitments as of December 31, 2011. 
 

B.� Assessments 
 

The Company is subject to assessments from the guaranty fund associations 
established by the various states in which it does business. Assessments 
are made by the associations to cover the insurance obligations of 
insolvent or rehabilitated insurance companies. In most states, guaranty 
fund assessments can be recovered through a reduction in future premium 
and other state taxes payable. Based on information available from the 
National Organization of Life and Health Insurance Guaranty Associations, 
the Company accrued an approximate $532,000 and $544,000 liability at 
December 31, 2011 and 2010, respectively, for known insolvencies. A 
related asset for expected recoveries of approximately $224,000 and 
$236,000 as of December 31, 2011 and 2010, respectively, has been 
recorded. Assessments are expected to be paid and recoveries received over 
the next seven and seventeen years, respectively. 

 
C.� Gain Contingencies 
 

            The Company has no outstanding gain contingencies. 
 

D.�  Claims related extra contractual obligation and bad faith losses stemming 
from lawsuits. 
 
The Company is a defendant in lawsuits from time to time, which arise out 
of the normal course of business.  At times these result in alleged extra 
contractual obligations or bad faith claims.  The Company always 
vigorously defends its position; however at times, it is determined that a 
settlement may be the best approach.  During the year-ended December 31, 
2011, the Company settled between 0-25 of these such claims (based on 
number of claimants). 
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E.� All Other Contingencies – No other known loss contingency or asset 
impairment exists as of December 31, 2011.  

 
15.�Leases 
 

The Company’s principal operations are located in a leased facility in 
Scottsdale, Arizona.  The lease is a noncancelable operating lease with an 
initial term of 10 years and an option to extend for another five years at 
90% of the then effective fair market rental rate.  Effective June 1, 
2011, the Company extended this lease until August 31, 2022.  The Company 
also leases office space for sales and administrative operations in Tampa, 
Florida under a five year lease that expires in 2012.  Effective August 
31, 2011, the Company extended this lease until November 30, 2022.  On 
October 10, 2011, the Company executed a new lease for a sales office in 
Plantation, Florida.  The lease commenced in February, 2012 and has a 
seventy-five month term expiring in April, 2018.  Total office rental 
expense for the years ended December 31, 2011 and 2010 was approximately 
$1,321,000 and $1,304,000, respectively.  The Company also leases certain 
office equipment under various operating leases the last of which expires 
in 2015.  Total rental expense for this equipment was approximately 
$199,000 and $173,000 for the years ended December 31, 2011 and 2010, 
respectively.  Future minimum rental commitments under these leases as of 
December 31, 2011, are as follows: 
                 

2012               $1,021,123 
2013                1,195,607 
2014                1,239,027 
2015                1,278,336 
2016                1,223,657 
Thereafter          7,106,039 
Total             $13,063,789 

   
The Company is not involved in any sale-leaseback transactions. 

  
16.�Information about Financial Instruments with Off-Balance Sheet Risk and Financial 
Instruments with Concentrations of Credit Risk 
 

A.� Financial Instruments with Off-Balance Sheet Risk – The Company has no           
such financial instruments 

 
B.� Concentrations –  

 
The Company maintains a mortgage loan portfolio consisting of first 
lien residential and commercial mortgages. At December 31, 2011 and 
2010, the Company had residential mortgages with carrying values of 
$109,324 and $139,991, respectively, and commercial mortgages with 
carrying values of $23.5 million and $23.4 million, respectively. 

At December 31, 2011 and 2010, approximately the following 
percentages of the Company’s related mortgage loan portfolios were 
located in the following states (percentages only shown for those 
that represented 5% or greater of the separate loan portfolio 
categories in either year): 

 2011  2010 

Residential:    

Arizona 43%  37% 

Louisiana    44%  50% 

Massachusetts  7%  5% 

North Dakota  7%   8% 
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 2011  2010 

Commercial:    

Florida  7%   8% 

Minnesota 11%  11% 

New Mexico  6%   6% 

Ohio  7%   7% 

Texas     5%         6% 

 

Other investment positions in securities of a single issuer that have 
an aggregate statutory carrying value at December 31, 2011 (amortized 
cost) in excess of $5.28 million, 10% of statutory capital and 
surplus, are as follows: 

  Statutory 
Carrying 
Value 

FHLMC 3219 HX 

FHLB of Dallas 

 6,411,838 

5,984,300 

 

In 2011 and 2010, approximately the following percentages of the 
Company’s direct premiums were written in the following states: 

 

Missouri 

Florida 

2011 

13% 

10% 

2010 

4% 

7% 

California 8% 10% 

Texas 

Ohio 

Iowa 

 8% 

 7% 

 5% 

 17% 

 7% 

 2% 

Indiana 5% 4% 

Arizona 5% 5% 

Alabama  4%  7% 

   

No other state accounted for more than 5% in either year. 

The Company places its cash and temporary cash investments with 
highly rated financial institutions. At times, such cash and 
temporary investments may be in excess of Federal Deposit Insurance 
Corporation insurance limits. The Company has not experienced any 
losses in such accounts and believes it is not exposed to any 
significant credit risk on cash balances. 

To minimize potential counterparty risk from the equity indexed 
hedging strategy to purchase customized contracts from broker 
dealers, the company may transact only with banks and brokers 
carrying an unsecured debt rating of at least A or P-1 by either 
Standard and Poor’s or Moody’s. The hedging activities are discussed 
in Note 8. 
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17.�Sale, Transfer and Servicing of Financial Assets and Extinguishment of Liabilities 
 

The Company had no transactions for which disclosure was required under this note. 
 

18.�Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion  
of Partially Insured Plans 

 
The Company does not have any uninsured A&H plans 
  

19.�Direct Premium Written/Produced by Managing General Agents/Third Party 
Administrators 

 
The Company has no items that need to be disclosed. 
 

20.�Fair Value Measurements 
 

In 2010 the NAIC required new disclosures for assets and liabilities that are 
measured at fair value. The disclosures created a fair value hierarchy that enables 
users of its financial statements to assess valuation techniques and the inputs used 
to develop those fair value measurements.  
 
The levels within the fair value are:  
Fair value measurements using quoted prices in active markets for identical assets 
or liabilities (Level 1). 
Significant other observable inputs (Level 2). Level 2 inputs include quoted prices 
for similar assets and liabilities in active markets, and inputs other than quoted 
prices that are observable at commonly quoted intervals. 
Significant unobservable inputs (Level 3). These measurements include circumstances 
in which there is little, if any, market activity for the asset or liability. 
 
Below is a summary of valuation methods for those assets held at fair value.   
 
Bonds: 

The Company maximizes the use of observable inputs and minimizes the use of 
unobservable inputs when measuring fair value.  Whenever available the Company 
uses NAIC market values for bonds. When NAIC market values are not available, 
market values are obtained from third party pricing sources. 

    Common Stocks: 
The Company estimates the fair value of the common stock investment in the FHLB of 
Dallas at redemption value in accordance with the borrowing program and the stock 
is not traded in an active market.  Other common stocks are carried at NAIC market 
values. 

    Real Estate Held for Sale: 
Mortgage loans foreclosed on and converted to real estate currently held for sale. 
The Company receives appraisal reports for these properties to determine fair 
value. The inputs of the fair value measurements in the appraisal reports include 
judgments about market condition and assumptions tied to economic factors. 

    Derivative assets – Equity indexed options: 
As further described in Note 8 – Derivative Instruments, the Company purchases 
custom options (hedges) that are carried at fair value per an internally calculated 
method. 
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The following table presents information about financial instruments measured at fair 
value and indicates the level of the fair value measurement on the levels of the inputs 
used as of December 31, 2011 and 2010. 
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The following table presents changes during 2011 and 2010 in Level 3 financial 
instruments measured at fair value on a recurring basis, and the realized and unrealized 
gains (losses) recorded in income during 2011 and 2010 related to the Level 3 financial 
instruments that remained in the balance sheet at December 31, 2011 and 2010: 

����������	
���		�

�������
������� �������
������� ���� ����� ��

!��������� �����"�"���� �����"�"���� �#������ �����$���� %�"�

�$�&���� '���#���� #��(���� ���� '���)���� �$�&����

�������������� ��������������
	�

����� ��� ��� ���
���� ��� ����������
���

����

 ��!"��!"��� ���������������
���
����� $��

�
�%�� �� $�
�	�
�	�%�� �� 	
�
�
����� �� ��� ����������
���
��
��

�������������������������� ��������
����� $�	
���%�� ��� 
��
����� ��� �����������
���
�����

�������������
���
����� $���
���%�� $�
�	�
�	�%�� �� 

���
����� �� ��� ���������	
���
��	��

��

����������	
���	��

����������������
������� �������
������� ���� ����� ��

!��������� �������������������"�"���� �����"�"���� �#������ �����$���� %�"�

�$�&���� �����������������'���#���� #��(���� ���� '���)���� �$�&����

��������������

 ��!"��!"��� ��������������
���
����� ��� ��� $���
���%� ��� ����������
	�

�����

�������������������������� ��������������	

��

���� �
�
����� �� 	
���
	���� �� �
���
	���� �� ��� ����������
���
�����

��������

�	�� ��� ��� 	�	

	
�� ��� ���������������
�����

��������������
	�

����� �
�
����� 	
���
	���� �� �
		�
����� �� ��� ����������
���
�����

 
 
21. Other Items 
 

A.� Extraordinary Items – No items that need to be disclosed. 
 

B.� Troubled Debt Restructuring – No items that need to be disclosed. 
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C.� Other Disclosures – Assets in the amount of $31,890,086 and $31,515,080 at 

December 31, 2011 and 2010, respectively, were on deposit with government 
authorities or trustees as required by law.  Assets valued at $129,268,200 
and $119,094,826 at December 31, 2011 and 2010, respectively, were 
maintained as compensating balances or pledged as collateral for the FHLB 
program. 

 
D.� While agent debit balances are not admitted for SAP, the Company does have 

an allowance against the outstanding balance of approximately $231,000 to 
account for potential collection issues. 

 
E.� Business Interruption Insurance Recoveries – No items that need to be 

disclosed. 

�
F.� State Transferable Tax Credits – No items that need to be disclosed. 

�
G. Subprime Mortgage Related Risk Exposure –  

 
Residential mortgage-backed securities (RMBS) are a major asset class for 
our bond portfolios.  RMBS are either issued by a U.S. Government agency or 
by a private company if the loan balance exceeds the Agency maximum or 
borrower credit quality.  They fall into the following four major types: 
 

�� U.S. Government Agency.  Composed of high credit quality borrowers 
with loan balances meeting the Agency limits.  Principal is guaranteed 
by the government agency. 

�� Whole Loan.  Borrowers with high credit scores and loan documentation 
but loan balances above the agency ceiling.  

�� Alt-A.  Borrowers with either less documentation or moderately lower 
credit quality then whole loan or agency borrowers. 

�� Sub-prime. Low level of documentation or borrower credit quality. 
 

  Book Value Gain/(Loss) % of RMBS % of Bonds 
 
Agency 144,093,866 

 
5,707,907   92% 19% 

 
Whole Loan  10,651,818         31,974  7% 1% 
 
Alt-A  1,838,954      262,892 1% 0% 
 
Sub-Prime           0 0  0% 0% 
 
RMBS 156,584,637       
 
The Company owns approximately $12.5 million on Non-agency MBS of which 85% 
are prime whole loans and 15% is Alt-A and no exposure to sub-prime 
mortgages.  We do not own any collateralized debt obligations, structured 
investment vehicles or equity investments with direct sub-prime exposure.  
Our primary exposures are through Alt-A residential mortgage backed bonds. 
Information regarding impairments taken in 2011 on RMBS is included in Note 
5.D.(4)and(5).    

 
22. Events Subsequent 
 

Type II - Nonrecognized Subsequent Events 
  
The Company is awaiting approval from the Texas DOI to complete a downstream merger 
of the Company and its parent, Laurel Life.  The Company will be the surviving 
entity with the merger proposed to be effective January 1, 2012.  As Laurel Life 
does not have material operations outside of its investment in the Company, the 
financial impact of this merger is not expected to be material to the Company.   
 
On February 22, 2012, the Company entered into a stock purchase agreement to buy 
PEMCO Life Insurance Company (PEMCO Life), a Washington domiciled life insurance 
company, from PEMCO Mutual Insurance Company.  The agreement is contingent upon 
regulatory approval.  The purchase price is $1.7 million plus the capital and 
surplus of PEMCO Life at closing.  Neither the purchase price nor the assets 
(approximately $11 million) and liabilities (approximately $6 million) of PEMCO 
Life are material to the Company.  It is expected that the acquisition will add 
approximately $800,000 a year in income from operations as well as increase overall 
policies under management by approximately 10,000 policies.  
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23. Reinsurance 
 

A.� Ceded Reinsurance Report 
 

Section 1� General Interrogatories 
 

(1)� There are no reinsurers, listed in Schedule S as non-
affiliated, that are 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. 
 

(2)� There are no foreign reinsurers, that are 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. 

 
Section 2� Ceded Reinsurance Report – Part A 
 

(1)� The Company has no reinsurance agreements under which the 
reinsurer may cancel other than for non-payment of premium. 

 
(2)� The Company has no reinsurance agreements whereby amounts 

would exceed total direct premiums collected under the 
reinsured policies. 

 
Section 3� Ceded Reinsurance Report – Part B 
 

(1)� There would be no anticipated reduction in surplus for 
termination of all reinsurance agreements. 

 
(2)� There were no new reinsurance ceded agreements in 2011, or 

amendments to existing agreements that provide additional 
reinsurance on the Company’s previously existing business.  

 
B.� Uncollectible Reinsurance 
 

The Company has not written off any uncollectible reinsurance during the 
year ended December 31, 2011. 

 
C.� Commutation of Ceded Reinsurance 

 
The Company has not commuted any ceded reinsurance during the year ended 
December 31, 2011. 

 
24.�Retrospectively Rated Contracts & Contracts Subject to Redetermination 
 

The Company has no contracts subject to retrospective rating or redetermination. 
 

25.�Change in Incurred Losses and Loss Adjustment Expenses 
 

The Company has no significant reserves related to incurred losses and loss 
adjustment expenses attributable to insured events of prior years. 
 

26.�Intercompany Pooling Arrangements  
 

The Company is not party to any such arrangements 
 

27.� Structured Settlements 
 

The Company is not party to any such arrangements 
 

28.� Health Care Receivables 
 

The Company is not party to any such arrangements 
 
29.� Participating Policies 
 

For the year ended 2011, premiums under individual and group participating 
policies was less than $34,000, or less than .1% of total individual and group 
premiums earned.  The Company paid dividends in the amount of $108,008 to 
policyholders and did not allocate any additional income to such policyholders. 

 
30.� Premium Deficiency Reserves 
 

The Company has no premium deficiency reserves. 
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31.�Reserves for Life Contracts and Annuity Contracts 
 

a.� For ordinary traditional life policies, the Company waives deduction of 
deferred     fractional premiums upon death of the insured and returns any 
portion of the final premium beyond the month of death.  An extra reserve is 
calculated based on average reserve factors and is set up in Exhibit 5, 
Section 5. Surrender values are not promised in excess of the legally 
computed reserves. 

 
b.� Extra premiums are charged for substandard lives in addition to the regular        

gross premium for the true age. Mean reserves are determined by computing the 
regular mean reserve for the plan and true age and holding, in addition, one-
half (1/2) of the extra premium charged for the year. 

 
c.� As of December 31, 2011, the Company had $332,813,000 of insurance in force 

for which the gross premiums are less than the net premiums according to the 
standard valuation set by the State of Texas.  Reserves to cover the above 
insurance totaled approximately $7,532,751 and are reported in Exhibit 5, 
Section 7. 

 
d.� 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 the 
formula as described in the instructions for page 7. 

 
e.� Tabular interest on funds not involving life contingencies was by formula as 

described in the instructions. 
 

f.� The Company did not report any amounts on Page 7, Line 7 during the current 
year.  

 
32.�Analysis of Annuity Actuarial Reserves and Deposit-Type Liabilities by Withdrawal 
Characteristics 
 
     Amount % of Total 
   
Subject to discretionary withdrawal- with adjustment   
  - with market value adjustment $152,242,528 34.5% 
  - at book value less surrender  126,599,630 28.7% 
          Subtotal 278,842,158 63.1% 
   
Subject to discretionary withdrawal-without adjustment   
   - at book value (minimal or no charge or adjustment) 141,800,335 32.1% 
    
Not subject to discretionary withdrawal provisions 21,235,426 4.8% 
          Subtotal 163,035,761 36.9% 
   
Total annuity actuarial reserves and deposit 
liabilities (gross) 

$441,877,919 100.0% 

   
          Less: Reinsurance 92,664,400  
   
Total annuity actuarial reserves and deposit 
liabilities (net) 

$349,213,518  

 
Life and Accident and Health Annual Statement: 
 
    Exhibit 5, Section 2 Totals (net)                     $323,561,963 
    Exhibit 5, Section 3 Totals (net)                        2,516,817 
    Exhibit 7, Line 14, Column 1                            23,134,738 
 
                Subtotal                                  $349,213,518 
 
Separate Accounts Annual Statement: 
 
    Exhibit 3                                             $          0 
    Page 3, Line 3                                                   0 
 
                Subtotal                                  $          0 
 
 
Total Annuity Actuarial Reserves and 
Deposit Liabilities                                       $349,213,518 
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33.�Premium and Annuity Considerations Deferred and Uncollected 
 
Deferred and uncollected life insurance premiums and annuity considerations as of 
    December 31, 2011 were as follows: 
 

           Gross    Net of Loading       Loading 
Ordinary First Year        $267,296         $204,186 $63,110 
Industrial Renewal           1,004              444 560 
Ordinary Renewal       2,536,786        2,122,521 414,265 
Group Renewal            (148)              (148) - 
    
Total      $2,804,938       $2,327,003 $477,935 

 
34.�Separate Accounts – The Company has no separate accounts 
 
35. Loss/Claim Adjustment Expenses – No items that need to be disclosed. 
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