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Report of Ih‘depe'fnd'ent;_Audlt‘:O"{s

. The Board of Directors
'Govemment Personnel Mutual Ltfe Insuranoe Company

We have audited the accompanying statutory -basis balance sheets of Government Personnel
Mutual Life Insurance Company as of December 31,2011 and~«2010 and the related statutory-
basis statements of income;: changes in surplus and cash flow' for the: years ‘then ended. Thése
financial statements are the responsnblhty of the Company 8! management Our responsnbtltty is
to express an opmlon on thesg’ ﬁnanmal statements based on our audlts

We conducted our audits in accordance w1th auditing standards generally accepted in the United
States. Those standards’ requlre that we plan and perform the audlt to obtam reasonable assurance
about whether the financial statéments’ are free of material mtsstatement ‘We were not engaged
to perform an audit of the Company s “internal control over. ﬁnanmal reporting. Our audits
included consideratjon of internal control 6ver financial' reportmg as'a ‘basis for designing audit
procedures that are appropnate in the circumstances, but not for the ] purpose of expressing an
opinion on the effectiveness of the Company s internal control over financial reporting.
Accordingly, we express no- such opmton An audit” also mcludes examlmng, on a test basis,
evidence supporting the amounts and dtsclosures in" the ﬁnanmal statements, assessing the
accounting prin¢iples used atid s1gmﬁcant esttmates made by’ management and evaluating the
overall financial statement presentation. We believe that our audlts provide a reasonable basis for
our opinion.

As described in Note | to the ﬁnanmal statements, the Company presents 1ts financial statements

in conformity with accountmg practtces prescribed or permntted by the Texas Department of

Insurance, which practices dtffer from U.S. generally accepted ,accountmg principles. The

variances_between such’ pract1ces and accountmg principles- also, are* ‘described in Note- 1. The

effects on the financial statements of. these variances’ are not reasonably cletermmable but are
~ presumed to be material. ' : s

In our opinion, because of the. effects Jof the matter descnbed in the. preceding paragraph, the
financial statements referred to: above do not present fairly;.in’ confortmty with U.S: generally
'-accepted accounting prmcnples the ﬁnanc1al position “of Govemment Personnel Mutual Life
Insurance Company at' December 31, 2011 and 2010, or the results of its operations or its cash
flows for the years then ended.
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However, in our opinion, the financial statements referred t6 above present fairly, in all material
' .respects the ﬁnanc1al position of Government - ‘Personnel, Mutual Life Insurance Company at
December 31, 2011 and 2010, and the results of its operatlons and its cash flows for the years
‘then ended, in conformity with accounting practlces prescribed or permitted by the Texas

Depadmc_nt of Insurance.
M ¥ MLLP

‘May 29,2012

."‘. i
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Government Personnel Mutual Life Insurance Company

Balance Sheets — Statutory-Basis

Admitted assets

Cash and invested assets:
Bonds
Preferred stock
Common stock
Mortgage loans

Real estate, less. accumulated deprecnatlon (2011 -
$1,932,797; $2010 — $1, 547 250)
Properties occupied by- the company
Properties held for the productlon of i 1ncome
Properties held for sale -~ :
Policy .loans
Short term investments- -
Cash . .
Receivable for securities, '
Total cash and invested assets

Deferred.premiums, less loadlng (201 l - 52, 523 070; 2010 -
$2,499,165)

Uncollected premiums

Federal tax recoverable, including-net deferred tax asset
(2011 - $12,027,518; 2010 - $11, 580. ,239)

Accrued mvestment mcome

Electronic data | processmg equlpment less accumulated
depreciation (2011~ $ $919; 284 2010 $884 A485)

Amounts due from remsurers '

Other admitted assets

Total admiitted assets .

December 31

2011 2010
$ 540 849 363 $ 536,497,047
3 017 100 - 3,017,100
" 720 389 5,411,474
134 658 370 123,670,619
_65888,;;7 6,944,022
5,§27_,397 9,759,335
2_,250,000, ' . -
73,390,041 - 73,657,571
Il 794 233 21,856,434
17 022 ,483 5,015,061
19,687 19,687
._800;;-37-,492. - 785,848,350
8 417 729 8,576,323
739 ,456 812,497
12 925, 246‘ - 12,658,611
9 226 970 9,280,064
. 95,771 74,163
1,882,312 3,103,282
"~ 601,252 844,742

.{-'$ 834 126 228

$ 821 198,032
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Llabllltles and surplus

Llabllmes :

- Pollcy aud contract liabilities

- Life and:annuity reserves '

) Acc1dent and health reserves
Deposrt type contracts ~
Dividends and coupons payable

E Unpa1d clalms
Othier -

‘ ‘Total pollcy and contract liabilities

l

_' Beneﬁts for employees '

' ;Accounts payable and accrued expenses "

,Uneamed investment income
_ Asset valuatlon reserve-

" Federal i income taxes payable
Interest malntenance reserve -
Other.”

Total llablllties

Surplus
Surplis guarantee fund
Special surplus funds -
Unassrgned surplus’
Total surplus

" Total'liabilities and surplus.,

. St . n
_See.accompanying notes.

©1205-1360339.

December 31 .

2011 2010
$ 618,776,265 $ 615,386,220 .
© 529,921 5415664
62,642,582 61,625,549..
16,609,225 . 6,706,225 .
7,166,447 7,058,581
216,368 .7 1,168,606
695,940,808 © 692,486,845
5,189,635 - 5,022,905
6,598,410 ... 7,0027188
2,215,168 - 2,223,834
13,760,594 " 13,677,366
627,336 < -
5,621,937+ . 5,684,431
- 7,177,562 3,052,394
737,131,448 - 729:149,963
400,000 -~ - 400, 000~
3,198,458 3,131,541
93,396,322 88,516,528 : .
96,994,780 " 92,048,069

$ 834,126,228 $'821,198,032°
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Government Personnel Mutual Life Insurance Company

Statements of Income — Statut_ory-Basis,

Premiums and other revenues:
Premiums on life, annuity, ; and aecndent & health.policies
Consideration for supplementary contracts wnth life contingencies
Net investment income. :
Amortization of the 1nterest mamtenance reserve -
Commissions and expense allowances on relnsurance ceded
Miscellaneous income ~ * R o

Total premiums and other revenues o

Benefits paid or provnded
Death benefits
Annmty beneﬁts
Surrender benefits
Interest and adjustments on pohcy or deposit-type contract funds
Payments from supplementary contracts with life contingencies
Other benefits
Increase in policy reser_\_fes_ ,
Total benefits paid or provided

Insurance expenses:
Commissions
General expenses
Insurance taxes, licenses, and fees
Total insurance expenses
Total benefits paid‘or provided and insurance expenses

Gain from operations before dividends to policyholders, income
taxes, and net realized capltal gams (losses)

Dividends to pohcyholders S

Gain from operations before 1nc0me taxes and net realized capital
gains (losses)

Federal income taxes ‘ :
"Gain from operations before nét realized capital gains/losses

Net realized capital gains/losses, net of federal income tax (benefit)
expense (2011 - $(18,770): 2010 - $(1,649,649)) and net of
amounts transferred to IMR

Net income

'. . See accompanying notes.
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~ Year Ended December 31
2011

2010

$ 54,568,197 $ 56,495,371
180,532 390,387
44,229,139 43,759,016
1,176,497 1,038,815 -
+9i199,792 5,657,823
184,050 60,287
109,538,207 107,401,699
© 30,008, 636 29,682,803
6,457,209 5,067,534
15,678,319 17,995,252
2,362,642 2,603,972

© 1,208,968 1,237,391
2:436,844 1,524,947

' 3,378,301 7,779,693
61,530,919 65,891,592
9,528,513 7,483,116
19,479,107 18,045,305
1,661,018 1,545,672
 30:668,638 27,074,093
92,199,557 92,965,685
17,338,650 14,436,014

£ (6:569,730) . (6,685,764)
10,768,920 7,750.250

. 2,803,955 1,934,622
7,964,965 5,815,628

, (1,133,575) 1,432,787
$ 6,831,390 5 7248415
5



. -Government Personnel Mutual Life Insurance Company .

Surplus at beginning of year

-Net income (loss)

Change in net unrealized capital gain (loss)
Change-in net deferred tax

. Change i in nonadmitted assets

: ,Change m llablhty for remsurance in unauthorized companles
'Change m -asset valuation reserve :

Other

Net increase

Surplus at end of year',

See accompanying notes.
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~ Statements of Changes in Surplus — Statutory-Basis

.............

Year Ended December 31
2011 fzoio
$ 92 048,069 $ 87 788 292
6831 390 7248415 :
- (567, 236) 231 538.
422244 (1 769 483)_
(1 723 377) 1 342 405
: N I - (99)
' __(83,228) (2,750,188)
.. 66,917 (42,811)
4,946,711 - 4.,259.777
$ 96,994,780 $ 92,048,069
6



Government Personnel Mutual Life Insurance Company

Statements of Cash Flow — S_gamtqpyeBasis

Operatmg activities

Premiums coltected net of remsurance _
Net investment income . .~ . . -
Miscellaneous income I
Total

Benefits paid

Commissions, expenses pa1d and' aggregate wnte ms for deductions k

Dividends paid to policyholders - .-
Federal income taxes pald net of tax on cap1tal gams
Total ' :
Net cash provided by operatmg activities
Investing activities = - ‘
Proceéds from investments sold matured or repa1d
Bonds
Stocks
Mortgage loans
Total investment proceeds .
Cost of mvestments acquired:.
" Bonds
Stocks
Mortgage loans
Real estate. _
Total investments acquired .
Net decrease in policy loans - '
Net cash (used in) provided by mvestmg act1v1t|es '
Fmancmg and niiscellaneous act1v1t1es :
Net deposits on deposnt type. contract funds .
, Other cash provided (apphed)

Net cash provided by (used in) mlscelleneous actw1t|es'

Net change in cash and short-term. mvestments _
Cash, cash equwalents and short-term mvestments
At beginning of year
At end of year

See accompanying notes.
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"Year Ended December 31

2011 2010
$ 54,767,809 $ 57,246,452
744,794,644 . 43,145,513
: 9311;584 . 5,585,993
108,874,037 105,977,958
©56,199,119° 55,829,088
30, 138‘893" 26,454,695
6,666;730 6,686,764
2,551,087 2,141,796
. 951555:829 91,112,343
S 13318,208 14,865,615
65,360,782 171,524,605
Lo TISI82 . - 699,003
14,817,249 15,136,868
80,893,213 187,360,476
68, 407,971 173,091,193
343,474 2,873,644
26 135,000 11,835,000
5295364 3,275,394
'=‘95,131 809 - 191,075,231
(255,525) ° (628,550)
(14,033;071)  (3,086,205)
(1,021,044)  (1,388,657)
. 3,681,126 416,135
2,660,082  (972,522)
1,945,221 - 10,806,888
26,871495. 16,064,607
- $-28,816,716. § 26,871,495
7
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. Government Personnel Mutual Life Insuranice Company
- Notes to Statutory-Basis Financial Statements

Years Ended December 31,2011 and 2010

1. Natlire of Ope'rations and Significant Accounting Policies

‘ "Govemment Personnel Mutuai Life Insurance Company (the Company) is domiciléd in the state.‘ .
o of Texas Effectlve November 1, 2010 the Company owns 100%.of the outstandmg common"f .
. stock " of Texas Dlrectors Life Insurance Company (TDLIC) TDLIC is included in the -
i 'Company s common stock 1nvestments as an-unconsolidated subsrdlary at, the net statutory -basis A
E '-".equ1ty of $534 768 plus unamortlzed goodw1ll of $1,323,920. ‘

) lThe Company 18 a mutual life insurance orgamzatton spemallzmg in the armed forces, civil -

©service, ‘and final expense markets Coverages are also available to the middle-to- upper—mcome

- general crvrhan market

'Operatlonst are. conducted primarily on personal producmg and managmg general agent plans

through approxrmately 1,400 general and soliciting agents. The Company is licensed in 48 states

and” the ‘District, of Columbia. Its primary markets are the states of Texas, South’ Carolina,
- Flonda Vlrgrma Georgla and North Carolina: The Company is also accredited to sohc]t sales at. -

some .overseas military installations. The Company offers a portfolio of the usual forms of

. lndwldual permanent term, flexible premium universal life,.and annuity pollcles all without a
© war clause Life insurance and annuity plans are avallable to United States mllltary personnel

and Civil Service employees through a federal allotment plan 'Automatic’ payment plans are
avallable to,the civilian populace The Company also offers. p011c1es in the. Semor Final Expense

- market The Company is the underwriter for the group:association coverages for members of the

"Mllltary Beneﬁt Assocrauon {(MBA). The Company derives- substantlally all of its direct group
life-and ‘group accident and health business from the group policy issued to the MBA, The

Compiny entered the Medicare supplement market in 2010-and has in place an agreement with

an experienced company in'that market to admmlster thts busmess

'rThe Company has in place an mtercompany agreement w1th its subsrdlary, TDLIC, in which
admmlstratlon and jnvestment services are provided to TDLIC. Fees collected dunng 2011 were
'$77 025 for admmlstratton services and $15,748 for investment serv1ces )

. f;"' “

Basns of P_resentatlon

----

"'.f{prcscnbed or permrtted by thc Texas Department of Insurance whose practlces may dlffer from

‘US. generally accepted accountmg pr1nc1ples The moré 51gn1ficant variances from: GAAP are as

' ._‘_-follows

12051360339 - ‘ _ S o _ | o ]



Government Personnel Mutual Life Insurance Company

Notesto Statutory-Basis Financial Statements (continued)

1. Nature of (_)perations an‘d"S,i'gull'lcanth'ccounting Policies (continued)

Investments: Investments-in bonds are. reported at amortlzed cost:or fair value based on
their Natlonal Assomatlon of. Insurance: Commissioners (N AIC) ratmg, for GAAP, such
fixed-maturity investments ould be desngnated at purchase as held to-maturity, trading,”
or available-for-sale. Held maturity, ﬁxed-maturlty invéstments would be reported at
amortized cost; and: the: ‘remaining fixed-maturity investments would be reported at fair
value, with unreahzed holdlng ‘gains “and losses reported in. operations for those
designated-as tradmg F "d“ as separate component of surplus for’ those designated as
available- for—sale Faer aluelf atutory purposes is: based on the price. published by the

& Securities. Valuatlon Ofﬁce of . ‘e',NAIC (SVO),-if avallable, whereas- fair- value for
GAAP is based on quoted '“‘arket prices. If no fair value is available from SVO then the
fair value is based on prlces reeewed from third- -party- pncmg vendors

N
i,

All single- class and multl-class mortgage- backed/asset backed secuntles (e.g., CMOs)
are adjusted ! for the: effects of changes in prepayment assumptlons on the related accretion
of discount or, amortlzanon of "remlum of such securities using:the retrospectlve method.
If it is determmed that a“declme in‘fair value is other-than-temporary, the cost basis of the
security is written ‘downto the undlscounted estimated future cash flows. For GAAP
purposes, all’ Secuntle , '-purchased or retamed that represent _beneficial interests in
securitized assets (e g, CMO CBO CDO CLO ‘MBS; and’ ABS secuntles) other than
high credit quality. secuntles are. adjusted asing the prospectlve method when there is a -
change ‘in estimated- ﬁ,lture cash flows. Ifitis determmed that a decline in fair value‘is
other-than—temporary, the cast, ba31s of the securrty is" wrrtten down to fair_value. If high
credit quallty securitics: are adjusted the retrospective method is used.

Real estate owned: and occupled by the Company is lncluded in. mvestments rather than
-reported as an operatmg ‘asset, “as- under GAAP. Investment mcome and operating
expenses for statutory reportmg 1nclude rent for the Company s occupancy of those
propertles E :

Valuation allowances 1f necessary, are establlshed for, mortgage loans based on the
difference between the net value of. the collateral determmed as the fair value of the
collateral less estimated. costs’ to obtain and sell, .and- the recorded investment in the
mortgage loan. Under GAAP, such allowances are based -on the present value of expected
future cash flows- discounted at the. loan’s effective interest rate or, if foreclosure is
probable on the estlmated falr value of the collateral

20841360339 o o L 9
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‘Gévernment Personnel Mutual Life Insurance Company:© -

Notes to Statutory-Basis Financial Statements (continued) " J‘

' 1,-ﬁature of Operations and Significant Accoun€ing ’Pblicies'"(continued)

-The 1n1t1al valuation allowance and subsequent changes in the allowance for. mortgage
. loans are charged or credited directly to unassigned surplus rathér than mcluded as a
component of earnlngs as would be requ1red under. GAAP Lo -

, "'Changes in investment admltted asset: carrymg amounts are: credlted or charged dlrectly
A to unassngned surplus
N Valuatzon Reserves Under a formula prescnbed by the NAIC the Company defers the
portion of realized cap1tal gains' and- losses on “sales” of ﬁxed-lncome investrients
a attnbutable to changes in'thie general level of mterest rates and amértizés those deferrals
over the rémaining’period to maturity- based on: groupmgs -of individual securities- sold in
. -fivelyear bands. That net deferral is reported as the interest mamtenance reserve (IMR) in
" the accompanying statutory-b351s balance sheets Realized capltal gams and ‘losses are
_ "reported in income; nét of federal income tax and:transfers!to the - IMR. Under GAAP o
e réalized” capltal gains and losses would be reported ‘in. the income. statefent.on a pretax
bas13 in the pertod that the assets g1v1ng rise to the gams orelosses are’ sold

. The asset valuatton reserve (AVR) provrdes a valuatlon allowance for. invested assets.
- The AVR is determined by an NAIC-presctibed formula with changes reflected directly -
Coto unassigned surplus; AVR is not recognlzed for GAAP
-__Poltcy Acqmsztron Costs The costs of acqulnng and renewmg business are’expensed
“when incurred.- Under GAAP, acquisition costs related to-traditional life insurance and -
. certain long-duratron accident and health insurance, to the extent recoverable from future
: :pohcy revenues, would be deferred and amortized:over the premlum paying period of the
‘related policies using assumptions conswtent WIth those used:in‘computing policy benefit
. reserves. For universal lifé i insurance and 1nvestment products to" the-extent recoverable
: from future gross profits, deferred policy acqutsrtlon costs- are. amortlzed generally in
| proportlon ‘to the present value of expected gross proﬁts from surrender charges and
;t,\lnvestment mortahty, and expense margms : : :
?Nonadmztred Assets Certam assets desrgnated as” “nonadmitted ”‘princilpallyfa'gents
"' i _balances, furniture’ and equnpment and other" assets “niot *specifically” identified. as an
" admitted -asset’ ‘within . the NAIC - Accountmg ‘Practices and : Procedures : Manual, are
g excluded from the-accompanying. statutory- -basis. balance sheets ‘and: charged directly to
unas51gned surplus Under. GAAP, such assets are lncluded in the ‘balance sheet to the
“extent that those assets are not 1mpa1red :

©1205-1360339- o , 10




Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting: Policie's'-(c"ontinued)

Universal sze and Annuity Policies: Revernues for unlversal l|fe and annulty policies with
mortality or morbidity-risk consist of the entire premium received, and benefits incurred
represent the total.of death benefits.paid, surrender benefits paid,-and the change in policy
reserves. Proceeds received for annuity pohcxes w1thout sortality or morbidity risk are
recorded using deposnt accountmg and -credited dlrectly to an appropnate policy reserve
account, without* recogniZing premium income.. Under ‘GAAP, premlums received in
excess of policy charges would not be recognized as: ~premium revenue, and benefits
would represent the:excéss of benefits paid over the: pollcy -account value and interest
credited to the account values

Benefit Reserves: Certain - pollcy reserves are calculated based on statutonly required
interest and mortality: assumptlons rather than on estlmated expected experlence or actual
account balances, as -wouild be required under GAAP. "~ °

Reinsurance: Policy and contract liabilities ceded to' reinsurers have been reported as
reductions of the -related: resérves rather than as assets as would be required under
GAAP. : =

Commissions allowed by reinsurers on business ceded- are reported as income when
incurred rather than being deferred and amortized with® de erred policy acquisition costs,
as would :be. requlred under, GAAP. In addition, llablllty for reinsurance balances has
been prov1ded for unsecured pol1cy reserves ceded to reinsurers'not aithorized to assume
such business. Changes to the 11ab111ty are credlted or- charged dlrectly to unassigned
surplus. Under GAAP, an’ allowance for amounts deemed uncollectible would - be
established through a charge to. earnings.
'(\a

Employee Benefits: For purposes of calculatmg the Company s postretirement - and
postemployment benefit -obligations, only vested- part1c1pants and current retirees are
included in the valuatlon Under GAAP, active part1c1pants not currently eligible would
also be included.

Deferred Income Taxes: The Company has elected to.admit deferred tax assets pursuant
to paragraph 10(e) of SSAP 10R, Realizable. deferred tax-assets are limited to (I) the
amount of federal income taxes paid in prior years that can be recovered through loss
carrybacks for existing temporary differences that reverse by the end of the subsequent
calendar year, plus (2) the lesser of the remaining gross deferred tax assets expected to he

. 1205-1360339 o L 11



o Government Personnel Mutual Life Insurance Qotnpany__ _.

Notes to Statutory-Basis Financial Statements (continued)

A Nature of Operations and Significant Accounting Policies (continued)'

',_reahzed within three years - of the balance sheet ‘date or 15% of capltal and surplus

o excludmg any net deferred tax assets, clectronic data processing (EDP). equlpment
operating’ software and any net positive goodwrll plus (3) the amount of remaining gross

'-"_'deferred tax assets that can be offset against existing gross deferred tax habllltles The
-remalnmg deferred tax assets are nonadmitted. Deferred taxes do.not’ ‘includeiamounts for
- state taxes. Under' GAAP, state taxes are included in the- ‘computation of deferred taxes, a

deferred tax asset is recorded for the amount of gross deferred tax assets expected to be

reallzed in future years, and a valuation allowance is established for deferred tax assets
not reahzable : ‘

[nvestment in Subszdzarzes ‘Under NAIC SAP, mvestments in SubSldlaI‘leS are carried at
vilues prescrlbed by sthe- Texas Department of Insurance and the NAIC, typically at
audited statutory equity plus any unamortized goodwill. Under GAAP mvestments in
wholly owned subsidiaries are consolidated.

Policyholder Dividends: Policyholder: dividends are recognized when declared rather than
over the term of the related pollmes D1v1dends are. determined annually: by the
- Company's Board of Directors. Individual ordinary life part1c1pat1ng premium
: approxnmates 86% of the Company s ordmary life insurance collected premlums '

The effects of the foregomg varlances from GAAP on the accompanying statutory basns ﬁnancnal
statements have not been determined, but are. presumed to be rnaterlal :

Other signiﬁcant act:ounting practices are'as follows: -

o
\;‘!_._1

Inv'estr'nents

Bonds preferred stocks, common-‘stocks, and short term mvestments are stated at- values -
prescnbed by ‘the NAIC as follows: -

Bonds are stated at amorttzed cost or, for certain bonds, at fa1r value as determmed by the

'SVO or: th1rd -party pricing setvices, with:related unreallzed capital galns/losses reportedr -
in unassrgned surplus net of federal income tax. : o

12051360339 S ' 12



Government Personnel Mutual Life Insurance Company

Notes to ‘Statutory-Basis Financial Statements (c'_'ohtinued)

RE Nature of Operations: and Slgmﬂcant Accountlng Pollcles (contmued)

" Bonds not backed. by other loans are stated at amortlzedt cost. usmg' the. mterest method.

- Loan-backed . bonds and structured securities - are 'valued:a rtized ‘cost using the
interest - methiod; mcludmg antlclpated prepayments Prepayment_ assumptions are
obtained from broker dealer survey values- or- mternal estimates<and. ar€ based on the
current interest rate and’ econom1c envnronment The: retrospectlve -adjustment method is
used to value all such secunt1es é

Redeemable preferred stocks are: reported at cost or amortlzed cost as determined by the
SVO or thlrd party prlcmg servnces ; -

Common stocks are - reported at fa1r value a§ determmed by the SVO or third-party
pricing servnces and the related unreahzed capltal galns or- (losses) ‘are reported ‘in
-unassugned surplus net g federal income taxes. The change in the statutory equity of its
wholly owned sub31d|ary corded asa change in unreallzed capltal gams or (losses), a
component of unass1gned sutplus, net of federal mcome tax.

There are no restrtcttons on commo_n or preferred'stock.

Short-term investments. include. mvestments with remammg maturities of one year or less
at the time of acqunsmon and are pr1uc1pally stated at amortized cost..

Cash equlvalents are short term htghly llqmd investments w1th ongmal matuntles of three
months or less at time of acqu1smon and are pnn01pally stated at. amortlzed cost.

Mortgage loans are reported at unpald pnnclpal ‘balances, less an allowance for. 1mpalrment as
needed. A mortgage loanis’ lconSIdered to be irpairéd when based on ‘Current" information and
events, it 18 probable that‘the Cornpany w1ll ‘be unable. to' collect all* prtnmpal and .interest
amounts due accordlng 10 the contractual tenn, of the mortgage agreement ‘When management
determines foreclosure is: probable the impairment is other—than tem ary;, the mortgage loan is
written down to a realizable value and a reahzed loss is recognlzed

Land is reported at cost. Real estate ‘occupied by the ‘Comipany- and teal estate held for the
production of incorne are reported at: deprec1ated cost; With depreCIatlon ca]culated ona stralght— :
line basis over the est1mated useful llves of the properties. S :

" Realestate held for sale is carrié‘d at thefl_ower of cost or market value. -
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“Government Personnel Mutual-Life Insurance Comp_any a

Notes to-Statutory-Basis Financial Statements (continued) =

:.'-1._-.1%Nat|ireiof Operatie'ns and Significant A'ccountin'gvPoli"cie's (continued)
- Pollcy loans are reported at thelr unpald prmcrpal balance.

. .,Reahzed capltal gams and losses are determnned using the - speaﬁc 1dent1ﬁcat10n basrs Changes'
insadmitted .asset-carrying amounts of.bonds, mortgage loans, policy loans, and common ‘and
' --ipreferredastocks are credlted or charged dlrectly to unass1gned surplus -

F urmture and.Equlpment

The Company s electronlc data processing equrpment and operatmg software are reported at
. cost, less accumulated deprecratlon Depremataon is provided in' amounts- sufﬁcrent to: charge the
“cost of” electromc processmg equrpment and operatmg software to operatlons over the lesser of
: the:r estlmated serv1ce Tives, or three yéars, on a stralght-lme basis. Nonoperatlng software 1S
deprec:ated on a stralght-hne basrs over the lesser of its useful life or five years. Other fumlture
and equlpment are deprecrated on a straight-line basis over the lesser of their estlmated service
“lives or five years. Deprec1at10n and amortlzatlon -expense charged to operatlons was $247,423
for 2011 and $320,542 for 2010.

Premlums ‘

Life- and accident and health premiums are recogmzed as revenue when due. Premiums for
~annuity pohcres with miortality and moibidity risk : are also récognized as revenue when -due.
- Premiums received for annuity policies without mortallty or morbldtty risk and for group annuity
; .contracts are recorded | usmg deposnt accountmg

N Beneﬁt Reserves

t

._fiLlfe annurty, and’ accrdent and health benefit: reserves are-developed by actuarial methods and
-~ are determined based on publlshed tables using, statutorrly—specrﬁed interest rates and valuation
..-.methods that:will provide, in.the aggregate Teserves that are: greater than the minimum required

o by the Texas Department of Insurance: .

... The Company warves deductlon of deferred fractlonal premlums upon the death of msureds and
: --_";refunds any_premlum beyond the month of death Surrender valués on pol101es do not exceed the' '
) Spo dmg beneﬁt reserves.. Extra premiums_are charged for: substandard lives plus the gross -
“for the - true .age. The mean-reserve . method is used to adjust the calculated términal
- reserve to the approprlate reserve at December 31. Mean reserves are. determmed by computing
the regular mean reserve for the plan at the true: age ‘and. holdmg, in’ add1t10n -one-half of the

1205-1360338 ‘ ‘ . : . 14




Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature ol?“O‘perations. and Signiﬁcant'Accounting(Policies'(c{dnt'inhed) 3

extra premlum charge for the year An asset is recorded for deferred premlums net of loading to .
adjust the reserve for modal premlum payments Additional, r" erves aré established when the
results of cash flow -testing . ‘undér; various interest rate scenanos 1nd1cate the need for such
reserves. There has been no need’ for such reserves :

As of December 31, 2011 and 2010 .reserves, of $1, 398 882 and $l 351,290, respectively, were
recorded on in-force amounts -of $1 12,350 766 and $81, 649‘754 respectively, for: which gross
premiums are less than the net prenrnums accordmg,to the’ standard of valuation requlred by the
Texas Department of Insurance.

The tabular 1nterest tabular cost less actual reserve released and tabular cost have been
determined by formula. For detennlnatlon .of " tabular mterest “on funds not involving life
contingencies, the tabular interest lS actual interest credlted or due on the accounts for the
valuation year. : : T

Deposrt-Type Contracts

Deposit-type contracts consrst prlmanly of drvrdend accumulatlons ’xpremlum deposits, and
supplemental contracts not involv g life’ contmgencresvand annu1t|es certain. -Premium deposits
relate primarily to the MBA' grou: busmess Deposit-type contracts are increased and decreased
according to the deposrts»and wrthdrawals respectwely,qof the: appllcable policyholders, as well
as by retrospectlvely rated‘_‘_‘ edlts “and:. debits for . favorable and- hunfavorable respectively,
underwriting and 1nvestment e nce of the MBA busmess

Unpald Clalms _

The llabllll'y for unpaid polrcy and contract cla1ms represents the estlmate of the ultimate net cost
of all reported and unreported clalms mcurred throligh year-end. The; l1ab1hty is estimated using
individual case-basis valuatlons and Company history. Those estlmates are subject to the effects
of trends in claim severity and- frequency Although consrderable vanablllty is inherent in such
estimates, rnanagement believes. that the reserve for unpald claims is adequate. The estimates are
continually reviewed and adjusted as- necessary “as- expenence develops or new information
becomes kinown; such adjustments are included in current operatlons
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‘Government Personnel,‘Mdtual Life Insurance Compary

Notes.to Statutory-Basis FinanciaI;.S_ta't’ement__s (continued)

&

B

: I-."Na't"_tii:l"e qf Opet‘ations and Significanit Ac¢ounting Policies (continued) LR

Reinsurance - = ,

Re‘iﬁ"é‘uraﬁt:e premiums and benefits paid or provided are accounted for on a basis: consistent with
thosé-used in ‘accounting for the original policies lssued and the terms of the reinsurance -
contracts

'

Guaranty ‘

A

nd Assessments

- Guaranty . fund assessments are accrued when the Company receives notice or-other information -
that a reasonably estimable amount is or is llkely to be payable to a guaranty fund.

Use of Esttmates

- The preparatlon of statutory basm financial statements requires management ‘to make estimates
and assumptlons that affect amounts reported in the -financial statements and accompanying
notes. Such estlmates and assumptions could change in the future as more information becomes
known, which could- lmpact the ‘amounts- reported and dlsclosed herein. Slgmﬁcant estlmates in
the accompanymg financial statements mclude Teserves for pohcy benefits. - »

2:-.In\'fe‘stments
Bonds: The amortized cost and the fair valae of investment's-in-b%nds are summarized asffo!loWs: ‘

Gross -  Gross

Amortized Unrealized Unl\'ealtzed . ‘Fait'.-

Cost ¢ - Gains : Losses o Value

At December 31,2011 S e .
U.S. Govemment and agenmes . § 58,007,264 -$ 5 852 841 $ (33 865) $ 63 826 240."'
. Staté'and polltlca] subdivisions 210,059,713~ 21,024, 728" A717,972) - 230,366,469

.+ Corporate securities C L 272,284 451 " 31 1605 416{}.1 (3 099 074) 300,'79_0,793 L r ’
. Mortgage-backed securities ' - 498, 137" 72,003 -, o= e 570,040 =
) !‘Total bonds: o8 540,849,565 .;.$‘« ‘,58‘-,554,989‘ 80 '(3 850 911) $ 595,553,642 ‘...

[ C R AR
S R

r’,'-AtDecembersl 2010 o T S
% U.S:Government and agencies © § 44,171,010 § 3645473 § - (100,501) $- 47,745,991

; aee

State and’ political subdivisions . 201,340,852 1,681,300 (5,042,681) 197, 979 471

Corporate seciirities 286,336,244 22,785,539 (2,761,435) A~306 360 348

Mortgage- -backed securities 4,648,932 372,896 L - 5,021,828 .
- Total bonds Co ' . $.536,497,047 '§ 28485208 % .. (7,904,617) .8 *557,077,638
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Government Personnel Mutual Life Insurance Company

Notes to;Statutq_ry-'Basis Financial Staterr__tents;-.(cohtinued)

2. Investments (continued')-

‘The following table shows: gross unrealized losses and fair: values of bonds, aggregated by
investment category and’ length of time that individual- securmes have been in a continuous
unrealized loss position. %

12 Months of More. K Total

Less Than 12 Months B
. Gross ‘ Gross Lo Gross
Fair Unreallzed " Fair- " Unreallzed ~ ., Fair Unrealized
Value ' Losses ‘Valie . | Losses U Value- Losses
December 31, 2011 ) : : SR
U.S. Government and I N o
agencies . $ 999,775 § - (33,865) ' $ - % - 8§ 9,991,775 § (33,865)
State and political e T2 T :
subdivisions 2,708,520 (321,034) 3,308,678 . (396,938) - 6,017,198 (717,972
Cormporate securities 20,230,968 (1,093,839) - 11:696,079 . .(2,005,235)" " 31,927,047 : (3,099,074)
Total bonds % 32 931 263 $ :'(1' 448;738)7'$"_.‘15,5'004;757 ] "(2,'402;!73);’*‘5%‘217,:936",'020‘ $ (3,850,911)
Less Than 12 Months 12 Months or More ] Total
4 Gross .. s . Grosst -7 Gross
- Faklr. “ Unrealized Fair Unreahzed Fair - Unrealized
. Value; Losses © Value .. Losses . Value | Losses
December 31, 2010 ' C ) :
U.S. Govemment and .-
agencies . $ 7,123870. § -. 8 - % 7,123,870 § (100,501)

State and political . -
103,052,223

17304595  (1,658,132) 120,356,818
LAT648.760  (2.761.435

27,253,709 (2,097,865) -

(5,042,681)

subdivisions .
Corporate securities 20,395,051 - -
Total bonds $130,571:144

S- (4:148;620), ] 44,55_8-,304;7 S:f"(3,755,997) $.l75 129,448 -8 . (7,904,617)

1

A summary of the amortized cost.and fair value of the Company s’ mvestments in bonds at
December 31, 2011, by contractual matunty, is as follows:

Years to maturity:
One or less _
After one through five .
After five through ten
After ten
Mortgage-backed securities
Total - |

- 12051360339

Amortlzed
Cost

Fair
Value

$ 17,720,905
- 90,446/966
85,478,500
346,705,057

498,137 ...

$ 18,250,583 -
98,587,232
95,434,420
382,711,267
570,140

' $-540;849,565,

$ 595,553,642
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Gov_emment Personnel Mutual' Life Insurance Company

Notes to Statutory-Basis Financial Statements {continued)

2. Investments (continued)

The ac-t'ual.matuntles may differ from the contractual maturities in the foregoing table because
* certain borrowers have the right to call-or prepay obligations with of- without call or prepayment
penaltles k o , :

.Proceeds from sales of . mvestments in: bonds - during.- 2011 and 2010 were $25, 312 ,250 and
'$70,895,110, respectively; gross$ gains of $1,746,728 and $3, 498,800 and gross losses of $0 and
$283 940 were realized on those-saleés, respectlvely

At December 31, 2011, bonds with an admitted asset value of $7,338,373 were on deposnt w1th
state msurance departments to satisfy regulatory requ1rements

Stocks Unreallzed gams and losses on Investments in common stocks are reported directly in .
unass:gned surplus and do not affect operatlons B

Effective NoVember' 1, 2010, the Company recorded the. statutory purchase of 100% of the
100,000 outstanding common stock “shares of Texas Directors Life Insurance Company
(TDLIC): TDLIC is licensed only in Texas for the sale of individual life products exclusrvely

The- cost of the ‘acquired company. was $1, 766, 144, resulting in goodwill in the .amount of
$1,498, 778 The amortization of goodw1ll durlng 2011 was $149,878. Net unamortlzed goodwill
is 1ncluded within-common stocks in the accompanying statutory—bas1s balance sheets Effective
’_.December 31, 2010, the Company purchased the remammg 100,000 authorized but unissued
'common shares of TDLIC.

~ The cost and fair value of investments .in preferred stocks and common stocks are summarized as -
: fol]ows ‘ : -

Gross . Gross
Unrealized Unrealized Fair

. Cost - _ Gains ' liosses“ ' Value. .

. At December 31,2011 e |
-'Preferred stocks . 8 .3-,'617,100:"5 37 900 § (zss 350) $ 2769 650-
;-Afﬁllated common stocks - . § 1866 144 $ , - $ '(7,456) $° 1, 858 688
r ’,Unaﬁ'llated common stocks - 2,692,955 453,334  .:(284:588)'. 2,861,701
“Total' common® stocks Y% 4,559,099 $ - 453,334 §  (292,044)°S 4,720,389
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Staterments: (continued).-

2. Investments (contlﬁired)- A

Gross . Gross

Unrealized -Unrealized - . Fair.
Cost . Gains Lossé's'"-?" - Value -
At December 31 2010 ' '
 Preferred stocks . ‘ $ 3 017 100 $ 30 000 $ (139 675) $ 2, 907 425

- $ (9 079) $ l ,857,065
573,705 (82,429)%. 3,554,409
573 ;705 $ (9.-1-';508') '$:;- 5,411 ;-474

Affiliated common stocks w78, - 1,86€
Unaffiliatéd common stocks T30
Total common stock_s o

The followmg ‘table’ shows gross unreahzed losses and falr values of preferred and common
stocks, aggregated by mvestment category and length of tlme that md1v1dual securities have been
in'a continuous unreallzed loss posmon : = :

_ Less, Than j2Months © 12 Months or More ~ - Total

TTGross - Gross . .. Gross
Fa_ll'(..\ ° . Unrealized  Fair Unrealized -  Fair. Unrealized
‘ " Value " Losses . Value . Losse§™ - ‘fV‘a!u'é' Losses
December 31, 2011 T ‘ ' o SRR '
Stocks: - h L ' . G e . : .
Preferred stocks -3 $ - % 1,731,750 § . (285,350) s, -1 731 150, ',S (285;350)
Common stocks ) 578 282 (136 121) 2,265,338 .. (155,923) 2 843;620 ©(292,044)
Total s 578282 S L A(136,121) % 73,997,088 S5 (441;,273)°8 40 43575,370 % . (5717,394)
Feor ot b ey - = BT R -
December 31, 2010
Stocks: _ ST ‘ o
Preferred stocks  § 1,877,425 8 (139,675) §- 8, -5 1877425 8 (139,675)
- Commion stocks o .U68:.838. ¢ S(1794) -.2,706,106 . - (89714) - 2,774,944 {91,508}
Total S8 9546‘263:"'.‘5'\ f(-'l'41"469) i$” "2'706?1_06 '.{$":'; B i;'(89‘7_l4)'i-$. ‘.,-4‘“652—,369, $ - (231,183)

'Mortgage Loans: Durmg 2011 the mmlmu .‘nd ma)glmum lendmg rates for mortgage loans
were 5.40% and 6.37%, respectlvely At the issuance-of a loan, the: percentage ‘of loan to value. -
on any one.loan does not exceéd 75%. Fire msurance"ls requ1red on all properties covered by
mortgage loans at least equal_to the excess of ‘each loan over-the ‘maximum loan that would be
permitted by law on the land’ without the bulldmgs At December 31, 2011 and 2010, the
- Company held no mortgages with interest overdue beyond 180. days There was no nonadmitted
interest or pnncnpal at December 31, 2011 and 2010
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- '.G__'ove_mr_nent Personnel Mutual’Life.Insurance Company . -

Notes to Statutory-Basis Financial Statementsr._(co‘ntinued): o

2 lnvestments (contmued)

. At December 31, 2011 and 2010 ‘taxes, assessments and amounts advanced not mcluded in the
) mortgage Toan total were $30,354 and $13,642, respectively. At December 31, 2011, none of the -
Company s'invéstrents in'mortgage loans were subject to prior liens. - ‘

The Company S mvestments in mortgage loans all, involve commercml real estate At ‘
December 31, 2011 “all - such mortgages involve propertles located in ‘the states of Texas,
" Arizona, Utah New Mexrco Colorado, Nevada, and Alabama Such tnvestments consist of first

. mortgage llens on completed income-producing: propertres “At December 31, 2011, the mortgage
outstandlng on any lndrvrdual property dld not exceed $4,000, 000

The - total | recorded lnvestment in restructured . loans at December 31, 2011 and 2010, was
$2 241 321 and $2, 842 220; respectrvely ‘There were no reallzed caprtal losses related to these
loans There were no contractual commitments to extend credlt to debtors owmg recelvables_ -
whose terms have been modified in.troubled debt restructurmgs The Company accrues interest
-income on 1mpatred loans to the extent deemed collectible and’ the . loan continues to perform_

‘ under its- ongmal or restructured contractual terms. Interest- mcome on nonperforming loans
generally i recognlzed on an accrual basis to the extent deemed collectlble '

Dunng 2011 the Company establlshed a $330, 000 valuatlon allowance on a loan that was
Lake Crty, Utah and transferred the foreclosed propertles to 1ts real estate investments. In
addltlon durlng 2010 the Company established a $100,000 valuatlon allowance on a third loan

‘Real Estate Propertres held for the productron of income includes two propertles adjacent to the
‘ Home Ofﬁce property:. and three foreclosed ‘properties. Two. of the foreclosed properties were
added in”"2010. Also mcluded are two condomlnmms purchased for 'the use of Company
employees At December 31, 2011, the condomtmums were reclassrﬁed to residential as a result |
of the Texas Department of [nsurance ﬁnancral‘examrnanon and therefore nonadmltted A

Real Estate Held for Sale The Company held one- property for sale at December 31 2011 for- :
whrch a write down: of $997,177 was recorded.- : Ce e,
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Government Personnel Mutual Life Insurance C?mpany

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Net Investment Income ‘Net- mvestment income con31sts -of the followmg

Year Ended December 31
2011 - 2010

Income: SR |
Bonds o g , ‘ $ 31,773,649 $ 32,016,355
Preferred stocks . - " = v g 193,875 163,250
Common stocks . . 103,788 88,399
Mortgage loans R o - 8,830,840 8,411,738
Real estate'” =~ . o o ' L 1,306452 1,200,638
Policy loans e . PR 4;748;754 4,806,882
Short-term mvestments and cash o _ 7,296 - 12,271
Other SRR ' , 157,693 . 12,819

~ Total investment ‘inc’om'e_ I ‘ 47,122,347 © 46,712,352

Expenses: e T . . :

- Real estate operatmg andxmamtenance o ‘-,_1-,1‘73,71_7 . 1,180,184
~Real estate taxes . 212,008 235,656
Depreciation ) 385,547 358,886
Other ST o 1,122,936;_ 1,178,610

Total investment expenses ) - _ - 2,893,208.. . .. 2,953,336

Net’ mvestment mcome o . $ 44 229, 139 $ 43 ,759,016

(UReal estate mcludes $674 745 in-2011:and $674, 745 in 2010 for the Company s
occupancy of its own bulldmg o
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" Goverriment Personnél Mutual Lifé Tnsurance Company: :

["__Nc')tes to Statutory-Basis Financial Stateme’nts;'(continued)'-.

" 2. Investments '(eontinued)

Realtzed Cap:tal Gains (Losses): Reahzed capltal galns (losses) are- reported net ‘of federal.,.-_
' mcome taxes and amounts transferred to the IMR as follows: :

- Year Ended December 31
S 2011 S 2010.
Reahzed capital gains (losses) | . $ 535,538. § 3,166,159«
Less amount transferred to IMR {net of related taxesof . '
. $573, 880 in 2011 and $1,150,227 in 2010) . o 1,114,003 050 2,232,794
| ' (578,465) 933,365

Less federal income tax (beneﬁt) expense on realized 7
capltal (losses) gams fealized- capltal gains (losses) . -555:110', (499,422)
- : : $ '(1,133;575)' §$. - _1__,43-2;78-7—

. Asset Impazrments — Other-Than-Temporary: Management regularly revnews the value of the

: Company s investments. If the value of any mvestment falls below its cost basis, the declme IS
-analyzed to determine whether it is an. other- than temporary declme in value To make this
;determmatlon for each security, the following is considered: : e

*. ‘How long and by how much the fair value has beenbelow'itsﬂcost

. The ﬁnanmal condition and near-term prospects of the issuer: of the-security, mcludmg
any. specific events that may affect its operatlons or eammgs potentlal

. Management s intent to hold the secunty:long enough :for lt to recover 1ts value
L Any downgrades of the secunty by a ratmg agency
'-"‘;'.-.;Any reduction or ellmmatlon of leldcnds or nonpayment of scheduled mterest payments

. 'The impact interest rates have had on the value of the security
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Government Personnel Mutual Life Insurance Cpmpaﬁy

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued) 2

Loan-Backed Securities:. The Company held two- Collaterallzed Debt Obllgatlons for which the
present value of the cash flows expected. to be collected is less than. the -amortized cost basis of
the security. The Company ‘recorded losses' .of $169 585 durmg 2011 on these two loan-backed
bonds considered tobe lmpalred A loss of $448,903 was recorded on the same ‘bonds in 2010.

None of the bonds are held wnth the mtent to sell nor: w1th the mablhty or. lack of intent to retain
the investment for a period of time: sufﬁcrent to recover the amortized cost basis.

Held securities with a recogmzed other-than-temporary impairment, as the present value of cash
flows expected to be collected is'less than the amortized-cost basis-of the securities:

Pre—OTTl Current-Year - Post—OTTI

Amortlzed OTTI1 " Fair -~ +Amortized

Description Cost Basis - Realized - Value . Cost Basis
Trapeza CDO Y ¥ 454,841 $ -.108,402 .$x.. 43,306. $ 346,439

ALESCO Pref Fog, Lid. "3 430353 § . -61" l83 s 98818 3 369,170

The following bonds: have falr values below the amorhzed cost of the bonds for which an
interest-related |mpalrment ‘remains * as “of December31 +2011. Other-than-temporary
impairments have been’ recogmzed for noninterest- related declmes All of the bonds have been in
a contmuous unreallzed loss posmons for more than 12 months

a_.‘g:rl_realiz"ed ' b. Fair

Des“c*riptioni , .:"f"‘."LoSS‘ " Value
ALESCO Pr_ef FDG. Ltd. ' B | 270,_352 $ ' 98,818
Trapeza CDO LLC E o 303,133 43,306
Totals - $ 573,485 % 142,124
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Government Personnel Mutual Life Insurance Company |

- Notes to Statutory-Basié Financial Statements (continued)'

2.'ln\restments (continued)

The Company revnewed the cash flows of lmpalred loan- backed bonds and determmed that the
present: values ‘of the cash flows' fortwo.bgnds was: less than the amortized. cost of the bonds
Based-on this determination and the- fact that the Company had no intent.to sell the bonds: and did
not lack the ability to hold the bonds until the: cash flows were received, the Company impaired
the bonds to the present value of the projected cash flows. The Company ¢considers the probable
return of principal in a bond, the ability of the.Company to hold the bond until the fair value can
reach the amortized book value, and whether the borrower has filed bankruptcy in concluding
that a bond should be other-than-temporarily lmpalred

There were.no bonds held by the Company where it-was not practicable to estimate fair value. -
‘All bonds and stocks that have a fair value below 80% of amortized book value are reviewed
quarterly. : :

Stocks: No common stocks were impaired during 2011 or 2010.

Mortgages During 2011 The Company held a valuation allowance of $430,000 and $100,000 at
year-end 201 I and 2010 respectlvely The Company had no mortgage loans that were consrdered

- tobe other-than-temporarlly |mpa1red

Real Estate: During 2010, the Company foreclosed on two.mortgage loans. The loans: were
written. down by $79, 784 to equal ;the’ appralsed value of the properties. The properties were

o class1ﬁed as held for investment as of December 31 2010 and 201 1. Durmg 2011, the Company

accepted an offer for the purchase of a previously foreclosed property. The carrying value of the
property was impaired by $997,177 to equal the offer price. The property was classified as held
for sale as of December 31, 2011, with the sale of the property expected to close dunng the
second or third quarter of 2012 The loss is recorded as a, realized loss in the summary of

operatlons '

: Market Segment Concentrations'~ .
The Company has $88,744, 523 in corporate bonds of banks, msurance, and finance related
corporations.:In the event of a severe market event in this segment, the Company could lose a

“material amount in these investments. At-year- -end;:there was a net unreahzed gam of- $4 042,157
on thls exposure to the fmancml lndustry
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

R/ S

3. Fair Values

The fair value of an asset is the amount at whlch that asset could be bought or sold in a current
transaction between WIIlmg parties.. The fair value of a llablllty is the*amount at which the
liability could be incurred ot settled ina current transactlon between w1lhng parties.

Fair values are based on SVO or other thlrd—party quoted nmarket prices. when available. If quoted
market prices are not avallable for the spec1ﬁc secunty, then fair values are estimated by using
pncmg models utilized by an 1ndependent pricing service to ascertain the- fair values. Fair value
is generally estimated using « dlscounted Cash flow analyses, incorporating current market inputs
for similar financial instruments w1th comparable terms and credit’ quahty (matrix pricing). In
instances where there is- httle ot no market activity for the same or. sirhilar instruments, we
estimate fair value using methods models, and assumptions® that management believes market
participants would use to determme a current transaction price. These valuation techniques
involve some level of - management estlmatlon and Judgment which becomes significant with
increasingly. complex instruments or pri¢ing ‘models. - Where appropnate adjustments are
included to reflect the risk’ mherent Ina partlcular methodology, model, or input used.

Our ﬁnanmal assets- and l1ab|l|t1es camed at fair value have been ClaSSlﬁed -for disclosure
purposes, based on a hlerarchy deﬁned by SSAP 100. SSAP 100 estabhshes a three-level
valuation hierarchy for disclosure: of fair value measurements: The valuatlon hierarchy 1s based
upon the transparency of lnputs ‘to the valuat10n of an asset or hablllty as_of the measurement
date. The three levels are defined-as follows. ‘ S

Level 1 — inputs to the valuatlon methodology are. quoted prlces (unadjusted) for identical
assets or liabilities in actlve markets. i :

Level 2 — inputs to the valuatlon methodology include quoted prices. for similar assets and
liabilities in active markets and inputs that are observable for the asset or liability, either
directly or indirectly, for substaiitially the full term of the financial, 1nstrument

Level 3 — inputs to the valuatlon methodology are unobservable and Stgmﬁcant to the falr
value measurement.

A financial instrument’s categorlzatlon within the valuation.hierarchy is based upon the lowest
level of 1 mput that is significant to the fair value measurement.
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Government Personnel Mutual Life Insurance Comperly

" - Notes.to Statutory-Basis Financial Statements (continued)

3. Feir Values (continued) -

.Included in varlous mvestment-related line 1tems in the financial statements are certain financial
1nstruments Garried: at fair value. Other fmancnal instruments are perrodlcally measured at. fair
value; such as certain: bonds and preferred stock when carried at the’ lower of cost or fair value.
Asiof December 31, 2011, the Company’s investments reported at fair value were $142,124 in
Level 3 and $4 720,389 of common stocks‘in Level 1. As of Décember 31, 2010, the Company’s: .
' mvestments reported at falr value were $l94 842 in Level 3 and $3 554, 409 of. common stock in

Level 1. o

There were no-signiﬁcant transfers -betweeu Levels during 2011

‘The -teble below include’s" a rollforward for assets classified within the Level 3 hierarchy.

Bonds .
“Industrial
“and
Miscellaneous -
Assets’at falr value, January 1, 2011 : ' P $ 194,842
- Transfers into Level 3~ - -
Transfers out of Level:3’ : E : _ : -
Total reallzed losses included in net income.. ' o :
© Other:than-temporary 1mpa1rment recognized - - (169,585)
- Total"inrealized (losses) gain included in surplus - ' (131,330}
Purchases issuances, and 'settlements (net): : '
_Purchases =~ _ -
' Sales i ' : : : ' -
' Payment-m-kmd dmdends - o ' 248,197

Assets at fair value, December 31, 2011 - $ 14'2,‘124

“We cla551fy our 1nvestment in certain debt securltles as Level 3 securltles ‘The fair va]ue of the -
- bonds'is’ valued usmg unobservable inputs since. mdependent pricing. mformatlon is not avallable
- for these securltles ' .
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Government Personnel Mutual Life Insurance Company

Notes to .Statutoryzﬂasi_s Financial Statements (continued).

© 3. Fair Values (continued) - "

As of December 31, 2011, the; reported fair value of the: Company s investment in Level 3, NAIC
rated 6, Collateralized Debt obllganons (CDO s); were $142 124. This- consnsts of two bonds
backed by the preferred stock of banks, insurance companies, and REITS. Both are mezzanine
tranches. To value these securmes ‘the Company .uses dlscounted pl‘O_]CCth cash flows. The cash
flows from the CDO’s are obtamed from Morgan Keegan through :Intex; The cash flows are then
valued based on current .defaults and deferrals at an-interest approxrmately 10% above the
current 10-year US Treasury The bonds are then carried at the present value of the cash flows at
that dlscount level. . :

Other methods and assumptlons used bykthe Company in estlmatlng -the fair value disclosures for
financial instruments- in the accompanymg statutory basrs ﬁnancral statements are as follows:

Cash, Short-Term Investments and, Recezvables for Securmes The: carrymg -amounts
reported in the’ accompanymg statutory-basrs balance_" heets for- -these financial
instruments approxlmate their -fair values due “to 'the” short-term nature of such
instruments.

Policy Loans The carryrng amounts reported - the accompanymg statutory -basis
“balance sheets for these _1nanc1al mstruments approx1mate thelr fair’ values

Investment’ Securtttes "The falr values for fixed- maturlty secuntres are based on unit
prrces prescrrbed by. the, SVO or,.in, the absencermof SVO: unlt pricgs or when amortized
cost is used by the” SVO .a$ .the- urnt' price; ‘quoted market prices: by other third-party
organizations. The farr valu"‘of mortgage -backed. secuntles is:based on quoted market
prices by thlrd-party organ : 1ons The: fair valugés for equlty securities. are based on fair
values prescribed: by the: SVO :

Mortgage . Loans: The fair' values -for. mortgage_loans - are_ estimated using weighted
average rnatunty analyses using mterest rates currently bemg offered for similar loans to
borrowers with srmllar credit. ratmgs Loans with s1mllar charactertsttcs are- aggregated
for purposes of the calculattons SRS :

Investment Contracts: The fair values for the Company S llablhtles under investment-type
insurance cohtracts are est1mated usmg discounted cash flow calculatjons, based on
interest rates currently being offered for srmllar contracts with maturmes consistent with
‘those remaining for the contracts being vahied.
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‘Government Personnel Mutual Lifellnsurance Company -~

Notes to Statutory-Basis Financial Statements (continued)

3. F a'i'r..Values (continued)

_.;_'"Thefcarrymg amounts and fair values of the Company 8 ﬁnancnal instruments at December 31
- were! as follows : S ,

SEERC

) | RO 2010 -

‘Carrying -~ :° Fair - Carrymg : - Fair
Value’ __Value =~ Value' - - Value -
Bonds . | § 540,849,565 § 595,553,642 .8 536,497,047 § 557,077,638 -
“Preferred stocks ' 3,017;_1__00 2,769,650, 3,017,100 2,907,425,
Common stocks. - 4,720,389 4',72‘()“",5:389"- 5411,474 .. -5, 411,474
" Mortgage loans - 134,658,370 - 150,368,962 : - 123 ;670,619 “ 120 030,271 -
Policy loans . 73 390 041 73,390,041 73,657,571 13,657,571 -
Short-term’ investments o1l 794 233' - 11,794,233 21,856,434' « 0 21,856,434
“Cash. -+ 7" o 17,0225 483 417,022,483 -5;015,061 - 5,015,061
- Receivables for securities -+ 19,687 19,687 - 19,688 - - 19,688
” The carrymg amounts and fair values of the Company s liabilities for mvestment type 1nsurance
contracts’ at December 31 weré as follows e . ‘ - !
a0l a0
Carrying’ - ¢ . Fair " Carrying - Fair-
-"*"Vﬂlll:é"f Do Valuef - - Value . Value
[n'dl}\}l'dual annuities $ 82, 371 614 $ 8] 788 521 $ 82,149,687 $ 81,416,013

Supplémental contracts'not | __
: mvolvmg life contingencies 19, 066 748 19, 817 534 18, 700"186 19,293,804~

The falr values for_the Company's insurance contracts other than: mvestment contracts are not
‘_-urequlred ‘to be dlsclosed However the fair values of’ habllltles under all’i msurance contracts are

’ Iif,taken into conSIderatlon i the Company s'overall management of interest rate risk such. that.the-

o Company S. exposure 0 changmg interest rates 1S, m1n1mlzed through the matchmg of mvestment -
' maturltles wnth amounts die under msurance contracts - :
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Government Personnel Mutual Life Insurance Company

Notes to.Statutory-Basis Financial Statements (continued)

4. Reinsurance

Certain premiums and benefits are assumed from and ceded to other insurance companies under
various reinsurance agreements. Theiceded. _reinsurance, agreements provrde the Company with
increased capacity. to write- larger nsks ThefCompany remains: oblrgated for amounts ceded in
the event that the reinsurers do not meet thelr obhgatrons .

Amounts payable or recoverable for remsurance on policy, and contract’ llabllltles are not subject
to periodic or maximum llmltS The Company has $1,463,457 of ¢ amounts recoverable on paid
losses and commissions- and expense allowances due from a single reinsurer. This amount does
not exceed 3% of the Company 5. total surplus at December 31 2011

The.Company has entered into. a relnsurance agreement in which the reinsurer may unilaterally
cancel any reinsurance for feasons other than ‘nonpayment-of premiunis or other similar credits.
The total amount of reinsurance credlts taken for thig’ agreement at’ December 31, 2011 and 2010
was $23,733,491 and $21,026,3 1 8 respectwe]y

The Company does not have any.reinsurance agreements in effect in which the amount of losses
paid or accrued through ‘December 31;, 2011, would result in .a payment to the reinsurer of
amounts that, in.the’ aggregate and allowmg for offset of mutual credits from other insurance
agreernents  with the same reinsurer,: exceed the total dlrect premrums collected under the
reinsured polrcres o

The amounts related to the Company’s ceded. and assumed remsurance arrangements for life
insurance are summarized as follows: : 5

Ceded Assumed

. to'Other. From Other

-Comp‘anies,- _-Companies
2011 ' - o
Premiums for the year ended December 31 % 29,955, 914 $ 654,874
Benefits paid or provided for thé’ year ended December 3 19, 545 345 560,953
Credit taken against policy and contract liabilifi¢s at December 31 41,689,338 -
2010 : |
Premiums for the year ended December 31 $ 21,638,131 § 613,684
Benefits paid or provided for-the; .year ended December 31 | -~ - 14,311,469 591,742
Credit taken agamst policy and contract liabilities at December 31 374 75,-_1_{76 -
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~ Government Persorinel Mutual Life Insurance Company -

Notes to Statutory-Basis Financial Statements (continued)

8. Retr:o'spectlvely-Rated Contracts

~ InQctober 2001, the Company became the group carrier for the MBA, a nonprofit association.of

'»mlhtary and civil service personnel. Group term life-and health policies were issued to.the MBA.

~ These pollcles can be terminated on ‘anniversary; wlth notice. Members of the MBA fieldiof
_ membershlp are, ellglble to- apply for group term life.coverage or group TRICARE supplement
insurance. Life coverage is 1nd1v1dually underwrltten Coverage from the prior carrier was
‘contmued in the new group policies. The Contract with the ‘MBA requlres that the MBA maintain
-a premium stablllzatlon fund .(PSF) with the Company “The’ group is experience-rated, and the
PSF will ihcrease or decrease depending:on the experience for the year. Interest is. credited at the

end of each fiscal year. A refund to miembers'is considered annually and is paid at. various levels .

when considered appropriate. The PSF-level is currently in excess of a reserve that would be
required for group term life; as such, no addmonal reserves are held. The PSF is held-as a deposit
reserve. Claim reserves are held separately for both life and health claims.

The Company estimates accrued retrospectlve premium ad_lustments for its group association life

_,'and health insurance business using the refund calculation spemﬁed in the agreement with the =

association and records them as an adjustment to eamed premium.. The amount of net premiums

collected by the Company at-December 31, 2011, that are subject to retrospective-rating features - '

was $5 323,032 in group life and $l 369,311 in group health. The net premiums represent 99%

of the-group life and 100% of*the group health prem1ums collected No other net premiums are-

subject to retrospectlve ratlng features.
The full balance of .retrospectwe'premlum adjustments is admitted and considered collectible.

6. Federal Income Taxes

Income before federal income taxes differs' from taxable income, principally due to the

_dlfferences in: tlmmg for recognizing accrual of . market dlscounts on bonds; deferred

compensatlon pollcyholder dividends; d1v1dends recelved tax_ deductlons _policy : acqu1snt|on-

costs;- interest maintenance reserve; and dlf’ferences m reserves for pollcy and contract llabrhnes'}_

~ for tax ‘and financial reportlng purposes..

In Noveiber 2011, the NAIC issued SSAP 101 Income Taxes, a replacement of. SSAP No. 10R

~and, SSAP No. 10 iThis statement, whlch is a permanent replacement of exnstmg ‘guidance,

establishes statutory accountmg pnncmles for current and deferred, federal and forelgn income -:

taxes and current state income taxes. This statement changes the- statutory accountlng for income
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (contin"tied)

taxes in two key areas related to-tax loss contingencies and the - admrssnblhty of deferred tax
assets. This guidance will be effectwe January 1, 2012 and-is not expected to have a material
impact on the ﬁnanc1al statements

. The components of. the net deferred tax assets (DTAs) and deferred tax llabrhtles (DTLs) for the
year ended December 31 are as follows S

T . 72010

“Ordinary” - Caplta] Total Ordmary " - CCapital © 'Total .

Gross deferred tax .~ : '

asset .$ 18,609,639 '$ 3 718 607 3% 22,328 246 S 183816, 919 $ 2 ;902,609 $ 21,719,528

~ Statutory valuation e o ‘ B '

allowance , . - — - . —ﬂ.:_f L. = -
Adjusted gross o ‘ D o : _

deferred tax asset 18,609,639 3,718,607 22328246 . 18816919 . 2,902,609 21,719,528
Deferred tax : _ o .
~ liability 3,939,496 . 187,601 4,127,097 3,958,858 196,767 4,155,625
Net deferred tax ‘ S S . o

assel 14,670,143 3,531,006 18,201,149 14858061 2,705,842 17,563,903
Deferred tax asset o : "

nonadmitted 2, 981‘6'65 K 3 191 966 6 173 63] .3 2'77 822 - 2,705,842 . 5,983,664
Net admitted ' S :

deferred tax asset $ i1, 688 478 $ 339 040 $ 12 027 518. .8 11, 580 239 S — % 11,580,239

Increase (decrease) in d'eferr'ed:t'ax .,asset -non-admitted $189;967 | . $(l",723;070)
- The Company has elected to admit deferred tax assets pursuant to paragraph 10e of SSAPlOR

The Company’s admitted adjusted gross deferred tax assets under SSAP 10R paragraphs lOa b,c
and SSAP 10R paragraph 10¢ are"as follows

2010 - 2010

10a,b, e - ‘l'lle“ Difference -'103 b,c . ’ -lﬂe g Difference
Ordinary $ 12 429, 516 $ 15, 627 974 § 3 198458 §$ 12 407,556 $ 15,539,097 § 3, 131 541
Capital 526 641 . 526,641 - - . . 196,767 196,767 : '

Total | - § 12956157 $ 16154615 $ 3198458 $ 12604323 - 15735864 $ 3131541 .
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- ":G_overnme'n.tr Personnel Mutual Life 1[;1Surance Company

Notes to -Statutory-Basis Financial Statements (continued) -

I 6.— Fedel"al:'-lneome"'d'lféxes (continued)

x“'

The Company s admltted ad_lusted gross deferred tax assets under SSAPIOR are as follows:

B -"Paragraphs lOa 10b and 10c: -
Federal tax paid in carrybaek years (10a)
Lesser of:

Deferred taxes expected to be realized -

within 1 year (10bi)y’ _
10% of statutory capital of prevrously
] filed statement (10bii)
Amount of § gross DTA's that can be offset
) agalnst DTL's { 10c)

- Admitted deferred tax asset - SSAP 10R .

‘ 'paragrapl'is 10a, 10band 10¢- -
: Paragraphsal()e
) ": Federal tax palcl in canyback years ( lOet)
" Lesser of:’

‘ Def‘erred taxes expected to be realized
‘ wnthm 3 years, {10¢ii(a))
I 5% of starutory capital of previously

*filed- statement (lOen(b))

‘ A_mdunt‘of gross DTA's that can be offset
" against DTL's {10eiii) :
Admttted deferred tax asset —SSAP 10R

paragraph lOe o

The rlsk based capital level for the testin -

'paragraph 10(d) is
Total adjusted capital in the risk- based
. “capital calculation
Authonzed control Jevel of nsk based
i caplta]

App]lcable % for apphcatlon of SSAP

. A0R el
N The 1mpact of SSAP IOR is as follows

SSAP IOR , paragraph. 103 A0b, 10c-
a Admmed deferred t_ax assets
g b.. Admltted assets .
e “Statutory surplus” . :
. d. Total: adjusted Capital from DTAS
'lncrease due to SSAP. IOR paragraph 10e.
e Admttted deferred tax assets o
1. Admm.ed assets . - h
g Stamtory surplus ' '

1205-1360339

2011

2010

Ordinary. ' Capital Total Ordinary . . -Capital®* - Total -
$ 6,558,577 S 339,040 § 6897,617 S 6,346,865 § - § 6,346,865
1,931,443 - 1,931,443 2,101,833 — 2,101,833
3939496 © 187601 4,127,097 3,958,858 196,767. 4,155,625 .
$12,429,516 § 526,641 $ 12,956,157 512,407,556 S 196,767 § 12,604,323
$ 6,558,577 '$ 339,040 $ 6,897,617 S 6346865 $ - 5 6,346,865
5,129,901 - 5129901 5233374 _ 5233374
3,939,496 187,601 4,127,097 3958858 196,767 . 4,155,625
$15,627974 5 526641 $ 16,154,615 $15539,007 $ 196767 '8 15,735,864
- — $114,066,286 - ~ $109,075,435

9,224,638 - 9,263,306
L 1231% - 1178%

2010 2010

Ordinary - Capital Total ‘- . Ordinary “" -Cupital: - Total .
$12,429,516 § 526,641 $' 12,956,157, § 12,407,555 . 196,767 $° 12,604,323
LT ssdeiTrie - T - "$818,066,491

'$ 93,796,322 $ 88,916,528

$ 12,956,157 $ 12,604,323,

$ 3198458 § - $ 3,198458 § 3,131,541 $:° = $ 3131540
~$ 3,198458 § -8 3,198458 33,131,541 §- - § 3,131,541
. $ 3,198458 § - 8 3,198458 §-3,131,541 § - $ 3,131,541

32



Government Personnel Mutual Life Insurance Cempany

Notes to Statutory-Basis Financial Statements (continued)

-

6. Federal Income Taxes (eonfti;i_l_ued)
Ak

At December 31, 2011, tax plannmg strategles did not |mpact adjusted gross deferred tax assets
- or net admitted deferred tax assets

There were no unrecogmzed deferred tax llabllltles as of December31 2010 and 2009. The
major components.of the deferred tax amounts are as follows:

2011 | 2010 Change
* Deferred tax assets—ordmary ‘ . o
Reserves : R % 7205653 5 7511602 § (305,949)
Proxy DAC : . ' 4,499,597 . - 4,615,724 . - (116,127)
Dividends apportioned for- payment - 2,244,000 2,278,000 (34,000)
Accrued deferred compensahon 1,834,676 = . 1,798,982 35,694
Postretirement beneﬁts and other general expenses 1,354,542 . 1,207911 - 146,631
Other - - 1,471,171 1,404,700 66,471
Subtotal ordinary deferred tax. assets ) 18,609,639 18,816,919 (207,280)
Ordinary deferred tax assets, nonadmmed e 2,981,665 - . 3,277,822 - (296,157
Admitted ordinary deferred tax @ssels .. 15,627,974 15,539,097 -~ 88,877
Capital: . .
Premium bonds o _ 106,699 141,098 (34,399)
Other-than- -temporary lmpalrmems ‘ -' 2,981,597 2,577,178 404,419
Unrealized capltal losses = T 341,185 184,333 156,852
Real estate ' - 289,126 . - 289,126
Subtotal capital deferred tax assets L 3,718,607 -~ 2,902,609 - - 815998
Capital deferred tax.assets nonadm1tted ‘ 3,191, 966‘,'"" .o 12,705,842 486,124
Admitted cap:tal deferred tax assets 526,641 . . 196,767 329874
Total admitted deferred tax assels . . 16,154,615 15,735,864 418,751
Deferred tax liabilities; .
Ordinary: : B S
Depreciable assets . o 72,259 34,599 37,660
Deferred and uncollected | premlurns 3,051,484 ’ 3,110,836 {59,352)
Market discount : 577,746 637,981 ' (60,235)
Reserve change : : 51,572 48,656 2,916
Other : ' 186,435 126,786 .59,649
Subtotal ordinary deferred tax liabilities 3,939,496 © 3,958,858 {19,362)
Capital: ‘
Unrealized capital gain 114,290 172,440 (58,150)
Real estate : ' ‘ 73,311 . 24,327 48984
Subtatal capital deferred tax liabilities 187,601 .. 196,767 - (9,166)
Total deferred tax liabilities v : 4:127,097. . 4,155,625 © . (28,528)

Net deferred tax assets/liabilities . - 12,027,518 $ " 11,580,239 § . 447279
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" Government Personnel Mutuél Li-fejlnsuganc_‘:e' Company *

'Notes to Statutory-Basis FinancialﬂStatément.ég(ébhtinued) a

6. Federal Income Taxes (continued)
Current income taxes incurred consist of the following major components:
S 20011 ... 2010 Change
- ‘Ordinary: _ e N
‘Total gross deferred tax assets $ 22,328;246.'$ 21,719,528 § 608, 718
 Total gross deferred tax liabilities . 4:127,0977 4 155 625 _ (28,528)
Net deferred tax asset (including : : o
unreatized capital gains)- . - 18,201,149 17, 563 903 637,246
Deferréd:tax on change m net unreahzed T
-, capital:gains - . Eh (215 002)
Change il net deferred i income , i
_tax_(excludmg unrealized capital gains) B $ 422,244
Current-income_taxes incurred consist of the following major components:
2011 2010 __Change
.._',»rFec_i:c:rja’i”-inéome tax on operations $ 3,065,154 $§ 2,298,500 .8 766,654
_ - - Prioflyear over/under accrual . (261,199) - (363,878)'." - 102,679
- Federal'income tax on operatlons - I L R e
inGurred - : " 2,803,955 1,934,622 869,333 . .
Federal income tax ‘on net- realized - L : - - o
' capltal gains (losses) o : 555,110 - (499,422) 1,054,532
Current federal income tax mcurred N _
(bénefit) _ 8 3,359,065 :$ 1,435,200 $ 1,923,865
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)
Reconciliation of Federal Income Tax Rate to Actual Effective Rate

The significant items causing a difference: between the statutory federal income tax rate and the
Company’s effectwe income tax rate. are.as follows:.

- Effective Effective

2011 - Tax Rate: . - 2010 -Tax Rate

Provision computed-at I S

statutory rate $ 3,849,558 34.05% $ 3,711,580 34.00%
Amortization of interest i -

maintenance reserve -~ . (400,638) (3.54) (353,197) . (3.249)
Nondeductible items - 7,959 0.07 ' 9,035 0.08 -
Change in nonadmitted .

assets , ‘ (499,391) 4.42) - (143,982) (1.32)
Prior year true-up o "(33,81,6) (0.30) (11,144) (0.10)
Other 13,149 0 012 - (7,608) - (0.07)
Total effective tax . $ 2936821 , - 25.98% . $ 3,204,684 - 29.35%
Federal and foreign income :

taxes incurred . . 8§ 3,359,065 29.71% $ 1,435,200 13.15%
Change in net deferred ' SR

income taxes - (422,244) - (3.74) . . 1,769,484 16.20

Total statutory income taxes _$.‘;-‘2‘=,93'6,82;1 3_25:97%, $_~43;204,'684 29.35%

The Company does not have any operatmg loss or tax credit carryforwards available for tax
purposes. Federal taxes available for recovery in the ‘évent of the carryback-of future operatlons
loss deductions are as follows '

Ordinary . Capital Total

2011 § 3,065154 § 539846 $ 3,605,000
2010 . 2,037,299 ~ 2,037,299
2009 1,456,122 — 1,456,122

The Cofnpany does not have any deposits admitted under Section 6603 of the IRS Code.
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 Government Personnel Mutual Life ‘Insurance-,Company

Notes to’ Statutory—Bas'is Financial Statements (continued):+

Q.""Féder_‘al_lnmme Taxes (continued)
- Consoliddted Return:

: Although the company has a consolldatlon agreement with'its wholly owned subsndlary, Texas"’ -

- Directors’ Llfe Insurance Company, Government Personnel Mutual did not consolidate for 2010

and does ‘not plan to consolidate for 2011. The method of allocation is subject to written
agreement with. the wholly owned subsidiary. The ‘method of - allocation between the companies
" is based upon separate-returi calculatlons with current credit for net losses.. Intercompany - tax
balances are settled annually within’ 90. days after the federal i income tax return is completed and
ﬁled The agreement is on file with the Texds Department of Insurance

7. Surplus

F_Unassrgned surplus ﬁmds were eamed by the participating pohcyholders There are - no

, Llfe/health insurance companics are subject to certain risk-based capital (RBC) requlrements as
‘specrf ied by the NAIC ‘Under those requlrements the amount-of surphus to-be mamtained by a
‘_ -hfe/health msurance company is to be determined based on the various risk factors'related to it.
At December 31,2011 and 2010, the Company exceeded the RBC requlrements

The m\am components of the change in nonadmltted assets are as follows.

2011 - _ 2010 . Change

Investment real estate . : . % 850372 § - $ 850372
- Furniture and equipment W 303,311 132,555 - 170,756
Nonoperatlng software S 758,209 ) 549,809 208,400
Miscellaneous receivables and deposits © °525,091 . 508,698 16,393

" Agent balances . 2,338,884 2,130,318 208,566
_Policy loans and mvestment mcome due S0 .80,048- 68,042 . 12,006
Deferred tax assets s T 6:173,631 0 - 5,983,664 189,967

: . $11,029,546 $-9,373,086 1,656,460
Change as a result of SSAP 10R -adoption - (66, 917)

.. $ 1,723,377

. Lot : I . .
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Government Personnel Mutual Life Insurance Company

Notes to'-'StatUtol;y}Basi:s Financial Statements.(continued)

7. Surplus (continued)

. The Company ¢lected to admlt deferred tax:assets pursuant to. paragraph 10.e. of SSAP 10R. The
additional amount admltted and reported as specnal surplus funds was $3 198 458 and $3,131,541
at year—end 2011 and 2010 respectlvely >

8. Leases

The Company leases ofﬁce eqmpment uhder various noncancelable operatmg lease agreements
that expire at various 1ntervals through 2015. Rental expense was. approxnmately $262,000 and
$236,000" during 201 1" and 2010 respectlvely At January 1, 2012 future minimum payments
under noncancelable leases are as follows (in thousands):- : -

2012 3 - - 8 217

2013 - BRI - ‘ BT L 169
2014 : S o 79
2015 : o Coe 38

- $ 503

9. Commitments and Contingencies

The Company is named as a defendant in vanous legal actlons ansmg principally from claims
made under life i msurance pollc1es Those actions are consndered by the. Company in estimating
the policy and contract llablllthS The-Company’ S management belleves that the resolution of
those actions will not have: a: matenal effect on the Company s ﬁnan(:lal posntlon or results of
operations. :
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- Government Personnel Mutual Life Insurance Company -

Notes to-Statutory-Basis Financial Statements (continued)

. 10. Annuity Reserves

- At December 31;:2011- and 2010, the Company’s annuity reserves and.deposit-fund liabilities. -

“that* were - subject - to" dlscretnonary withdrawal (with* adjustment), ‘subject to- drscretlonary

<w1thdrawal (wnthout adjustment) and not subject to discrétionary withdrawal provisions are
' summarlzed as follows ' . :

At December 31, 2011

‘Amount - Percent”
Subject to drscretlonary w1thdrawal (with adjustment) BRI '
~ (1) With market value: ad_|ustment o s - %
(2) At book. value less current surrender charge of 5% S
~ ormore o . 14,412,082 8.17
(3) At market value ‘ - -
, (4) Total with adjustment or at market value ' T 14,412,082 8.17
*(5) At book value: without adjustment (mlmmal or no - '
charge or adjustment) : ' 115,830,025 65.68
Not subject to dlscretlonary withdrawal * - ' 46,108,672 26.15
Total gross 176,350,7?.9 - 100.00%
Reinsurance ceded , : 21,588,083 -
Total {net) " ' $ 154,762,696
At December 31,:2011
_ Amoiint ~  Percent
~Subject to dlscretlonary w1thdrawa1 (w1th adjustment) ' E
(1) With-market.value. adjustment $ - —%
(2) At book value less current surrender charge of 5% . ' L
- or more e o 16,673,722 9.62
“(3) At market value . - _
(4) Total ‘with adjustment or at: market value 16,673,722 . 9.62
“ (5) At book value without ad_]ustment (minimal or no ' -
: ' charge or ad_]ustment) s E 112,686,154 64.98
" 'Not subject to’ dlscretlonary w1thdrawal : 44043321 . 25 40
Total’ gross 7 173, 403 197 100, 00%
Reinsurance ceded: . ' 18844495 :
Total (net) ‘ : $ 154,558,702
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

11. Life Premium and Annulty Consnderatlons Deferred and Uncollected

Deferred and uncollected- llfe msurance premlums and annmty consxderatlons at December 31,
2011 and 2010, were as follows : :

Type : o +Gross.  Net of Loading
At December 31, 2011: . ' t
Ordinary life new business - o ‘ $ 1,116,912 ' $ 243,238
Ordinary life renewal : . 9,989,216  * 8,339,933
Individual annuity . L : : ... 987 873
Group life | ' 438,'5_32; _ 438,533
Group acc1dent and health o | 134,608 134,608
Total . $ .11,680,255.% 9,157,185
At Decemnber 31, 2010: _ :
Ordinary life new business . $ 1,103,664 % 225,662
Ordinary life’ renewal 7 , 10,196,372 8,575,324
Individual annuity R - : ‘ 987 873
Group life B L. 439,177+ 439,177

Total - $ 11,740,200 $ 39,241,036

12. Employee Benefits

Company employees are covered by a qual1ﬁed defmed contribution - (Sectlon 401(k)) plan
sponsored by the Company., Assets are held under various electivé ‘separate. investment accounts
by the Massachusetts Mutual Llfe Insurance Company (Springfield, Masséachusetts).

Matchmg CO[ltI'lbuth[’lS are; made at 62 3% on; participants’ contnbutlons of up. to 6% of their
salary. The COmpany s contnbunons to the’ plan were $193,393.and- 180,725 for 2011 and
2010, respectively. Additional. contnbutlons in the: amount of $l95 346 and $19l 625 for 2011
and 2010, respectlvely, (representmg 3%.0f total compensatlon of all’ ellglble) were ‘made to the.
retirement plan.: At December 31, 2011, the fair value of plan assets was $13,915,797. Any
liabilities for this plan are reﬂected on the ﬁnanmal statements of the Massachusetts Mutual Life
Insurance Company
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Government Personrlel Mu"tUalaLife .lhsuranCe_:Company-

Notes-to- Statutory-Basis Financial?,Statements (continued) -

: '12; Employee Benefits (eontinued)*

- The Company provides certaln‘ life insurance and:health care benefits for retired employees. .
_Substantlally all employees may: ‘become .eligible for these benefits if they reach retirement age
~ while’ workmg for the Company. Retirees may ‘elect certain prepaid health care benefit plans.
_.‘,:_"Medlcal Coverage may require retiree contributions. The Company’s policy is to-make payments
- to these plans sufficient to provide f for benefit payments required under the plans.

Life insurance benefits, generally amountmg to annual earnings at retirement decreasmg
uniformly. over. 15 years-t0.25% of the entire amount for life thereafter, are provided under a

" retired-lives reserve. The reétired lives reserve was $588,507 at. December 31, 201 1, and $589,417

at December 31, 2010.
The estrmated unfunded -accumulated postretlrement health care beneﬁt obhgatrons,
unrecogmzed transrtlon obhgatton and accrued postretrrement health care beneﬁt Ilabthty for the

—.-E‘_Company were as follows

Decemher 31..

: ) 2011 ‘ 2010
Actuanal present value of health care beneﬁt obl1gat10ns . : '
. Rétirees = - , ) 5 535 988~ $ 4, 558 925.'
S Fally’ e11g1ble and’ vested plan parttcrpants _ ‘ 3,425,574 2942352
L Accumulated postretlrement health care benefit oblrgatton . c
-, for fully vested participants - : $ 8,961,562 $..7,501,277
o -Actuarlal present value of health care beneﬁttoblrgatlon _ . '
- for nonvested employees ] sl 08 5.364,880°8 3,957,777
Unrecognized transrtlon obligation | . .$ 13055258 174,072
~ Accrued. postretlrement health care beneﬁt habrhty -s,t3,1‘74;?1’75‘1:15;;.‘2,795;567%:. o

X \ 'l". k]

The - werghted average discount rate used in: determmlng the -actuarial present value of the‘.--'
postretrrement health care beneﬁt obhgatron was 4. 55% in 201 IFand 5.43% in 2010

4" .
.' .

For’ measurement purposes ar. 8 5% annual rate of increase in’ the per’ caprta cost of covered :
health care beneﬁts was. assumed for the year. following the date of:the; valuatlon‘ and that rate"’ .

was assumed to decrease gradually t to 5.0% in 2019 and.remain at that level; A’ I 0% mcrease ine ¥

the assumed annual rate of mcrease in the per caplta cost of health care beneﬁts results in-an

.J!-. L
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Government Personnel Mutual Life Insurance Company

Notes to Statu,tf-y,-_Basis Financial Statements (continued)

12. Employee Benefits. (conti'n'ued) :

increase in the accumulated postretlrement benefit obligation and postretlrement benefit expense.
Increasing the assumed health care_jcost trend rates by one percentage point in each year would
increase the postretlrement beneﬁ ”'ibhgatlon as of December,31, 2011, by $817,135 and the
estimated eligibility cost and mterest cost: ‘components of net penodlc postretlrement benefit cost
by $110,284.

Postretirement benefit:cost for 2011 ‘was $987,561 and for 2010.-was. $609,623, including
amortization of the transmon obllgatlon plus the expected cost of health care benefits for newly
eligible or vested employees, the ‘expected cost of life i insurance: beneﬂts for ehglble employees,
and interest cost. ‘ .

It has been determined that the Company § prescription drug benef‘ tis actuanally equivalent to
Medicare Part D under the Médicare: Prescription ‘Drug; Improvement and Modernization Act of
2003 (the ‘Act) and will therefore qualify. for the federal sub51dy The postretirement benefit
obligation and net periodic beneﬁt cost reflect amounts assomated with' the subsidy.

For the year ended December 31 2011 the effect of the Act was a $2,565 reduction in the net
postretirement benefit cost: forfthe sub51dy related to beneﬁts attnbuted to former employees

In March 2010, the Patient Protectlon and Affordable Care Act (PPACA) was, enacted One of
the key aspects of PPACA was the removal of the tax- free status of the Retiree Drug Subsidy
(RDS) beginning in 2013.. Smce ‘the Company has not recogmzed a deferred tax expense, there
are not necessary ad]ustments due to PPACA

Expected 2011 gross beneﬂt payments were $537 104 and actual gross benefit payments were
$633,238. The subsidy was $36,145 during 2011.

Supplemental Retirement Plans -

The Company has nonquallﬁed deferred-compensation agreements w1th certain employees and
agents. Benefits under .the agreements with the home-office employees vest immediately.

Benefits under agent agreements have a graded vesting. dependent on various factors. The
Company records nonvested balances as a nonadmitted asset. The liability for these agreements
was $5,039,635 and $4,872,905 at December 31, 2011 and 2010, respectively. The nonvested
balance_at December 31, 2011, was $59, 135. The expense for these agreements amounted ‘to
$287,488 and $287,742'-in 2011 and 2010, respectively.
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' Government Personnel Mutual Life -InsuranCetCompany

‘Notes to Statutory-Basis Financial Statements (continued) -

12. Empioyee'i}eneﬁts (continued)

The Company has accrued for compensated absences/vacatlon pay in accordance" wnth SSAP
No. 11, Postemployment Benefits and C'ompensated Absences A" habtllty of $875 034 is
- recorded in salariés and wages general expense :

13. Other

The Company -is a member of the: Federal Home Loan Bank.(FHLB) of Dallas. Through its
membership, the Company ‘has avallab]e a $30, 000,000 line of credit and-has: issued no funding
agreements to the' FHLB of Dallas. The Company has no advances for cash to use in. an
investment spread strategy. The Company will ‘apply -SSAP No. 52 Deposit-Type Contracts

. accounting treatment to funds utilized in an investment spread strategy. The Company has not

- utilized :funds for, operations; and any funds obtained from ‘the FHLB for use .in'general
operations’ will be ‘accountedifor as liabilities related to the agreement with the FHLB of Dallas,
consistent with SSAP No. 15, Debt and Holding Company Obl:gattons : :

14. Subsequent 'Events

The Company has reached an oral agreement for the ‘acquisition-of North Coast Life- Insurance‘
. Company, domiciled in the State of Washmgton for slightly under $12 million. The transaction,
- which is expected to be completed before year-end 2012; ‘will -be recorded as a statutory
purchase - - : S SR '

The date to which events occumng after. December 31, 2011, have been evaluated. for possible

- adjustment to the financial statements or- disclosure is May 29 2012, Wthh is the date on which
the ﬁnancral statements were ava1lable to be lssued o : o
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Report of Independent Auditors

The Board of Directors
Government Personnel Mutua! Life Insurance Company

We have audited the accompanying statutory-basis balance sheets of Government Personnel
Mutual Life Insurance Company as of December 31, 2010 and 2009, and the related statutory-
basis statements of income, changes in surplus, and cash flow for the years then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s intemal control over financial reporting. Qur audits
included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s intenal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial staterment presentation. We believe that our audits provide a reasonable basis for
our opinion.

As described in Note | to the financial statements, the Company presents its financial statements
in conformity with accounting practices prescribed or permitted by the Texas Department of
Insurance, which practices differ from U.S. generally accepted accounting principles. The
vanances between such practices and accounting principles also are described in Note 1. The
effects on the financial statements of these variances are not rcasonably determinable but are
presumed to be material.

In our opinion, because of the effects of the matter described in the preceding paragraph, the
financial statements referred to above do not present fairly, in conformity with U.S. generally
accepted accounting principles, the financial position of Government Personnel Mutual Life
Insurance Company at December 31, 2010 and 2009, or the results of its operations or its cash
flows for the years then ended.

1105-1260406 |
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However, in our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Government Personnel Mutual Life Insurance Company at
December 31, 2010 and 2009, and the results of its operations and its cash flows for the years
then ended, in conformity with accounting practices prescribed or permitted by the Texas

Department of Insurance.
éﬂ/m:t : MLLP

May 26, 2011
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Government Personnel Mutual Life Insurance Company

Balance Sheets — Statutory-Basis

Admitted assets
Cash and invested assets:
Bonds
Preferred stocks
Common stocks
Mortgage loans
Real estate, less accumulated depreciation
(2010 - $1,547,250; 2009 — $1,190,063):
Properties occupted by the Company
Properties held for the production of income
Policy loans
Short-term investments
Cash
Receivable for securities
Total cash and invested assets

Deferred premiums, less loading (2010 — $2,499,165;
2009 -$2,363,990)

Uncollected premiums

Federal tax recoverable, including net deferred tax asset
(2010 -911,580,239; 2009 — $11,758,798)

Accrued investment income

Electromc data processing equipment, less accumulated
depreciation (2010 — $884,485; 2009 — $1,118,391)

Amounts due from reinsurers

Other admitted assets

Total admitted assets

See accompanying notes.

December 31

2010

2009

$ 536,497,047

$ 531,859,636

3,017,100 2,009,600
5,411,474 3,567,374
123,670,619 127,023,286
6,944,022 7,158,242
9,759,335 6,635,643
73,657,571 74,344,102
21,856,434 12,006,665
5,015,061 4,057,942
19,688 19,688
785,848,351 768,682,178
8,576,324 8,777,115
812,497 828,964
12,658,611 12,172,371
9,280,064 8,437,621
74,162 115,711
3,103,282 2,268,871
844,742 604,235

$ 821,198,032

$ 801,887,066

1105-1260406




Liabilities and surplus
Liabilities:
Policy and contract liabilities:
Life and annuity reserves
Accident and health reserves
Deposit-type contracts
Dividends and coupons payable
Unpaid claims
Other
Total policy and contract liabilities

Benefits for employees
Accounts payable and accrued expenses
Uncarned investment incomc
Asset valuation reserve
Interest maintenance reserve
Other
Total labilitics
Surplus:
Surplus guarantee fund
Special surplus funds

Unassigned surplus
Total surplus

Total liabilities and surplus

See accompanying notes.

1105-1260466

December 31

2010

2009

$ 615,386,220 §$ 607,575,087

541,664 573,104
61,625,549 60,784,248
6,706,225 6,707,225
7,058,581 7,450,726
1,168,606 525,787
692,486,845 683,616,177
5,022,905 4,854,486
7,002,188 5,538,201
2,223,834 2,229,485
13,677,366 10,927,178
5,684,431 4,490,451
3,052,394 2,442,796
729,149,963 714,098,774
400,000 400,000
3,131,541 3,174,352
88,516,528 84,213,940
92,048,069 87,788,292

$ 821,198,032 5 801,887,066




Government Personnel Mutual Life Insurance Company

Statements of Income — Statutory-Basis

Years Ended December 31

2010 - 2009

Premiums and other revenues:

Premium on life, annuity and accident and health policies 5 56495371 § 54957813

Consideration for supplementary contracts with life contingencies 390,387 257,423

Net investment income 43,759,016 42,528 241

Amortization of the interest maintenance reserve 1,038,815 696,890

Commissions and expense allowances on reinsurance ceded 5,657,823 4,531,021

Miscellaneous income 60,287 99 796
Total premiums and other revenues 107,401,699 103,071,184
Benefits paid or provided: )

Death benefits 29,682,803 27,005,673

Annuity benefits 5,067,534 4,739,123

Surrender benefits 17,995,252 15,477,270

Interest and adjustments on policy or deposit-type contract funds 2,603,972 2,706,753

Payments from supplememntary contracts with life contingencies 1,237,391 1,228,638

Other benefits 1,524,947 1,546,051

Increase in policy reserves 7,779,693 11,181,929
Total benefits paid or provided 65,891,592 63,885,437
Insurance expenses:

Commissions 7,483,116 5,908,383

General expenses 18,045,305 17,301,277

Insurance taxes, licenses, and fees 1,545,672 1,494 548
Total insurance expenses 27,074,093 24,704,208
Total benefits paid or provided and insurance expenses 92,965,685 88,589,645
Gain from operations before dividends to policyholders, income | ,

taxes, and net realized capital gains/losses 14,436,014 14,481,539
Dividends to policyholders (6,685,764) (6,704,029)
Gain from operations before income taxes and net realized capital

gains/losses 7,750,250 7,777,510
Federal income taxes 1,934,622 1,916,796
Gain from operations before net realized capital gains/ losses 5,815,628 5,860,714
Net realized capital gains/ losses, net of federal income tax (benefit)

expense (2010 — $(1,649,649) ; 2009 — $(766,369)), and net of

amounts transferred to IMR 1,432,787 (5,230,348)
Net income S 7,248415 § 630,366

See accompanying notes.
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Government Personnel Mutual Life Insurance Company

Statements of Changes in Surplus — Statutory-Basis

Surplus at beginning of year

Net income (loss)
Change in net unrealized capital gain (loss)
Change in net deferred tax
Change in nonadmitted assets
Change i liability for reinsurance in unauthorized companies
Change in asset valuation reserve
Change in additional admitted deferred tax asset under
SSAP 10R
Net increase
Surplus at end of year

See accompanying notes.
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Years Ended December 31
2010 2009

$ 87,788,292 § 83,559,138

7,248,415 630,366
231,538 250,839
(1,769,483) 640,927
1,342,405 91,233
(99) 85

(2,750,188) (558,648)

(42,811) 3,174,352

4,259,777 4,229,154

$ 92,048,069 $ 87,788,292




Government Personnel Mutual Life Insurance Company

Statements of Cash Flow — Statutory-Basis

Operating activities:

Premiums collected net of reinsurance
Net investment income

Miscellaneous income

Total

Benefits paid _

Commiissions, expenses paid and aggregate write-ins for deductions
Dividends paid to policyholders

Federal income taxes paid, net of tax on capital gains

Total

Net cash provided by operating activities

Investing activities:
Proceeds from investments sold, matured or repaid:
Bonds
Stocks
Mortgage loans
Other proceeds
Total investment proceeds

Cost of investments acquired:
Bonds
Stocks
Mortgage loans
Real estate
Miscellaneous applications
Total investments acquired
Net increase (decrease) in policy loans
Net cash (used in) provided by investing activities

Financing and miscellaneous activities:
Net deposits on deposit-type contract funds
Other cash provided (applied)

Net cash (used in) miscellaneous activities

Net change in cash and short-term investments
Cash, cash equivalents, and short-term investments:
At beginning of year
At end of year

See accompanying notes.
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Years Ended December 31

2010 2009
$ 57,246452 $ 55,435,080
43,145,513 43,050,621
5,585,993 4,567,708
105,977,958 103,053,409
55,829,088 51,494,102
26,454,695 24,275,033
6,686,764 6,650,029
2,141,796 1,620,000
91,112,343 84,039,164
14,865,615 19,014,245
171,524,605 103,903,389
699,003 1,755,088
15,136,868 15,972,805
- 63,111
187,360,476 121,694,393
173,095,193 139,636,431
2,873,644 1,970,265
11,835,000 20,462,500
3,275,394 3,588,754
191,075,231 165,657,950
(628,550) 1,199,810
(3,086,205)  (45,163,367)
(1,388,657) (2,226,743)
416,135 (452,376)
(972,522) (2,679,119)
10,806,888  (28,828,241)
16,064,607 44,892,848
S 26,871,495 § 16,064,607
7




Government Personne] Mutual Life Insurance Company
Notes to Statutory-Basis Financial Statements

Years Ended December 31, 2010 and 2009

1. Nature of Operations and Significant Accounting Policies

Govermnment Personnel Mutual Life Insurance Company (the Company) is domiciled in the state
of Texas. Effective November 1, 2010, the Company owns 100% of the outstanding common
stock of Texas Directors Life Insurance Company (TDLIC). TDLIC is included in the
Company’s common stock Investments as an unconsolidated subsidiary at the net statutory-
basis equity of $383,263 plus unamortized goodwill of $1,473,802.

The Company is a mutual life insurance organization specializing in the armed forces, civil
service, and final expense markets. Coverages are also available to the middle-to-upper-
income general civilian market. :

Operations are conducted primarily on personal producing and managing general agent plans
through approximately 1,400 general and soliciting agents. The Company is licensed in 48 states
and the District of Columbia. Its primary markets are the states of Texas, South Carolina,
Florida, Virginia, Georgia and North Carolina. The Company is also accredited to solicit sales at
some overseas military installations. The Company offers a portfolio of the usual forms of
individual permanent, term, flexible premium universal life, and annuity policies, all without a
war clause. Life insurance and annuity plans are available to United States military personnel
and Civil Service employees through a federal allotment plan. Automatic payment plans are
available to the civilian populace. The Company also offers policies in the Senior Final Expense
market. The Company 1s the underwniter for the group association coverages for members of the
Military Benefit Association (MBA). The Company derives substantially all of its direct group
life and group accident and health business from the group policy issued to the MBA. The
Company entered the medicare supplement market in 2010 and has in place an agreement with
an experienced company in that market to administer this business.

Basis of Presentation

The Company’s financial statements are prepared in conformity with accounting practices
prescribed or permitted by the Texas Department of Insurance, whose practices may differ from
U.S. generally accepted accounting principles. The more significant variances from GAAP arc as
follows: '

Investments: Investments in bonds are reported at amortized cost or fair value based on
their National Association of Insurance Commissioners (NAIC) rating; for 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
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

reported at amortized cost, and the remaining fixed-maturity investments would be
reported at fair value, with unrealized holding gains and losses reported in operations
for those designated as trading and as a separate component of surplus for those
designated as available-for-sale. Fair value for statutory purposes is based on the price
published by the Securities Valuation

Office of the NAIC (SVO), if available, whereas fair value for GAAP is based on
quoted market prices.

All single-class and multi-class mortgage-backed/asset-backed securities (e.g., CMOs)
are adjusted for the effects of changes in prepayment assumptions on the related
accretion of discount or amortization of premium of such securities using the
retrospective method. If it is determined that a decline in fair value is other-than-
temporary, the cost basis of the security is written down to the undiscounted estimated
future cash flows. For GAAP purposes, all securities, purchased or retained, that
represent beneficial interests in securitized assets (e.g., CMO, CBO, CDO, CLO, MBS,
and ABS securities), other than high credit quality securities, are adjusted using the
prospective method when there is a change in estimated future cash flows. If it is
determined that a decline in fair value is other-than-temporary, the cost basis of the
security is written down to fair value. If high credit quality secunties are adjusted, the
retrospective method is used.

Real estate owned and occupied by the Company is included in investments rather than
reported as an operating asset, as under GAAP. Investment income and operating
expenses for statutory reporting include rent for the Company’s occupancy of those
properties.

Valuation allowances, if necessary, are established for mortgage loans based on the
difference between the net value of the collateral, determined as the fair value of the
collateral less estimated costs to obtain and sell, and the recorded invesiment in the
mortgage loan. Under GAAP, such allowances are based on the present value of
expected future cash flows discounted at the loan’s effective interest rate or, if
foreclosure is probable, on the estimated fair value of the collateral.

The initial valuation allowance and subsequent changes in the allowance for mortgage

loans are charged or credited directly to unassigned surplus rather than included as a
component of earnings, as would be required under GAAP.
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(rovernment Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Universal Life and Annuity Policies: Revenues for universal life and annuity policies
with mortality or morbidity risk consist of the entire premium received, and benefits
incurred represent the total of death benefits paid, surrender bencfits paid and the
change in policy reserves. Proceeds received for annuity policies without mortality or
morbidity risk 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 account values.

Benefit Reserves: Certain policy reserves are calculated based on statutorily required
interest and mortality assumptions rather than on estimated expected experience or
actual account balances, as would be required under GAAP.

Reinsurance: Policy and contract liabilities ceded to reinsurers have been reported as
reductions of the related reserves rather than as assets, as would be required under
GAAP.

Commissions allowed by reinsurers on business ceded are reported as income when
incurred rather than being deferred and amortized with deferred policy acquisition costs,
as would be required under GAAP. In addition, liability for reinsurance balances has
been provided for unsecured policy reserves ceded to reinsurers not authorized to assume
such business. Changes to the liability are credited or charged directly to unassigned
surplus, Under GAAP, an allowance for amounts deemed uncollectible would be
established through a charge to earnings.

Employee Benefits: For purposes of calculating the Company’s postretirement and
postemployment benefit obligations, only vested participants and current retirees are
included in the valuation. Under GAAP, active participants not currently eligible would
also be included.

Deferred Income Taxes: Under S§AP No. 10, Income Taxes (SSAP No. 10), deferred tax
assets (DTAs) are limited to 1) the amount of federal income taxes paid in prior years
that can be recovered through loss carrybacks for existing temporary differences that
reverse by the end of the subsequent calendar year, plus 2) the lesser of the remaining
gross deferred tax assets expected to be realized within one year of the balance sheet
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Govemment Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Changes in investment admitted asset carrying amounts are credited or charged directly
to unassigned surplus.

Valuation Reserves: Under a formula prescribed by the NAIC, the Company defers
the portion of realized capital gains and losses on sales of fixed-income investments
attributable to changes in the general level of interest rates and amortizes those deferrals
over the remaining period to maturity based on groupings of individual securities sold
in five-year bands. That net deferral is reported as the interest maintenance reserve
(IMR) in the accompanying balance sheets. Realized capital gains and losses are
reported in income, net of federal income tax and transfers to the IMR. Under GAAP,
realized capital gains and losses would be reported in the income statement on a
pretax basis in the period that the assets giving rise to the gains or losses are sold,

The asset valuation reserve (AVR) provides a valuation allowance for invested assets.
The AVR is determined by an NAIC-prescribed formula, with changes reflected directly
to unassigned surplus; AVR is not recognized for GAAP.

Policy Acquisition Costs: The costs of acquiring 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 from future gross profits, deferred policy acquisition costs are amortized
generally in proportion to the present value of expected gross profits from surrender
charges and investment, mortality, and expense margins.

Nonadmitted Assets: Certain assets designated as “nonadmitted,” principally agents’
balances, furniture and equipment, and other assets not specifically identified as an
admitted asset within the NAIC Accounting Practices and Procedures Manual, are
excluded from the accompanying balance sheets and charged directly to unassigned
surplus. Under GAAP, such assets are included in the balance sheet to the extent that
those assets are not impaired. ‘
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

date or 10% of surplus excluding any net deferred tax assets, and EDP equipment and
operating software, plus 3) the amount of remaining gross deferred tax assets that can be
offset against existing gross deferred tax liabilities. The remaining deferred tax assets are
nonadmitted. Effective December 31, 2009, /ncome Taxes Revised, a Temporary
Replacement of SSAP No. 10, (SSAP 10R), modificd the computation of admitted
deferred taxes. If a company’s risk-based capital level is above a certain threshold, the
prescribed time frame for expected realization of DTAs is three years and the prescribed
percentage of surplus is 15%. Also beginning in 2009, only adjusted gross DTAs that
are more likely than not to be realized are considered in determining admitted DTAs.
The character (capital or ordinary) is required to be considered in the admitted asset
determination. Deferred taxes do not include amounts for state taxes. Under GAAP,
state income taxes are included in the computation of deferred taxes, a deferred tax asset
is recorded for the amount of gross deferred tax assets expected to be realized in future
years and a valuation allowance is established for deferred tax assets not realizable.

Investment in subsidiaries: Under NAIC SAP, investments in subsidiaries are carried at
values prescribed by the Texas Department of Insurance and the NAIC, typically at
audited statutory equity plus any unamortized goodwill. Under GAAP, investments in
wholly owned subsidiaries are consolidated.

Policyholder Dividends: Policyholder dividends are recognized when declared rather
than over the term of the related policies. Dividends are determined annually by the
Company’s Board of Directors. Individual ordinary life participating premium
approximates 86% of the Company’s ordinary life insurance collected premiums.

The effects of the foregoing variances from GAAP on the accompanying statutory-basis financial
statements have not been determined, but are presumed to be material.

Other significant accounting practices are as follows:

11051260406 12



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Investments

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

Bonds are stated at amortized cost or, for certain bonds, at fair value as determined by
the SVO, with related unrealized capital gains/losses reported in unassigned surplus,
net of federal income tax.

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 broker dealer survey values 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.

Redeemable preferred stocks are reported at cost or amortized cost as determined by
the SVO.

Common stocks are reported at fair value as determined by the SVO, and the related
unrealized capital gains or (losses) are reported in unassigned surplus, net of federal
income taxes. The change in the statutory equity of its wholly owned subsidiary is
recorded as a change in unrealized capital gams or (losses), a component of unassigned
surplus, net of federal income tax.

There are no restrictions on common or preferred stock.

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.

Cash equivalents are short-term highly liquid investments with original maturities of
three months or less at time of acquisition and are principally stated at amortized cost.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Mortgage loans are reported at unpaid principal balances, less an allowance for impairment as
needed. 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 to the contractual terms of the mortgage agreement. When management
determines foreclosure is probable, the impairment is other-than-temporary; the mortgage loan is
written down to a realizable value and a realized loss is recognized.

Land is reported at cost. Real estate occupied by the Company and real estate held for the
production of income are reported at depreciated cost, with depreciation calculated on a straight-
line basis over the estimated useful lives of the properties.

Policy loans are reported at their unpaid principal balance.

Realized capital gains and losses are determined using the specific identification basis. Changes
in admitted asset carrying amounts of bonds, mortgage loans, policy loans, common and
preferred stocks are credited or charged directly to unassigned surplus.

Furniture and Equipment

The Company’s electronic data processing equipment and operating software are reported at
cost, less accumulated depreciation. Depreciation is provided in amounts sufficient to charge the
cost of electronic processing equipment and operating software to operations over the lesser of
their estimated service lives or three years on a straight-line basis. Nonoperating software is
depreciated on a straight-line basis over the lesser of its useful life or five years. Other furniture
and equipment are depreciated on a straight-line basis over the lesser of their estimated service
lives or five years. Depreciation and amortization expense charged to operations was $320,542
for 2010 and $386,583 for 2009.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Premiums

Life and accident and health premiums are recognized as revenue when due. Premiums for
annuity policies with mortality and morbidity risk are also recognized as revenue when due.
Premiums received for annuity policies without mortality or morbidity risk and for group annuity
contracts are recorded using deposit accounting.

Benefit 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 that will provide, in the aggregate, reserves that are greater than the minimum required
by the Texas Department of Insurance.

The Company waives deduction of deferred fractional premiums upon the death of insureds and
refunds any premium beyond the month of death. Surrender values on policies do not exceed the
corresponding benefit reserves. Extra premiums are charged for substandard lives plus the gross
premium for the true age. The mean reserve method is used to adjust the calculated terminal
reserve to the appropriate reserve at December 31. Mean reserves are determined by computing
the regular mean reserve for the plan at the true age and holding, in addition, one-half of the
extra premium charge for the year. An asset is recorded for deferred premiums net of loading to
adjust the reserve for modal premium payments. Additional reserves are established when the
results of cash flow testing under various interest rate scenarios indicate the need for such
reserves, There has been no need for such reserves.

As of December 31, 2010 and 2009, reserves of $1,351,290 and $1,643,030, respectively, were
recorded on in-force amounts of $81,649,754 and $106,445,424, respectively, for which gross
premiums are less than the net premiums according to the standard of valuation required by the
Texas Department of Insurance.

The tabular interest, tabular cost less actual reserve released and tabular cost have been
determined by formula. For determination of tabular interest on funds not involving life
contingencies, the tabular interest is actual interest credited or due on the accounts for the
valuation year.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Deposit-Type Contracts

Deposit-type contracts consist primarily of dividend accumulations, premium deposits, and
supplemental contracts not involving life contingencies and annuities certain. Premium deposits
relate primarily to the MBA group business. Deposit-type contracts are increased and decreased
according to the deposits and withdrawals, respectively, of the applicable policyholders, as well
as by retrospectively rated credits and - debits for favorable and unfavorable, respectively,
underwriting and investment experience of the MBA business.

Unpaid Claims

The lability for unpaid policy and contract claims represents the estimate of the ultimate net cost
of all reported and unreported claims incurred through year-end. The lability is estimated using
individual case-basis valuations and Company history. Those estimates are subject to the effects
of trends in claim severity and frequency. Although considerable variability is inherent in such
estimates, management believes that the reserve for unpaid claims is adequate. The estimates are
continually reviewed and adjusted as necessary as experience develops or new information
becomes known; such adjustments are included in current operations.

Reinsurance

Reinsurance premiums and benefits paid or provided are accounted for on a basis consistent with
those used in accounting for the original policies issued and the terms of the reinsurance
contracts.

Guaranty Fund Assessments

Guaranty fund assessments are accrued when the Company receives notice or other information
that a reasonably estimable amount is or is likely to be payable to a guaranty fund.

Recently Issued Accounting Standards — In September 2009, the Statutory Accounting
Principles Working Group issued SSAP No. 43-Revised, Loan-backed and Structured Securities
(“SSAP No. 43R”). The new pronouncement supersedes SSAP No. 98, Treatment of Cash Flows
When Quantifying Changes in Valuation and Impairments, An Amendment of SSAP No. 43,
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Loan-Backed and Structured Securities, as well as paragraph 13 of SSAP No. 99, Accounting for
Certain Securities Subsequent to an Other-Than-Temporary Impairment. SSAP No. 43R
provides guidance on recording other than temporary impairments on loan-backed securities and
structured securitiecs. The Company adopted SSAP No. 43R effective December 31, 2009.
Adoption of this statement did not have a material impact on the Company’s statutory-basis
financial statements.

In December 2009, the Statutory Accounting Principles Working Group issued SSAP No. 100,
Fair Value Measurements (“SSAP No. 100”), which defines fair value, establishes a framework
for measuring fair value in statutory accounting principles and expands disclosures about fair
value measurements. This statement does not require any new fair value measurements, SSAP
No. 100 applies under other accounting pronouncements that require or permit fair value
measurements. The provisions of SSAP No. 100 are effective for December 31, 2010 annual
financial statements, with interim and annual financial statement reporting thereafter. The
Company adopted SSAP No. 100 as of December 31, 2010, its required effective date. Adoption
of this statement did not have a material impact on the Company’s statutory- basis financial
statements.

In December 2009, the Statutory Accounting Principles Working Group issued SSAP No. 10R, 4
Temporary Replacement of SSAP No. 10, Income Taxes (“SSAP No. 10R”), SSAP No. 10R
establishes statutory accounting principles for current and deferred federal and foreign income
taxes and current state income tax. This statement provides revisions to the existing standard
allowing an option to increase the admitted deferred tax assets for companies with risk-based
capital that exceeds a stated threshold. The statement also provides for additional disclosure
requirements of income tax related balances. See Note 6 for additional disclosures required by
this statement. '

Use of Estimates
The preparation of statutory-basis financial statements requires management to make estimates
and assumptions that -affect amounts reported in the financial 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.
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Govemmént Personnel Mutual Life Insurance Company

e

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Reclassifications

If necessary, certain 2009 amounts in the Company’s statutory-basis financial statementis have

been reclassified to conformto the 2010 financial statement presentation.

2. Investments

=T b

~ Bonds: The amortized cost and the fair value of investments in bonds are summarized as follows:

At December 31, 2010

U.S. Government and agencies
State and political subdivisions
Corporate securities
Mortgage-backed securities
Total bonds

At December 31, 2009

1).S. Government and agencies
State and political subdivisions
Corporate securities
Mortgage-backed securities
Total bonds

1105-1260406

Gross Gross

Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
$ 44,171,019 % 3645473 $ (100,501) § 47,715,991
201,340,852 1,681,300 (5,042,681) 197,979,471
286,336,244 . 22,785,539 (2,761,435) 306,360,348
4,648,932 372,896 — 5,021,828
$ 536,497,047 3§ 28,485,208 § (7.904,617) § 557,077,638
$ 85791050 § 2,536,285 § (866,411) § 87,460,924
69,974,183 472,428 (4,283,039) 66,163,572
349,042,070 13,100,113 (12,418,692) 349,723,491
27,052,333 1,246,764 (54,471) 28,244,626
$ 531,859,636 § 17,355,590 § (17,622,613) § 531,592,613
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments {continued)

The following table shows gross unrealized losses and fair values of fixed maturities, aggregated
by investment category and length of time that indrvidual securities have been in a continuous
unrealized loss position.

Less than 12 months 12 months or more Total
Graoss Gross Gross
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Valne Losses
December 31, 2010
U.S. Government and agencies $ 7,123,870 § (100,501) $ - % - § 7123870 § (100,501)
State and political subdivisions 103,052,223 (3,384,549) 17,304,595 (1,658,132) 120,356,818 (5,042,681)
Corporale securities 20,395,051 (663,570) 27,253,709 (2,097,865) 47,648,760 (2,761,435)
Total bends § 130,571,144 3 {4,148,620) § 44,558,304 § (3,755,997) $ 175,129.448 § (7,904,617)

December 31, 2009
U.S. Govemment and agencics  § 35,606,309 $§ (760,023) § 3,801,860 % (106,388) § 39,408,169 S (866,411)

State and political subdivisions 37,662,771 (1,708,148) 16,654,349 (2,574,891) 54,317,120 (4,283,039)
Corporate securilies 6,913,655 (110,057) 111,177,051 (12,308,635) 118,090,706 (12,418,692)
Mortgage-backed securities 448,279 (314) 913,330 (54,157) 1,361,609 (54,471
Total bonds ¥ 80,631,014 § (2,578,542) § 132,546,590 § (15,044,071) $ 213,177,604 § (17,622,613)

A summary of the amortized cost and fair value of the Company’s investments in bonds at
December 31, 2010 by contractual maturity, is as follows:

Amortized Fair
Cost Value

Years to maturity:

One or less $ 15,236,871 $ 15,609,624

After one through five 99,861,552 108,156,388

After five through ten 90,191,226 08,032,488

After ten 326,558,466 330,257,310

Mortgage-backed securities ‘ 4,648,932 5,021,828
Total : $ 536,497,047 $ 557,077,638

The actual maturities may differ from the contractual maturities in the foregoing table because
certain borrowers have the right to call or prepay obligations with or without call or prepayment
penalties.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Proceeds from sales of investments in bonds during 2010 and 2009 were $70,895,110 and
$16,127,960, respectively; gross gains of $3,498,800 and $1,539,818 and gross losses of
$283,940 and $31,439 were realized on those sales, respectively.

At December 31 2010, bonds w1th an admitted asset value of $7,034,999 were on deposit with
state insurance departments to satisfy regulatory requirements.

Stocks: Unrealized gains and losses on invesiments m common stocks are reported directly in
unassigned surplus and do not affect operations.

Effective November 1, 2010, the Company recorded the statutory purchase of 100% of the
100,000 outstanding common stock shares of Texas Directors Life Insurance Company
(TDLIC). TDLIC is licensed in Texas only and sells individual life products exclusively. The
cost of the acquired company was $1,766,144, resulting in goodwill in the amount of $1,498,778.
The amortization of goodwill during 2010 was $24,980. Net unamortized goodwill is included
within common stocks in the accompanying balance sheets. Effective December 31, 2010, the
Company purchased the remaining 100,000 authorized but unissued common shares of TDLIC.

The cost and fair value of investments in preferred stocks and common stocks are summarized as
follows:

Gross Gross
Unrealized Unrealized Fair
Cost Gains Losses Value
At December 31, 2010
Preferred stocks $ 3,017,100 $ 30,000 § (139,675) § 2,907,425
Affiliated common stocks $§ 1,857,065 % - $ - 8 1,857,065
Unaffiliated common stocks § 3072212 § 573,705 § (°1,508) $ 3,554,409
Total Common stocks S 4929277 % 573,705 § (91,508) § 5,411,474
At December 31, 2009
Preferred stocks $ 2009600 § 17,500 % {245,400) % 1,781,700
Common stocks $ 3578496 § 260,760 $ (271,882) § 3,567,374
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

The following table shows gross unrealized losses and fair values of preferred and common
stocks, aggregated by investment category and length of time that individual securities have been
in a continuous unrealized loss position:

Less than 12 months 12 months or more Total
Gross Gross Gross
Fair Unrealized Fair Unrealized Fair Unrealized
Value Losses Value Losses Value Losses
December 31, 2010
Stocks:
Preferred stocks $ 1,877,425 § (139,675) § - 3 - % 1,877425 § (139,675)
Common stocks 68,838 {1,794) 2,706,106 {89,714) 2,774,944 {91,508)
Total $ 2,085938 § (141,469) $ 2,706,106 S {89,714) § 4,792044 § {231,183)
December 31, 2009
Stocks:
Preferred stocks $ - 3 - ¥ 1,264,200 § (245,400) % 1,264,200 3 (245,400)
Common stocks 1,274,950 {79,984) 776,062 {191,898) 2,051,012 (271,882)
Total $ 1,274,950 § (79.984) § 2,040,262 % (437,298 5  3,315212 % (517,282)

Moritgage Loans: During 2010, the minimum and maximum lending rates for mortgage loans
were 6.625% and 7.25%, respectively. At the issuance of a loan, the percentage of loan to
value on any one loan does not exceed 75%. Fire insurance is required on all properties covered
by mortgage loans at least equal to the excess of each loan over the maximum loan that would
be permitted by law on the land without the buildings. At December 31, 2010 and 2009, the
Company held no mortgages with interest overdue beyond 180 days. There was no
nonadmitted interest or principal at December 31, 2010 and 2009.

At December 31, 2010 and 2009, tafces, assessments and amounts advanced not included in the
mortgage loan total were $13,642 and $21,573, respectively. At December 31, 2010, none of the
Company’s investments in mortgage loans were subject to prior liens.

The Company’s investments in mortgage loans all involve commercial real estate. At
December 31, 2010, all such mortgages involve properties located in the states of Texas,
Arizona, Utah, New Mexico, Colorado and Nevada. Such investments consist of first mortgage
liens on completed income-producing properties. At December 31, 2010, the mortgage
outstanding on any individual property did not exceed $4,000,000.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

The total recorded investment in restructured loans at December 31, 2010 and 2009, was
$2,842,220 and $4,339,848, respectively. There were no realized capital losses related to these
loans. There were no contractual commitments to extend credit to debtors owing receivables
whose terms have been modified in troubled debt restructurings. The Company accrues interest
income on impaired loans to the extent deemed collectible and the loan continues to perform
under its original or restructured contractual terms. Interest income on nonperforming loans
generally is recognized on an accrual basis to the extent deemed collectible.

During 2010, the Company foreclosed on two investment properties in Salt Lake City, Utah
and transferred the foreclosed properties to its real estate investments. In addition, the
Company established a $100,000 valuation allowance on a third loan.

Real Estate: Properties held for the production of income represent two condominiums

purchased for the use of Company employees, two properties adjacent to the Home Office
property and three foreclosed properties. Two of the foreclosed properties were added in 2010.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Net Investment Income: Net investment income consists of the following:

Income:
Bonds
Preferred stocks
Common stocks
Mortgage loans
Real estate'”
Policy loans
Short-term investments and cash
Other:
Total investment income

Expenses:
Real estate operating and maintenance
Real estate taxes
Depreciation
Other
Total investment expenses
Net investment income

()Real estate includes $674,745 in 2010 and $633,842 in 2009 for the Company’s

occupancy of its own building.
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Years Ended December 31
2010 2009

$ 32,016,355 $ 31,108,823
163,250 169,526
88,399 59,579
8,411,738 7.813,421
1,200,638 963,172
4,806,882 4,742,875
12,271 201,472
12,819 5,247
46,712,352 45,064,115
1,180,184 894 885
235,656 180,996
358,886 340,151
1,178,610 1,119,842
2,953,336 2,535,874

$ 43,759,016 $ 42,52824]
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Govermment Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Realized Capital Gains (Losses): Realized capital gains (losses) are reported net of federat
income taxes and amounts transferred to the IMR as follows:

2010 2009
Realized capital gains (losses) $ 3,166,159 5 (4,959,080)
Less amount transferred to IMR (net of related taxes ‘
of $1,150,227 in 2010 and $352,797 in 2009) 2,232,794 684,840

933,365  (5,643,920)

Less federal income tax (benefit) expense on
realized capital (losses} gains (499,422) (413,572)
Net realized capital gains (losses) $ 1,432,787 $ (5,230,348)

Securities Lending: The Company has SUSpendcd securities lending since the fourth quarter of
2008.

Asset Impairments — Other-Than-Temporary: Management regularly reviews the value of the
Company’s investments. If the value of any investment falls below its cost basis, the decline is
analyzed to determine whether it is an other-than-temporary decline in value. To make this
determination for each security, the following is considered:

» How long and by how much the fair value has been below its cost;

» The financial condition and near-term prospects of the issuer of the security, including
any specific events that may affect its operations or eamings potential;

+ Management’s intent to hold the security long enough for it to recover its value;
« Any downgrades of the security by a rating agency;

* Any reduction or elimination of dividends, or nonpayment of scheduled interest
payments; and

= The impact interest rates have had on the value of the security.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements {continued)

2. Investments {continued)

Bonds: During 2010, the Company recorded losses of $448,903 on two loan-backed bonds
considered to be impaired. A loss of $6,740,363 was recorded on five bonds in 2009.

Loan Backed Securities. The Company held one Collateralized Debt Obligations for which the
present value of the cash flows expected to be collected is less than the amortized cost basis of
the security.,

None of the bonds are held with the intent to sell nor with the inability or lack of intent to retain
the investment for a period of time sufficient to recover the amortized cost basis.

Held securities with a recognized other-than-temporary impairment, as the present value of cash
flows expected to be collected is less than the amortized cost basis of the securities:

Pre-OTTI  Current Post-OTTI

Amortized Year OTTI Amortized
Description Cost Basis Realized Fair Value  Cost Basis
ALESCO Pref Fdg, Ltd. $ 645750 § 290,029 § 102,637 § 355721

The following bonds have fair values below the amortized cost of the bonds for which an
interest-related impairment remains as of December31, 2010. Other-than-temporary
impairments have been recognized for non-interest-related declines. All of the bonds have

been in a continuous unrealized loss positions for more than 12 months. .

a. Unrealized b. Fair

Description Loss Value
ALESCO Pref FDG. Lid. $ 253,084 % 102,637
Trapeza CDO LLC 189,070 92,205
Totals $ 442154 § 194,842
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

The Company reviewed the cash flows of impaired loan-backed bonds and determined that the
present values of the cash flows for one bond was less than the amortized cost of the bond.
Based on this determination and the fact that the Company had no intent to sell the bond and
did not lack the ability to hold the bond until the cash flows were received, the Company
impaired the bond to the present value of the projected cash flows. The Company considers
the probable return of principal in a bond, the ability of the Company to hold the bond until the
fair value can reach the amortized book value, and whether the borrower has filed bankruptcy in
concluding that a bond should be other-than-temporarily impaired.

There were no bonds held by the Company where it was not practicable to estimate fair value.
All bonds and stocks that have a fair value below 80% of amortized book value are reviewed
quarterly. ' '

Stocks: No cornmon stocks were impaired during 2010. During 2009, the Company recorded a
realized loss of $171,108 on two common stocks that were considered to be impaired.

Mortgages: During 2010 and 2009, the Company had no mortgage loans that were considered to
be other-than-temporarily impaired.

Real Estate: During 2010, the Company foreclosed on two mortgage loans considered to be
adequately collateralized. The properties were classified as held for investment as of
December 31, 2010.

Market Segment Concentrations
The Company has $105,431,161 in corporate bonds of banks, insurance and finance related
corporations. In the event of a severe market event in this segment, the Company could lose a

material amount in these investments. At year-end, there was a net unrcalized gain of $3,832,905
on this exposure to the financial industry.

3. Fair Values
The fair value of an asset is the amount at which that asset could be bought or sold in a current

transaction between willing parties. The fair value of a hability 1s the amount at which the
liability could be incurred or settled in a current transaction between willing parties.
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Notes to Statutory-Basis Financial Statements (continued)

3. Fair Values (continued)

Fair values are based on quoted market prices when available. If quoted market prices are not
available for the specific security, then fair values are estimated by using pricing models utilized
by an independent pricing service to ascertain the fair values. Fair value is generally estimated
using discounted cash flow analyses, incorporating current market inputs for similar financial
instruments with comparable terms and credit quality (matrix pricing). In instances where there
is little or no market activity for the same or similar instruments, we estimate fair value using
methods, models and assumptions that management believes market participants would use to
determine a current transaction price. These valuation techniques involve some level of
management estimation and judgment which becomes significant with increasingly complex
instruments or pricing models. Where appropnate, adjustments are included to reflect the nsk
inherent in a particular methodology, model or input used.

Our financial assets and liabilities carried at fair value have been classified, for disclosure
purposes, based on a hierarchy defined by SSAP 100. SSAP 100 establishes a three-level
valuation hierarchy for disclosure of fair value measurements. The valuation hierarchy is based
upon the transparency of inputs to the valuation of an asset or hability as of the measurement
date. The three levels are defined as follows.

« Level 1 —inputs to the valuation methodology are quoted prices (unadjusted) for identical
assets or liabilities in active markets.

» Level 2 — inputs to the valuation methodology include quoted prices for similar assets and
liabilities in active markets, and inputs that are observable for the asset or liability, either
directly or indirectly, for substantially the full term of the financial instrument.

» Level 3 —inputs to the valuation methodology are unobservable and significant to the fair
value measurement.

A financial instrument’s categorization within the valuation hierarchy 1s based upon the lowest
level of input that is significant to the fair value measurement.

Included in various investment related line items in the financial statements are certain financial
instruments carried at fair value. Other financial instruments are periodically measured at fair
value, such as certain bonds and preferred stock when carricd at the lower of cost or fair value.
As of December 31, 2010, the Company’s investments reported at fair value were $194,842 in
Level 3 and $3,554,409 of common stocks in Level 1.
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Notes to Statutory-Basis Financial Statements (continued)

3. Fair Values (continued)
There were no significant transfers between Levels during 2010.

The table below includes a rollforward for assets classified within the Level 3 hierarchy.

Bonds
Industrial
and
Miscellaneous
Assets at fair value, January 1, 2010 § 208,032
Transfers into Level 3 -
Transfers out of Level 3 -
Total realized losses included in net income (36,970)
Other than temporary impairment recognized (448,903)
Total unrealized (losses) gain included in surplus (31,359)
Purchases, issuances and settlements (net):
Purchases -
Sales (100)
Payment-in-kind dividends 504,142
Assets at fair value, December 31, 2010 $ 1943842

We classify our investment in certain debt securities as Level 3 securities. The fair value of the
bonds-is valued using unobservable inputs since independent pricing information is not available
for these securities.

As of December 31, 2010, the reported fair value of the Company's investment in level 3, NAIC
rated 6, Collateralized Debt obligations, (CDO’s), were $194,842. This consists of two bonds
backed by the preferred stock of banks, insurance companies and REITS. Both are mezzanine
tranches. To value these securities, the Company uses discounted projected cash flows. The cash
flows from the CDO’s are obtained from Morgan Keegan through Intex. The cash flows are then
valued based on cwrrent defaults and deferrals at an interest approximately 10% above the
current 10 year US Treasury. The bonds are then carried at the present value of the cash flows at
that discount level.

28

1105-1260406



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

3. Fair Values (continued)

Other methods and assumptions used by the Company in estimating the fair value disclosures
for financial instruments in the accompanying financial statements are as follows:

Cash, Short-Term [nvestments, and Receivables for Securities: The carrying amounts
reported in the accompanying statutory-basis balance sheets for these financial
instruments approximate their fair values due to the short-term nature of such instruments.

Policy Loans: The carrying amounts reported in the accompanying statutory-basis
balance sheets for these financial instruments approximate their fair values.

Investment Securities: The fair values for fixed-maturity secunties are based on unit
prices prescribed by the SVO or, in the absence of SVO unit prices or when amortized
cost is used by the SVO as the unit price, quoted market prices by other third-party
organizations. The fair value of mortgage-backed securitics is based on quoted market
prices by third-party organizations. The fair values for equity securities are based on fair
values prescribed by the SVO.

Mortgage Loans: The fair values for mortgage loans are estimated using weighted
average maturity analyses, using interest rates currently being offered for similar loans to
borrowers with similar credit ratings. Loans with similar characteristics are aggregated
for purposes of the calculations.

Investment Contracts: The fair values for the Company’s liabilities under investment-
type insurance contracts are estimated using discounted cash flow calculations, based on
interest rates currently being offered for similar contracts with maturities consistent with
those remaining for the contracts being valued.
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Notes to Statutory-Basis Financial Statements (continued)

3. Fair Values (continued)

The carrying amounts and fair values of the Company’s financial instruments at December 31
were as follows:

2010 2009

Carrying Fair Carrying Fair

Amount Value Amount Value
Bonds $ 536,497,047 § 557,077,638 § 531,859,636 § 531,592,613
Preferred stocks 3,017,100 2,907,425 2,009,600 1,781,700
Common stocks 5,411,474 5,411,474 3,567,374 3,567,374
Mortgage loans 123,670,619 120,030,271 127,023,286 125,801,285
Policy loans 73,657,571 73,657,571 74,344,102 74,344,102
Short-term investments 21,856,434 21,856,434 12,006,665 12,006,665
Cash 5,015,061 5,015,061 4,057,942 4,057,942
Receivables for securities 19,688 19,688 19,688 19,688

The carrying amounts and fair values of the Company’s liabilities for investment-type insurance
contracts at December 31 were as follows:

Carrying Carrying
Amount Fair Value Amount Fair Value
Individual annuities $ 82,149,687 $ 81,416,013 § 77,515,431 § 76,967,396

Supplemental contracts not : :
involving life contingencies 18,700,186 19,293,804 17,953,287 18,421,449

The fair values for the Company’s insurance contracts other than investment contracts are not
required to be disclosed. However, the fair values of liabilities under all insurance contracts are
taken into consideration in the Company’s overall management of interest rate risk, such that the
Company’s exposure to changing interest rates is minimized through the matching of investment
maturities with amounts due under insurance contracts.
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Notes to Statutory-Basis Financial Statements (continued)

4. Reinsurance

Certain premiums and benefits are assumed from and ceded to other insurance companies under
various reinsurance agreements. The ceded reinsurance agreements provide the Company with
increased capacity to write larger risks. The Company remains obligated for amounts ceded in
the event that the reinsurers do not meet their obligations.

Amounts payable or recoverable for reinsurance on policy and contract liabilities are not subject
to periodic or maximum limits. The Company has $1,569,909 of amounts recoverable on paid
losses and commissions and expensc allowances duc from a single reinsurer. This amount does
not exceed 3% of the Company’s total surplus at December 31, 2010.

The Company has entered into a reinsurance agreement in which the reinsurer may unilaterally
cancel any reinsurance for reasons other than nonpayment of premiums or other similar credits.
The total amount of reinsurance credits taken for this agreement at December 31, 2010 and 2009
was $21,026,318 and $21,080,081, respectively.

The Company does not have any reinsurance agreements in effect in which the amount of losses
paid or accrued through December 31, 2010, would result in a payment to the reinsurer of
amounts that, in the aggregate and allowing for offset of mutual credits from other insurance
agreements with the same reinsurer, exceed the total direct premiums collected under the
reinsured policies.

The amounts related to the Company’s ceded and assumed reinsurance arrangements for life
mnsurance are summarized as follows:

_ Assumed
Ceded to Other  From QOther
Companies Companies
2010
Premiums for the year ended December 31 $ 21,638,131 § 613,684
Benefits paid or provided for the year ended December 31 14,311,469 591,742
Credit taken against policy and contract liabilities at
December 31 ‘ 37,175,176 -
2009
Premiums for the ycar ended December 31 $ 17,654,198 § 1,184,541
Benefits paid or provided for the year ended December 31 10,744,259 1,054,561
Credit taken against policy and contract liabilities at
December 31 35,994,560 -
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Notes to Statutory-Basis Financial Statements (continued)

5. Retrospectively Rated Contracts

In October 2001, the Company became the group carrier for the MBA, a nonprofit association of
military and Civil Service personnel. Group term life and health policies were issued to the
MBA. These policies can be terminated on anniversary with notice. Members of the MBA field
of membership are eligible to apply for group term life coverage or group TRICARE supplement
insurance. Life coverage is individually underwritten. Coverage from the prior carmrier was
continued in the new group policies. The contract with the MBA requires that the MBA maintain
a premium stabilization fund (PSF) with the Company. The group is experience-rated, and the
PSF will increase or decrease depending on the experience for the year. Interest is credited at the
end of each fiscal year. A refund to members is considered annually and 1s paid at various levels
when considered appropriate. The PSF level is currently in excess of a reserve that would be
required for group term life; as such, no additional reserves are held. The PSF i1s held as a deposit
reserve. Claim reserves are held separately for both life and health claims.

The Company estimates accrued retrospective premium adjustments for its group association life
and health insurance business using the refund calculation specified in the agreement with the
association and records them as an adjustment to earned premium. The amount of net premiums
collected by the Company at December 31, 2010, that are subject to retrospective rating features
was $5,261,274 n group life and 51,410,627 in group health. The net premiums represent 99%
of the group life and 100% of the group health premiums collected. No other net premiums are
subject to retrospective rating features.

The full balance of retrospective premium adjustments is admitted and considered collectible.

6. Federal Income Taxes

Income before federal income taxes differs from taxable income principally due to the
differences n timing for recognizing accrual of market discounts on bonds, deferred
compensation, and policyholder dividends; dividends-received tax deductions; policy acquisition

costs; interest maintenance reserve; and differences in reserves for policy and contract liabilities
for tax and financial reporting purposes.
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Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The components of the net deferred tax assets (DTAs) and deferred tax liabilities (DTLs) for the
year ended December 31 are as follows:

2010 2009
Ordinary Capital Total Ordinary Capital Total

Gross deferred tax

asset $ 18,816,919 § 2,902,609 § 21,719,528 $ 19,180,692 $ 4,589,195 § 23,769,887
Statutory valuation '

allowance — — — — — —
Adjusted gross

deferred tax asset 18,816,919 2,902,609 21,719,528 19,180,692 4,589,195 23,769,887
Deferred tax liability 3,958,858 196,767 4,155,625 4,270,524 33,831 4,304,355
Net deferred tax

asset 14,858,061 2,705,842 17,563,903 14,910,168 4,555,364 19,465,532
Deferred tax asset

nonadmitted 3,277,822 2,705,842 5,983,664 3,151,370 4,555,364 7,706,734
Net admitted

deferred tax asset § 11,580,239 § - § 11,580,239 § 11,758,798 § - % 11,758,798
Increase (decrease) in deferred tax asset non-

admitted 3 (1,723,070 $ (2,863,458)

The Company has clected to admit deferred tax assets pursuant to paragraph 10e of SSAP10R.

The Company’s admitted adjusted gross deferred tax assets under SSAP 10R paragraphs 10a,b,c
and SSAP 10R paragraph 10e are as follows:

2010 2009
10a,h,c 10e Difference 10a,b.c 10e Difference
Ordinary $ 12,407,556 $ 15,539,097 % 3,131,541 3 12,854,970 §$ 16,029,322 $ 3,174,352
Capital 196,767 196,767 — 33,831 33,831 -
Total $ 12,604,323 S 15735864 § 3,131,541 §F 12,888,801 $ 16,063,153 § 3,174,352
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Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The Company’s admitted adjusted gross deferred tax asscts under SSAP10R are as follows:

Paragraphs 10a, 10b and 10c:
Federal tax paid in carryback years {10a)
Lesser of:
Deferred taxes expected to be realized within
I year (10bi)
10% of statutory capital of previcusly filed
statement (10bii)
Amount of gross DTA’s that can be offset against
DTL's (10c)
Admitted deferred tax asset - SSAP 10R
paragraphs 10a, 10b, and 10c

Paragraphs 10e:
Federal wax paid in carryback years {10ei)
Lesser of:
Deferred taxes expected to be realized within
3 years (10cii(a))
1 5% of statutory capital of previously filed
stagement (10eii(b)}
Amount of gross DTA's that can be offsel against
DTL's (10eiii)
Admitted deferred tax asset - SSAP 10R
paragraph 10e
The risk-based capital level for the test in
paragraph 10(d) is
Total adjusted capital in the risk-based capital
calculation
Authorized control level of rsk-based capital
Applicable % for application of SSAP 10R
The impact of SSAP 10R is as follows:

SSAP 10R , paragraph 10a, 10b, 10c

a. Admitted deferred tax assets

b, Admitred assets

c. Statutory surplus

d. Total adjusted Capital from DTAs
Increase due to SSAP 10R, paragraph 10e.
e. Admitted deferred tax assets

f. Admitted assets

g Statutory surplus

2010 2009
Ordinary Capital Total Ordinary Capital Total
$ 6,346,865 § - 5 6,346,865 $ 7,821,364 % hy 7821364
2,101,833 - 2,101,833 763,082 - 763,082
3,958,858 196,767 4,155,625 4,270,524 33,831 4,304,355
$ 12,407,556 § 196,767 § 12,604,323 $ 12854970 % 33,831 $ 12,888,801
$  6,346865 § - 3 6346865 $ 7321364 % - $ 7821364
5,233,374 - 5,233,374 3,937,434 - 3937434
3.958.858 196,767 4,155,625 4,270,524 33,831 4,304,355
§ 15539097 § 196767 § 15,735,864 $ 16029322 % 33,831 3 16,063,153 :¢
5 109,075,435 5 102,065470
9,263,306 8,286,378
1178% 1232%
2010 2009
Ordinary Capital Total Ordinary Capital Total
$ 12,407,556 § 196,767 % 12,604,323 F 12,854,970 % 33,831 § 12,888,802
§ 818,066,491 $ 798,712,714
$ 88,916,528 § 84,613,940
5 12,604,323 § 12,888,802
$ 3,131,541 $ - 3 3,131,541 $ 3174352 % - § 3,174,352
$ 3,131,541 % - 3 3,131,541 531743528 - 8 3,174,352
5 3,131,541 § - § 3,131,541 $ 3174352 % - % 3,174,352

At December 31, 2010, tax planning strategies did not impact adjusted gross deferred tax assets
or net admitted deferred tax assets.
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Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)
There were no unrecognized deferred tax liabilities as of December 31, 2010 and 2009.

The major components of the deferred tax amounts are as follows:

2010 2009 Change
Deferred tax assets-ordinary:
Reserves 5 7,511,602 % 7,869,534 § (357,932)
Proxy DAC 4,615,724 4,577,488 38,236
Dividends apportioned for payment 2,278,000 2,278,000 -
Accrued deferred compensation 1,798,982 1,762,426 36,556
Postretirement benefits and other general
expenses 1,207,911 1,150,410 57,501
Other 1,404,700 1,542,834 (138,134)
Total deferred tax assets 18,816,919 19,180,692 (363,773)
Deferred tax assets nonadmitted 3,277,822 - 3,151,370 126,452
Admitted ordinary deferred tax assets 15,539,097 16,029,322 (490,225)
Capital:
Premium bonds 141,098 113,377 27,721
Other than temporary impairments 2,577,178 4,331,780 (1,754,602)
Unrealized capital losses 184,333 144,038 40,295
Subtototal deferred tax assets 2,902,609 4,589,195 (1,686,586)
Nonadmitted deferred tax assets 2,705,842 4,555,364 (1,849,522)
Admitted capital deferred tax assets 196,767 33,831 162,936
Total admitted deferred tax assets $ 15,735,864 § 16,063,153 (327,289)
Deferred tax liabilities:
Ordinary:
Depreciable assets $ 34599 § 55,288 (20,689)
Deferred and uncollected premiums 3,110,836 3,180,196 (69,360}
Market discount 637,981 640,415 (2,434)
Reserve change 48,656 54,442 (5,786)
Other 126,786 340,183 . (213,397
Subtotal ordinary deferred tax liabilitics 3,958,858 4,270,524 (311,666)
Capital:
Unrealized capital gains 172,440 - 172,440
Real estate 24,327 33,831 (9,504)
Subtotal capital deferred tax liabilities 196,767 33,831 162,936
Total deferred tax liabilities $ 4,155,625 % 4,304,355 § (148,730)
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6. Federal Income Taxes (continued)

Current income taxes incurred consist of the following major components:

2010 2009 Change

Ordinary: _

Total gross deferred tax assets B $21,719,528 $23,769,887 $ (2,050,359)

Total gross deferred tax liabilities 4,155,625 4,304,355 {148,730)
Net deferred tax asset (including unrealized

capital gains) $17,563,903 $ 19,465,532 {1,901,629)
Deferred tax on change in net unrealized

capital gains : 132,146
Change in net deferred income tax '

(excluding unrealized capital gains) ' $ (1,769,483)

Current income taxes incurred consist of the following major components:

2010 2009 Change

Federal income tax on operations $ 2298500 $ 1456122 $§ 842,378
Prior year over/under accrual (363.878) 460,674 (824,552)
Federal income tax on operations incurred 1,934,622 1,916,796 17,826
Federal income tax on net realized capital

gains (losses) (499,422) (413,572) (85,850)
Current federal income tax incurred -

(benefit) $ 1435200 $ 1503224 § (68,024)

Reconciliation of Federal Income Tax Rate to Actual Effective Rate

The significant items causing a difference between the statutory federal income tax rate and the
Company’s effective income tax rate are as follows:
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6. Federal Income Taxes (continued)

Effective Effective
2010 Tax Rate 2009 Tax Rate
Provision computed at statutory rate  $ 3,711,580 34% $ 958267 34%
Amortization of interest maintenance
reserve $ (353,197) (3.24)% § (236,943) (8.41)%
Non deductible items 9,035 0.08% 10,071 0.36%
Change in non admitted assets (143,982) (1.32)% 136,723 4.85%
Prior year true up (11,144) (0.10)% (9,085) (0.32)%
Other (7,608) - {0.07)Y% 3,264 0.12%
Total effective tax $ 3,204,684 29.35% § 862,297 30.59%
Federal and foreign income taxes
incurred $ 1,435,200 13.15% $ 1,503,224 53.34%
Change in net deferred income taxes 1,769,484 16.21% (640,927) (22.74)%
Total statutory income taxes $ 3,204,684 29.36% 3 862,297 30.59%

The Company does not have any operating loss or tax credit carryforwards available for tax
purposes. Federal taxes available for recovery in the event of the carryback of future operations
loss deductions are as follows:

Ordinary Capital Total
2010 ' $ 2298500 $ — $ 2,298,500
2009 $ 1,456,122 § - $ 1,456,122
2008 $ 2,592,243 $ 60,039 $ 2,652,282

The Company does not have any deposits admitted under Section 6603 of the IRS Code.
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6. Federal Income Taxes (continued)
Consolidated Return:

The Company’s Federal Income Tax return is consolidated with its wholly owned subsidiary,
Texas Directors Life Insurance Company effective November 1, 2010. The method of allocation
is subject to written agreement with the wholly owned subsidiary. The method of allocation
between the companies is based upon separate return calculations with current credit for net
losses. Inter-company tax balances are settled annually within 90 days after the federal income
tax return is completed and filed. The agreement 1s on file with the Texas Department of -
Insurance.

7. Surplus

Unassigned surplus funds were earned by the participating policyholders. There are no
restrictions on the unassigned surplus.

Life/health insurance companies are subject to certain risk-based capital (RBC) requirements as
specified by the NAIC. Under those requirements, the amount of surplus to be maintained by a
life/health insurance company is to be determined based on the various risk factors related to it.
At December 31, 2010 and 2009, the Company exceeded the RBC requirements.

The main components of the change in nonadmitted assets are as follows:

2010 2009 Change

Furniture and equipment $ 132555 % 291,845 § (159,290)
Nonoperating software 549,809 510,114 39,695
Miscellancous receivables and deposits 508,698 479,592 29,106
Agent balances 2,130,318 1,674,334 455,984
Policy loans and investment income due 68,042 10,061 . 57,981

Deferred tax assets 5,983,664 7,706,734 (1,723,070)
$ 9,373,086 $ 10,672,680 1,299,594

Change as result of SSAP 10R adoption (42,811)
$ 1,342,405
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7. Surplus (continued)

The Company elected to admit deferred tax assets pursuant to paragraph 10.e of SSAP 10R.
The additional amount admitted and reported as special surplus funds was $3,151,541 and
$3,174,352 at year-end 2010 and 2009, respectively.

8. Leases

The Company leases office equipment under various noncancelable operating lease agreements
that expire at various intervals through 2015. Rental expense was approximately $236,000 and
$240,000 during 2010 and 2009, respectively. At January 1, 2011, future minimum payments
under noncancelable leases are as follows (in thousands):

2011 3 212
2012 : 197
2013 141
2014 52
2015 16

$ 618

9. Commitments and Contingencies

The Company is named as a defendant in various legal actions arising principally from claims
made under life insurance policies. Those actions are considered by the Company in estimating
the policy and contract liabilities. The Company’s management believes that the resolution of
those actions will not have a material effect on the Company’s financial position or results of
operations.
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10. Annuity Reserves

At December 31, 2010 and 2009, the Company’s annuity reserves and deposit fund liabilities
that were subject to discretionary withdrawal (with adjustment), subject to discretionary
withdrawal (without adjustment) and not subject to discretionary withdrawal provisions are
summarized as follows:

At December 31, 2010
Amount Percent
Subject to discretionary withdrawal (with adjustment):
(1) With market value adjustment - $ - o
(2) At book value less current surrender charge of
5% or more 16,673,722 9.62
(3) At market value : - —
(4) Total with adjustment or at market value 16,673,722 9.62
(5) At book value without adjustment (minimal or
no charge or adjustment) 112,686,154 64.98
Not subject to discretionary withdrawal 44,043,321 25.40
Total gross 173,403,197 100.00%
Reinsurance ceded 18,844,495
Total (net) $ 154,558,702
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10. Annuity Reserves (continued)

At December 31, 2009
Amount Percent
Subject to discretionary withdrawal (with adjustment):
(1) With market value adjustment 3 - ~%
(2) At book value less current surrender charge of
5% or more 12,191,908 7.26
(3) At market value — —
(4) Total with adjustment or at market value 12,191,908 7.26
(5) At book value without adjustment {(minimal or no
charge or adjustment) 111,444,540 66.38
Not subject to discretionary withdrawal 44,245,556 26.36
Total gross 167,882,004 100.00%
Reinsurance ceded 18,573,193
Total (net) $ 149,308,811

11. Life Premium and Annuity Considerations Deferred and Uncollected

Deferred and uncollected life insurance premiums and annuity considerations at December 31,
2010 and 2009, were as follows:

Type Gross Net of Loading
At December 31, 2010:

Ordinary life new business 3 1,103,664 $ 225,662

Ordinary life renewal 10,196,372 8,575,324

Individual annuity 987 873

Group life 439,177 439,177
Total $ 11,740,200 $ 9,241,036
At December 31, 2009:

Ordinary life new business $ 928,509 3 183,126

Ordinary life renewal 10,472,941 8,854,448

Individual annuity . 987 872

Group life 439,394 439,394
Total $ 11,841,831 § 9477840
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12. Employee Benefits

Company employees are covered by a qualified defined contribution (Section 401(k))‘ plan
sponsored by the Company. Assets are held under various elective separate investment accounts
by the Massachusetts Mutual Life Insurance Company (Springfield, Massachusetts).

Matching contributions are made at 62.5% on participants’ contributions of up to 6%. The
Company’s contributions to the plan were $180,725 and $184,069 for 2010 and 2009,
respectively. Additional contributions in the amount of $191,625 and $184,290 for 2010 and
2009, respectively, (representing 3% of total compensation of all eligible) were made to the
retirement plan. At December 31, 2010, the fair value of plan assets was $13,687,226. Any
liabilities for this plan are reflected on the financial statements of the Massachusetts Mutual Life
Insurance Company.

The Company provides certain life insurance and health care benefits for retired employees.
Substantially all employees may become eligible for these benefits if they reach retirement age
while working for the Company. Retirees may elect certain prepaid health care benefit plans.
Medical coverage may require retiree contributions. The Company’s policy is to make payments
to these plans sufficient to provide for benefit payments required under the plans.

Life insurance benefits, generally amounting to annual eamings at retirement decreasing
uniformly over 15 years to 25% of the entire amount for life thereafter, are provided under a
retired lives reserve. The retired lives reserve was $589,417 at December 31, 2010, and $571,376
at December 31, 2009.

The estimated unfunded accumulated postretirement health care benefit obligations,
unrecognized transition obligation and accrued postretirement health care benefit liability for the
Company were as follows:

December 31

2010 2009

Actuarial present value of health care benefit obligations:
Retirees $ 4,558,925 § 4,437,754
Fully eligible and vested plan participants ' 2,942,352 2,833,791
Accumulated postretirement health care benefit obligation for

fully vested participants $ 7,501,277 % 7,271,545
Actuarial present value of health care benefit obligation for

nonvested employees $ 3,957,777 § 2,886,827
Unrecognized transition obligation $ 174072 § 217,592
Accrued postretirement health care benefit liability $ 2,795,567 3§ 2,636,204
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

The weighted average discount rate used in deternining the actvarial present value of the
postretirement health care benefit obligation was 5.43% in 2010 and 5.97% in 2009.

For measurement purposes, a 9% annual rate of increase in the per capita cost of covered health
care benefits was assumed for the year following the date of the valuation, and that rate was
assumed to decrease gradually to 5.5% in 2015 and remain at that level. A 1.0% increase in the
assumed annual rate of increase in the per capita cost of health-care benefits results in an increase
in the accumulated postretirement benefit obligation and postretirement benefit expense.
Increasing the assumed health care cost trend rates by one percentage point in each year would
increase the postretirement benefit obligation as of December 31, 2010, by $874,355 and the
estimated eligibility cost and interest cost components of net periodic postretirement benefit cost
by $42,251.

Postretirement benefit cost for 2010 was $609,623 and for 2009 was $1,100,754, including
amortization of the transition obligation plus the expected cost of health care benefits for newly
eligible or vested employees, the expected cost of life insurance benefits for eligible employees
and interest cost.

It has been determined that the Company’s prescription drug benefit is actuarially equivalent to
Medicare Part D under the Medicare Prescription Drug, Improvement and Modemization Act of
2003 (the Act) and will therefore qualify for the federal subsidy. The postretirement benefit
obligation and net periodic benefit cost reflect amounts associated with the subsidy.

For the year ended December 31, 2010, the effect of the Act was a $58,290 reduction in the net
postretirement benefit cost for the subsidy related to benefits attributed to former employees. The
Act also had the following effects on the net postretirement benefit cost; a $10,421 decrease as a
result of an actuarial gain and a $47,869 decrease to the interest cost. Note that there was no
impact to the eligibility cost since it was $0 for 2010.

In March 2010, the Patient Protection and Affordable Care Act {PPACA) was enacted. One of
the key aspects of PPACA was the removal of the tax free status of the Retiree Drug Subsidy
(RDS) beginning in 2013. Since the Company has not recognized a deferred tax expense, there
are not necessary adjustments due to PPACA.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

Expected 2010 gross benefit payments were $446,247 and actual gross benefit payments were
$496,699. The subsidy was $42,801 during 2010 for the 2008 through 2010 plan years. Of this
amount $7,326 had already been reflected as a receivable for 2008 resulting in a net subsidy
payment of $35,565 for 2010. Note, no receivable subsidy amounts had been reflected for 2009.

Supplemental Retirement Plans

The Company has nonqualified deferred compensation agreements with certain employees and
agents. Benefits under the agreements with the home-office empioyees vest immediately.
Benefits under agent agreements have a graded vesting dependent on various factors. The
Company records nonvested balances as a nonadmitted asset. The liability for these agreements
was $4,872,905 and $4,704,486 at December 31, 2010 and 2009, respectively. The nonvested
balance at December 31, 2010, was $59,101. The expense for these agreements amounted to
$287,742 and $289,711 in 2010 and 2009, respectively.

The Company has accrued for compensated absences/vacation pay in accordance with SSAP No.
11, Postemployment Benefits and Compensated Absences. A liability of $833,480 is recorded
in salaries and wages general expense.

13. Other

The Company is a member of the Federal Home Loan Bank (FHLB) of Dallas. Through its
membership, the Company has available a $30,000,000 line of credit and has issued no funding
agreements to the FHLB of Dallas. The Company has no advances for cash to use in an
investment spread strategy. The Company will apply SSAP No. 52 Deposit-Type Contracts
accounting treatment to funds utilized in an investment spread strategy. The Company has not
utilized funds for operations, and any funds obtained from the FHLB for use in general
operations will be accounted for as liabilities related to the agreement with the FHLB of Dallas
consistent with SSAP No. 15, Debt and Holding Company Obligations.

14. Subsequent Events
The date to which events occurring after December 31, 2010, have been evaluated for possible

adjustment to the financial statements or disclosure is May 26, 2011, which is the date on which
the financial statements were available to be issued.
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Report of Independent Auditors

The Board of Directors
Government Personnel Mutual Life Insurance Company

We have audited the accompanying statutory-basis balance sheets of ‘Government Personnel
Mutual Life Insurance Company as of December 31, 2009 and 2008, and the related statutory-
basis statements of income, changes in surplus, and cash flow for the years then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audits
included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

As described in Note | to the financial statements, the Company presents its financial statements
in conformity with accounting practices prescribed or permitted by the Texas Department of
Insurance, which practices differ from U.S. generally accepted accounting principles. The
variances between such practices and accounting principles also are described in Note 1. The
effects on the financial statements of these variances are not reasonably determinable but are
presumed to be material.

In our opinion, because of the effects of the matter described in the preceding paragraph, the
financial statements referred to above do not present fairly, in conformity with U.S. generally
accepted accounting principles, the financial position of Government Personnel Mutual Life
Insurance Company at December 31, 2009 and 2008, or the results of its operations or its cash
flows for the vears then ended.
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However, in our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Government Personnel Mutual Life Insurance Company at
December 31, 2009 and 2008, and the results of its operations and its cash flows for the years
then ended, in conformity with accounting practices prescribed or permitted by the Texas
Department of Insurance.

As discussed in Note 1 to the financial statements, effective December 31, 2009 the Company

changed its method for accounting for income taxes with the adoption of Statement of Statutory
Accounting Principles (SSAP) No. 10R, /ncome Taxes — Revised, A Temporary Replacement of

SSAP No. 10.
é/vmﬂf ¥ MLLP

May 24, 2010
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Government Personnel Mutual Life Insurance Company

Balance Sheets — Statutory-Basis

Admitted assets
Cash and invested assets:
Bonds
Preferred stocks
Common stocks
Mortgage loans
Real estate, less accumulated depreciation
(2009 - $1,190,063; 2008 — $849,912):
Properties occupied by the Company
Properties held for the production of income
Policy loans
Short-term investments
Cash and cash equivalents
Receivable for securities
Total cash and invested assets

Deferred premiums, less loading (2009 — $2,363,990; 2008 —
$2,411,764)

Uncollected premiums

Federal tax recoverable, including net deferred tax asset
(2009 - $11,758,799; 2008 — $8,383,635)

Accrued investment income

Electronic data processing equipment, less accumulated
depreciation (2009 —-$1,118,391; 2008 — $1,329,417)

Amounts due from reinsurers

Other admitted assets

Total admitted assets

1005-1 161007

December 31

2009

2008

$ 531,859,636

$ 500,709,201

2,009,600 3,052,805
3,567,374 2,128,138
127,023,286 122,398,492
7,158,242 7,380,157
6,635,643 3,434,985
74,344,102 73,150,353
12,006,665 36,988,264
4,057,942 7,904,584
19,688 82,799
768,682,178 757,229,778
8,777,115 9,075,545
828,964 780,996
12,172,371 8,638,635
8,437,621 8,100,417
115,711 147,600
2,268,871 2,506,125
604,235 674,306

$ 801,887,066

$ 787,153,402




Government Personnel Mutual Life Insurance Company

Balance Sheets — Statutory-Basis (continued)

Liabilities and surplus
Liabilities:
Policy and contract liabilities:
Life and annuity reserves
Accident and health reserves
Deposit-type contracts
Dividends and coupons payable
Unpaid claims
Other
Total policy and contract liabilities

Bencefits for employees
Accounts payable and accrued expenses
Unearned investment income
Asset valuation reserve
Interest maintenance reserve
Other ,
Total liabilities

Surplus:
Surplus guarantee fund
Special surplus funds
Unassigned surplus

Total surplus :

Total habilities and surplus

See accompanying notes.
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December 31

2009

2008

$ 607,575,087 3 596,329,688

573,104 636,574
60,784,248 60,680,375
6,707,225 6,653,225
7,450,726 8,402,582
525,787 1,071,512
683,616,177 673,773,956
4,854,486 6,203,531
5,538,201 5,028,129
2,229,485 2,177,670
10,927,178 10,368,530
4,490,451 4,502,501
2,442,796 1,539,947
714,098,774 703,594,264
400,000 400,000
3,174,352 -
84,213,940 83,159,138
87,788,292 83,559,138

$ 801,887,066 $ 787,153,402




Government Personnel Mutual Life Insurance Company

Statements of Income - Statutory-Basis

Premiums and other revenues:
Premium on life, annuity and accident and health policies
Consideration for supplementary contracts with life contingencies
Net investment income
Amortization of the interest maintenance reserve
Commissions and expense allowances on reinsurance ceded
Miscellanecus income

Total premiums and other revenues

Benefits paid or provided:
Death benefits
Annuity benefits
Surrender benefits
Interest and adjustments on policy or deposit-type contract funds
Payments from supplementary contracts with life contingencies
Other benefits
Increase in policy reserves
Total benefits paid or provided

Insurance expenses:
Commissions
General expenses
Insurance taxes, licenses, and fees
Total insurance expenses
Total benefits paid or provided and insurance expenses

Gain from operations before dividends to policyholders,
income taxes, and net realized capital losses

Dividends to policyholders

Gain from operations before income taxes and net realized capital
losses

Federal income taxes

Gatin from operations before net realized capital losses

Net realized capital losses, net of federal income tax (benefit)
expense (2009 - $(766,369); 2008 - $4,729), and net of amounts
transferred to IMR

Net income (loss)

See accompanying nofes.
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Years Ended December 31

2009 2008

'$ 54,957,813 § 52,662,679
257,423 673,901
42,528,241 44,002,427
696,890 590,957
4,531,021 4,384,119
99,796 58,592

103,071,184

102,372,675

27,005,673 26,481,309
4,739,123 9,279,333
15,477,270 16,964,566
2,706,753 2,732,908
1,228,638 1,391,289
1,546,051 1,911,151
11,181,929 . 4,728.441
63,885,437 63,488,997
5,908,383 6,666,233
17,301,277 17,139,101
1,494,548 1,445,032
24,704,208 25,250,366
88,589,645 88,739,363
14,481,539 13,633,312
(6,704,029)  (6,655.833)
7,771,510 6,977,479
1,916,796 2,669,867
5,860,714 4,307,612
(5,230,348)  (7,445,930)
$ 630366 $  (3,138,318)
5



Government Personnel Mutual Life Insurance Company

Statements of Changes in Surplus - Statutory-Basis

Surplus at beginning of year

Net income (loss)

Change in net unrealized capital gain (loss)

Change in net deferred tax

Change in nonadmitted assets

Change in liability for reinsurance in unauthorized companies
Change in asset valuation reserve

Additional admitted deferred tax asset under SSAP 10R

Net increase (decrease)
Surplus at end of year

See accompanying nofes.
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Years Ended December 31
2009 2008

§ 83,559,138 $ 87,957,371

630,366  (3,138,318)

250,839 (871,718)

640,927 3,401,783
91,233 (4,713,127

85 (41)
(558,648) 923,188
3,174,352 _

4229154  (4,398,.233)

$ 87,788,292 § 83,559,138




Government Personnel Mutual Life Insurance Company

Statements of Cash Flow — Statutory-Basis

Operating activities:

Premiums collected net of reinsurance
Net investment income

Maiscellaneous income

Total

Benefits paid

Commissions, expenses paid and aggrepate write-ins for deductions
Dividends paid to policyholders

Federal income taxes paid, net of tax on capital gains

Total

Net cash provided by operating activities

Investing activities:
Proceeds from investments sold, matured or repaid:
Bonds
Stocks
Mortgage loans
Other proceeds
Total investment proceeds

Cost of investments acquired:
Bonds
Stocks
Mortgage loans
Real estate
Miscellaneous applications
Total investments acquired
Net increase in policy loans
Net cash (used in) provided by investing activities

Financing and miscellaneous activities:
Net deposits on deposit-type contract funds
Other cash provided (applied)

Net cash (used in) miscellaneous activities

Net change in cash and short-term investments
Cash, cash equivalents, and short-term investments:

At beginning of year
At end of year

See accompanying notes.
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Years Ended December 31

2009 2008
$ 55435080 § 53,882,505
43,050,621 42,566,584
4,567,708 4,521,546
103,053,409 100,970,635
51,494,102 54,469,638
24,275,033 24,207,450
6,650,029 6,603,833
1,620,000 2,669,084
84,039,164 87,950,005
19,014,245 13,020,630
103,903,389 120,363,738
1,755,088 1,220,022
15,972,805 18,802,894
63,111 786,473
121,694,393 141,173,127
139,636,431 88,777,974
1,970,265 2,779,187
20,462,500 33,480,000
3,588,754 2,027,479
— 391,091
165,657,950 127,455,731
1,199,810 1,316,113
(45,163,367) 12,401,283
(2,226,743) (2,590,774)
(452,376) (245,521)
(2,679,119) (2,836,295)
(28,828,241) 22,585,618
44,892,848 22,307,230
$ 16,064,607 $ 44,892 848
.



Government Personnel Mutual Life Insurance Company
Notes to Statutory-Basis Financial Statements

Years Ended December 31, 2009 and 2008

1. Nature of Operations and Significant Accounting Policies

Government Personnel Mutual Life Insurance Company (the Company) is domiciled in the state
of Texas. The Company is a mutual life insurance organization specializing in the armed forces,
civil service, and final expense markets. Coverages are also available to the middle-to-upper-
income general civilian market.

Operations are conducted primarily on personal producing and managing general agent plans
through approximately 1,400 general and soliciting agents. The Company is licensed in 48 states
and the District of Columbia. Its primary markets are the states of Texas, South Carolina,
Florida, Virginia, Georgia and North Carolina. The Company is also accredited to solicit sales at
~some overseas military installations. The Company offers a portfolio of the usual forms of
individual permanent, term, flexible premium universal life, and annuity policies, all without a
war clause, Life insurance and annuity plans are available to United States military personnel
and Civil Service employees through a federal allotment plan. Automatic payment plans are
available to the civilian populace. A significant part of new business is issued in the Senior Final
Expense market. The Company is the underwriter for the group association coverages for
members of the Military Benefit Association (MBA). The Company derives substantially all of
its direct group life and group accident and health business from the group policy issued to the
MBA.

Basis of Presentation

The Company’s financial statements are prepared in conformity with accounting practices
prescribed or permitted by the Texas Department of Insurance, whose practices may differ from
U.S. generally accepted accounting principles. The more significant variances from GAAP are as
follows: " ‘

Investments: Investments in bonds are reported at amortized cost or fair value based on their
National Association of Insurance Commissioners (NAIC) rating; for 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 fair value,
with unrealized holding gains and losses reported in operations for those designated as
trading and as a separate component of surplus for those designated as available-for-sale. Fair
value for statutory purposes is based on the price published by the Securities Valuation
Office of the NAIC (SVO), if available, whereas fair value for GAAP is based on quoted
market prices. ‘
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

All single-class and multi-class mortgage-backed/asset-backed securities (e.g., CMOs) are
adjusted for the effects of changes in prepayment assumptions on the related accretion of
discount or amortization of premium-of such securities using the retrospective method. If it is
determined that a decline in fair value is other-than-temporary, the cost basis of the security
is written down to the undiscounted estimated future cash flows. For GAAP purposes, all
securities, purchased or retained, that represent beneficial interests in securitized assets (e.g.,
CMO, CBO, CDO, CLO, MBS, and ABS sccurities), other than high credit quality securities,
are adjusted using the prospective method when there is a change in estimated future cash
flows, If it is determined that a decline in fair value is other-than-temporary, the cost basis of
the security is written down to fair value. If high credit quality securities are adjusted, the
retrospective method is used.

‘Real estate owned and occupied by the Company is included in investments rather than
reported as an operating asset, as under GAAP. Investment income and operating expenses
for statutory reporting include rent for the Company’s occupancy of those properties.

Valuation allowances, if necessary, are established for mortgage loans based on the
difference between the net value of the collateral, determined as the fair value of the
collateral less estimated costs to obtain and sell, and the recorded investment in the mortgage
loan, Under GAAP, such allowances are based on the present value of expected future cash
flows discounted at the loan’s effective interest rate or, if foreclosure is probable, on the
estimated fair value of the collateral.

The initial valuation allowance and subsequent changes in the allowance for mortgage loans
are charged or credited directly to unassigned surplus rather than included as a component of
earnings, as would be required under GAAP. .

Changes in investment admitted asset carrying amounts are credited or charged directly to
unassigned surplus.

Valuation Reserves: Under a formula prescribed by the NAIC, the Company defers the
portion of realized capital gains and losses on sales of fixed-income investments attributable
to changes in the general level of interest rates and amortizes those deferrals over the
remaining period to maturity based on groupings of individual securities sold in five-year
bands. That net deferral is reported as the interest maintenance reserve (IMR) in

1005-1161007 9



Govermnment Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

the accompanying balance sheets. Realized capital gains and losses are reported in income,
net of federal income tax and transfers to the IMR. Under GAAP, realized capital gains and
losses would be reported in the income statement on a pretax basis in the period that the
assets giving rise to the gains or losses are sold.

The asset valuation reserve (AVR) provides a valuation allowance for invested assets. The
AVR is determined by an NAIC-prescribed formula, with changes reflected directly to
unassigned surplus; AVR is not recognized for GAAP.

Policy Acquisition Costs: The costs of acquiring and renewing business are expensed when
incurred. Under GAAP, acquisition costs related to traditional life insurance and certain iong-
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 from future gross
profits, deferred policy acquisition costs are amortized generally in proportion to the present
value of expected gross profits from surrender charges and investment, mortality, and
expense margins.

Nonadmitted Assets: Certain assets designated as “nonadmitted,” principally agents’
balances, furniture and equipment, and other assets not specifically identified as an admitted
asset within the NAIC Accounting Practices and Procedures Manual, are excluded from the
accompanying balance sheets and charged directly to unassigned surplus. Under GAAP, such
assets are included in the balance sheet to the extent that those assets are not impaired.

Universal Life and Annuity Policies: Revenues for universal life and annuity policies with
mortality or morbidity risk consist of the entire premium received, and benefits incurred
represent the total of death benefits paid, surrender benefits paid and the change in policy
reserves, Proceeds received for annuity policies without mortality or morbidity risk 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 account
values.

1005-1161007 10



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Benefit Reserves: Certain policy reserves are calculated. based on statutorily required interest -
and mortality assumptions rather than on estimated expected experience or actual account
balances, as would be required under GAAP.

Reinsurance: Policy and contract liabilities ceded to reinsurers have been reported as
reductions of the related reserves rather than as assets, as would be required under GAAP.
Commissions allowed by reinsurers on business ceded are reported as income when incurred
rather than being deferred and amortized with deferred policy acquisition costs, as would be
required under GAAP. In addition, liability for reinsurance balances has been provided for
unsecured policy reserves ceded to reinsurers not authorized to assume such business.
Changes to the liability are credited or charged directly to unassigned surplus. Under GAAP,
an allowance for amounts deemed uncollectible would be established through a charge to
earnings.

Employee Benefits: For purposes of calculating the Company’s postretirement and
postemployment benefit obligations, only vested participants and current retirees are
included in the valuation. Under GAAP, active participants not currently eligible would also
be included.

Deferred Income Taxes: Under SSAP No. 10, deferred tax assets (DTAs) are limited to 1) the
amount of federal income taxes paid in prior years that can be recovered through loss
carrybacks for existing temporary differences that reverse by the end of the subsequent
calendar year, plus 2} the lesser of the remaining gross deferred tax assets expected to be
realized within one year of the balance sheet date or 10% of surplus excluding any net
deferred tax assets, and EDP equipment and operating software, plus 3) the amount of
remaining gross deferred tax assets that can be offset against existing gross deferred tax
liabilities. The remaining deferred tax assets are nonadmitted. Effective December 31, 2009,
a Temporary Replacement of SSAP No. 10 SSAP No. 10R modified the computation of
admitted deferred taxes. If a company’s risk-based capital level is above a certain threshold,
the prescribed time frame for expected realization of DTAs is three years and the prescribed
percentage of surplus is 15%. Also beginning in 2009, only adjusted gross DTAs that are
more likely than not to be realized are considered in determining admitted DTAs. The
character (capital or ordinary) is required to be considered in the admitted asset

. determination. Deferred taxes do not include amounts for state taxes. Under GAAP, state
income taxes are included in the computation of deferred taxes, a deferred tax asset is
recorded for the amount of gross deferred tax assets expected to be realized in future years
and a valuatton allowance is established for deferred tax assets not realizable.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Policyholder Dividends: Policyholder dividends are recognized when declared rather than
over the term of the related policies. Dividends are determined annually by the Company’s
Board of Directors. Individual ordinary life participating premium approximates 84% of the
Company’s ordinary life insurance collected premiums.

The effects of the foregoing variances from GAAP on the accompanying statutory-basis financial
statements have not been determined, but are presumed to be material.

Other significant accounting practices are as follows:

Investments

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

Bonds are stated at amortized cost or, for certain bonds, at fair value as determined by the
SVO, with related unrealized capital gains/losses reported in unassigned surplus, net of
federal income tax.

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 broker dealer
survey values 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.

Redeemable preferred stocks are reported at cost or amortized cost as determined by the
SVO.

Common stocks are reported at fair value as determined by the SVO, and the related
unrealized capital gains or (losses) are reported in unassigned surplus, net of federal income
taxes.

There are no restrictions on common or preferred stock.

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.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Cash equivalents are short-term highly liquid investments with original maturities of three
months or less at time of acquisition and are principally stated at amortized cost. '

Mortgage loans are reported at unpaid principal balances, less an allowance for impairment as
needed. 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 to the contractual terms of the mortgage agreement. When management
determines foreclosure is probable, the impairment is other-than-temporary; the mortgage loan is
written down to a realizable value and a realized loss is recognized.

Land is reported at cost. Real estate occupied by the Company and real estate held for the
production of income are reported at depreciated cost, with depreciation calculated on a straight-
line basis over the estimated useful lives of the properties.

Policy loans are reported at their unpaid principal balance.

Realized capital gains and losses are determined using the specific identification basis. Changes
in admitted asset carrying amounts of bonds, mortgage loans, policy loans, common and
preferred stocks are credited or charged directly to unassigned surplus.

Market Segment Concentrations

The Company has $126,357,062 in corporate bonds of banks, insurance and finance related
corporations. In the event of a severe market event in this segment, the Company could lose a
material amount in these investments. At year-end, there was an unrealized loss of $4,789,024 on
this exposure to the financial industry.

Furniture and Equipment

The Company’s electronic data processing equipment and operating software are reported at
cost, less accumulated depreciation. Depreciation is provided in amounts sufficient to charge the
cost of electronic processing equipment and operating software to operations over the lesser of
their estimated service lives or three years on a straight-line basis. Nonoperating software is
depreciated on a straight-line basis over the lesser of its useful life or five years. Other furniture
and equipment are depreciated on a straight-line basis over the lesser of their estimated service
lives or five years. Depreciation and amortization expense charged to operations was $386,583
for 2009 and $391,878 for 2008.
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Govermnment Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Premiums

Life and accident and health premiums are recognized as revenue when due. Premiums for
annuity policies with mortality and morbidity risk are also recognized as revenue when due.
Premiums received for annuity policies without mortality or morbidity risk and for group annuity
contracts are recorded using deposit accounting.

Benefit 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 that will provide, in the aggregate, reserves that are greater than the minimum required
by the Texas Department of Insurance.

The Company waives deduction of deferred fractional premiums upon the death of insureds and
refunds any premium beyond the month of death. Surrender values on policies do not exceed the
corresponding benefit reserves. Extra premiums are charged for substandard lives plus the gross
premium for the true age. The mean reserve method is used to adjust the calculated terminal
reserve to the appropriate reserve at December 31. Mean reserves are determined by computing
the regular mean reserve for the plan at the true age and holding, in addition, one-half of the
extra premium charge for the year. An asset is recorded for deferred premiums net of loading to
adjust the reserve for modal premium payments. Additional reserves are established when the
results of cash flow testing under various interest rate scenarios indicate the need for such
reserves. There has been no need for such reserves.

As of December 31, 2009 and 2008, reserves of $1,643,030 and $2,049,210, respectively, were
recorded on in-force amounts of $106,445,424 and $144,164,059, respectively, for which gross
premiums are less than the net premiums according to the standard of valuation required by the
Texas Department of Insurance.

The tabular interest, tabular cost less actual reserve released and tabular cost have been
determined by formula. For determination of tabular interest on funds not involving life
contingencies, the tabular interest is actual interest credited or due on the accounts for the
valuation year.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Deposit-Type Contracts

Deposit-type contracts consist primarily of dividend accumulations, premium deposits, and
supplemental contracts not involving life contingencies and annuities certain. Premium deposits
relate primarily to the MBA group business. Deposit-type contracts are increased and decreased
according to the deposits and withdrawals, respectively, of the applicable policyholders, as well
as by retrospectively rated credits and debits for favorable and unfavorable, respectively,
underwriting and investment experience of the MBA business.

Unpaid Claims

The liability for unpaid policy and contract claims represents the estimate of the ultimate net cost
of all reported and unreported claims incurred through year-end. The liability is estimated using
individual case-basis valuations and Company history. Those estimates are subject to the effects
of trends in claim severity and frequency. Although considerable variability is inherent in such
estimates, management believes that the reserve for unpaid claims is adequate. The estimates are
continually reviewed and adjusted as necessary as experience develops or new information
becomes known; such adjustments are included in current operations.

Reinsurance

Reinsurance premiums and benefits paid or provided are accounted for on a basis consistent with
those used in accounting for the original policies issued and the terms of the reinsurance
contracts.

Guaranty Fund Assessments

Guaranty fund assessments are accrued when the Company receives notice or other information
that a reasonably estimable amount is or 1s likely to be payable to a guaranty fund.

Use of Estimates
The preparation of statutory-basis financial statements requires management to make estimates
and assumptions that affect amounts reported in the financial 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.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Reclassifications

If necessary, certain 2008 amounts in the Company’s statutory-basis financial statements have
been reclassified to conform to the 2009 financial statement presentation.

2. Investments

Bonds: The amortized cost and the fair value of investments in bonds are summarized as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
At December 31, 2009
U.S. Government and agencies $ 85,791,050 $ 2,536,285 § (866,411} $ 87,460,924
State and political subdivisions 69,974,183 472,428 (4,283,039) 66,163,572
Corporate securities 349,042,070 13,100,113 {12,418,692) 349,723,491
Mortgage-backed securities 27,052,333 1,246,764 (54,471) 28,244,626
Total bonds $ 531,859,636 $ 17,355,590 § (17,622,613} $ 531,592,613
At December 31, 2008
U.S. Government and agencies § 97,244,124 § 5,534,838 % (337,809) § 102,441,153
State and political subdivisions 25,981,831 118,769 {2,843,729) 23,256,971
Corporate securitics 350,159,714 4,574,502 (49,933,166) 304,801,050
Mortgage-backed securities 27,323,432 808,200 (189,162) 27,942,470
Total bonds $ 500,709,201 $ 11,036,309 § (53,303,866) § 458,441,644

The following table shows gross unrealized losses and fair values of fixed maturities, aggregated
by investment category and length of time that individual securities have been in a continuous
unrealized loss position.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

December 31, 2009

U.S. Government and agencies
State and political subdivisions
Corporate securities
Mortgage-backed securities
Total bonds

December 31, 2008

U.S. Government and agencies
State and political subdivisions
Corporate securities
Montgage-backed securities
Total bonds

Less than 12 months 12 months or more Total
Gross Gross Gross
Unrealized Unrealized Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses
£ 35,606,309 § (760,023) $ 3,801,860 % (106,388) § 39,408,169 S (866,411}
37,662,771 (1,708,148) 16,654,349 (2,574,891 54,317,120 {4,283,039)
6,913,655 (110,057) 111,177,051 (12,308,635) 118,090,706 (12,418,692}
448,27% (314) 913,330 (54,157) 1,361,609 . (54,471

$ 80,631,014

$  (2,578,542) § 132,546,590 § (15,044,071) § 213177604 § (17,622,613)

$ 9353675 $  (117222) $ 6627214 § (220,587) $ 15980889 §  (337.809)
10,994,480 (1,230,097) 6,297,567 (1,613.632) 17.292,047 (2.843.729)
93,152,898 (12,116,380) 129459475 (37,816,786) 222,612,373 (49,933.166)

- 773,680 {189,162) 773,680 (189,163)

§ 113,501,053

$ (13,463,699) F 143,157,936 § (39,840,167) 3§ 256,658,989 § (53,303,866)

A summary of the amortized cost and fair value of the Company’s investments in bonds at
December 31, 2009 by contractual maturity, is as follows:

Years to maturity:
One or less

After one through five
After five through ten

After ten

Mortgage-backed securities

Total

1003-1161007

Amortized Fair
Cost Value

$ 17,590,691 §$ 18,033,328
126,594,843 132,040,152
121,822,947 123,685,722
238,798,822 229,588,785
27,052,333 28,244,626

$ 531,859,636 § 531,592,613
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Govermment Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

The actual maturities may differ from the contractual maturities in the foregoing table because
certain borrowers have the right to call or prepay obligations with or without call or prepayment
penalties.

Proceeds from sales of investments in bonds during 2009 and 2008 were $16,127,960 and
$41,978,071, respectively; gross gains of $1,539,818 and $1,320,359 and gross losses of $31,439
and $270,945 were realized on those sales, respectively.

At December 31, 2009, bonds with an admitted asset value of $7,151,425 were on deposit with
state insurance departments to satisfy regulatory requirements.

Stocks: Unrealized gains and losses on investments in common stocks are reported directly in
unassigned surplus and do not affect operations.

The cost and fair value of investments in preferred stocks and common stocks are summarized as
follows:

Gross Gross
Unrealized Unrealized Fair
Cost Gains Losses Value
At December 31, 2009
Preferred stocks $2,009600 $ 17,500  $ (245,400) $ 1,781,700
Common stocks $3578,496 $ 260,760 $ (271,882) § 3,567,374
At December 31, 2008
Preferred stocks $3,052,805 § — §(1,047,905) $ 2,004,900
Common stocks $2451,838 8§ 119,674 § (443,374) $2,128,138
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

The following table shows grbss unrealized losses and fair values of preferred and common
stocks, aggregated by investment category and length of time that individual securities have been
in a continuous unrealized loss position:

Less than 12 Months 12 months or more Total
Gross Gross Cross
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses
December 31,2009 ‘
Stocks:;
Preferred stocks s - 3 - 5 1,264,200 % (245,400) 3% 1,264,200 § (245,400)
Common stocks 1,274,950 {79,984) 776,062 (191,898) 2,051,012 (271,882)
Total b 1,274,950 § (79.984) § 2,040,262 §$ (437,298) § 3315212 % (517,282)
December 31,2008
Stocks:
Preferred stocks $ 1,576,100 § (976,705) §$ 428800 § (71,200y $ 2,004,900 % {1.047,905)
Common stocks 1,243,480 (443,374) - - 1,243,480 (443,374)
Total 3 2,819850 % {1,420,079) $ 428,800 % (71,200) % 3,248,380 § (1,491,279)

Mortgage Loans: During 2009, the minimum and maximum lending rates for mortgage loans
were 6.625% and 7.5%, respectively. At the issuance of a loan, the percentage of loan to value
on any one loan does not exceed 75%. Fire insurance is required on all properties covered by
mortgage loans at least equal to the excess of each loan over the maximum loan that would be
permitted by law on the land without the buildings. At December 31, 2009 and 2008, the
Company held one mortgage with a carrying value of $0 and $3,456,556, respectively, with
interest overdue beyond 180 days. There was $0 and $508,034 in nonadmitted interest or
principal at December 31, 2009 and 2008. The Company foreclosed on this mortgage during
2009.

At December 31, 2009 and 2008, taxes, assessments and amounts advanced not included in the

mortgage loan total were $21,573 and $28,151, respectively. At December 31, 2009, none of the
Company’s investments in mortgage loans were subject to prior liens.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements {continued)

2. Investments (continued)

The Company’s investments in mortgage loans all involve commercial real estate. At
December 31, 2009, all such mortgages involve properties located in the states of Texas,
Arizona, Utah, New Mexico, Colorado and Nevada. Such investments consist of first mortgage
liens on completed income-producing properties; at December 31, 2009, the mortgage
outstanding on any individual property did not exceed $4,000,000.

The total recorded investment in restructured loans at December 31, 2009 and 2008, was
$4,339,848 and $4,356,972, respectively. There were no realized capital losses related to these
loans. There were no contractual commitments to extend credit to debtors owing receivables
whose terms have been modified in troubled debt restructurings. The Company accrues interest
income on impaired loans to the extent deemed collectible and the loan continues to perform
under its original or restructured contractual terms. Interest income on nonperforming loans
generally is recognized on an accrual basis to the extent deemed collectible. '

The Company held no impaired mortgages at any time during 2008 and recorded no income on
impaired mortgages during that year.

Real Estate: Properties held for the production of income represent two condominiums
purchased for the use of Company employees, two properties adjacent to the Home Office
property and one foreclosed property.

During 2008, the Company added one investment property to its real estate investments. The
property is adjacent to the Home Office Building and expands the Company’s holdings to the
entire corner of Starcrest and Loop 410.

The property acquired through foreclosure in 2009 was initially classified as held-for-sale. Upon

review of the existing market conditions, the Company chose to hold and improve the property
and has reclassified the holding as investment property.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments {(continued)
Net Investment Income: Net investment income consists of the following:

Years Ended December 31

2009 2008
Income:
Bonds $ 31,108,823 $§ 31,307,075
Preferred stocks 169,526 590,638
Common stocks 59,579 150,428
Mortgage loans 7,813,421 8,015,668
Real estate!" 963,172 787,470
Policy loans : 4,742,875 - 4,603,398
Short-term investments and cash 201,472 517,261
Other 5,247 272,098
Total investment income 45,064,115 46,244 036
Expenses:
Real estate operating and maintenance 894,885 760,503
Real estate taxes ' 180,996 115,091
Depreciation 340,151 265,098
Other ' 1,119,842 1,100,917
Total investment expenses 2,535,874 2,241,609
Net investment income : $ 42,528,241 $ 44,002,427

MReal estate: Includes $633,842 in 2009 and $637,341 in 2008 for the Company’s occupancy of
its own building.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Realized Capital Gains (Losses): Realized capital gains (losses) are reported net of federal
income taxes and amounts transferred to the IMR as follows:

2009 2008
Realized capital losses $ (4,959,080) § (6,304,842)
Less amount transferred to IMR (net of related taxes of
$352,797 in 2009 and $386,362 in 2008) 684,840 749,997

(5,643,920) (7,054,839)

Less federal income tax (benefit) expense on realized
capital (losses) gains (413,572) 391,091
Net realized capital losses $ (5,230,348) § (7,445,930)

Securities Lending: To realize additional income, the Company has in place a Securities Lending
Agreement with Frost National Bank. The agreement allows Frost National Bank to lend the
securities of the Company in a manner that is transparent to the Company. Frost National Bank
performs all of the functions involved in lending securities and pays the Company 60% of ail
earnings made by Frost National Bank. The amount earned from securities lending during 2009
and 2008 was $0 and $107,387, respectively. Under the agreement, the Company establishes the
limits on the amount that Frost National Bank may lend in total, not to exceed 40% of assets. The
Company has full control of its assets and may sell any bond without prior approval from Frost
National Bank. Frost National Bank posts a sell to the Company, whether the loaned security has
been returned to it or not, and indemnifies the Company against any loss arising from the
Securities Lending Program. The Company suspended the Securities Lending Agreement during
the fourth quarter of 2008 and had no securities loaned at year-end 2008 nor at any time during
2009.

Asset Impairments — Other-Than-Temporary: Management regularly reviews the value of the
Company’s investments. If the value of any investment falls below its cost basis, the decline is
analyzed to detcrmine whether it is an other-than-temporary decline in value. To make this
determination for each security, the following is considered:

*+ How long and by how much the fair value has been below its cost;

+ The financial condition and near-term prospects of the issuer of the security, including
any specific events that may affect its operations or earnings potential;
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements {continued)

2. Investments (continued)

» Management’s intent to hold the security long enough for it to recover its value;
+  Any downgrades of the security by a rating agency;

* Any reduction or elimination of dividends, or nonpayment of scheduled interest
payments; and

+ The impact interest rates have had on the value of the security.

Bonds: During 2009, the Company recorded losses of $6,740,363 on five bonds considered to be
impaired. Details of those that are loan-backed securities are shown below. A loss of $7,246,981
was recorded on four bonds in 2008.

Loan Backed Securities: The Company held three Collateralized Debt Obligations for which the
present value of the cash flows expected to be collected is less than the amortized cost basis of
the security. .

None of the bonds are held with the intent to sell nor with the inability or lack of intent to retain
the investment for a period of time sufficient to recover the amortized cost basis.

Held securities with a recognized other-than-temporary impairment, as the present value of cash
flows expected to be collected is less than the amortized cost basis of the securities:

b. Current
a. Pre-OTTI year d. Post-OTTI
amortized OTTI c. Fair amortized
Description cost basis realized Value cost basis
ALESCO Pref Fdg,Ltd. $ 1,016,500 $ 457,425 § 169,756 $ 559,075
ALESCO Pref Fdg,Ltd. : 2,000,000 1,983,200 16,800 16,800
Trapeza CDO LLC 2,147,970 2,105,019 21,476 42,556

Totals $5,164,470 §$4,545644 § 208,032 § 618,431
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

The following bonds have fair values below the amortized cost of the bonds for which an
interest-related impairment remains. Other-than-temporary impairments have been recognized
for non-interest-related declines. All of the bonds have been in a continuous unrealized loss
positions for more than 12 months.

a. Unrealized

Description Loss b. Fair Value
ALESCO Pref FDG. Ltd. $ 389320 $ 169,756
Trapeza CDO LLC 21,476 21,476
Totals : § 410,796 § 191,232

The Company reviewed the cash flows of impaired loan-backed bonds and determined that the
present values of the cash flows were less than the amortized cost of the bonds. Based on this
determination and the fact that the Company had no intent to sell the bonds and did not lack the
ability to hold the bonds until the cash flows were received, the Company impaired the bonds to
the present value of the projected cash flows. The Company considers the probable return of
principal in a bond, the ability of the Company to hold the bond until the fair value can reach the
amortized book value, and whether the borrower has filed bankruptcy in concluding that a bond
should be other-than-temporarily impaired.

There were no bonds held by the Company where it was not practicable to estimate fair value.
All bonds and stocks that have a fair value below 80% of amortized book value are reviewed
quarterly.

Stocks: Two common stocks were impaired during 2009. The stocks have seen significant
declines in value in 2009 because of the subprime crisis and the recession. The Company
recorded a realized loss of $171,108 based on the fair value obtained from the NAIC SVO.and
verified to the fair value obtained from Frost National Bank.

During 2008, a realized loss of $208,130 was recorded for six common stocks that were
considered to be impaired.

Mortgages: During 2009 and 2008, the Company had no mortgage loans that were considered to
be other-than-temporarily impaired.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Real Estate: During 2009, the Company foreclosed on a mortgage loan considered to be
adequately collateralized. Subsequent to foreclosure, an impairment of $269,860 was recorded
on the property, which was classified as investment property.

3. Fair Values

The following methods and assumptions were used by the Company in estimating the fair value
disclosures for financial instruments in the accompanying financial statements:

Cash, Short-Term Investments, Policy Loans, and Receivables for Securities: The carrying
amounts reported in the accompanying statutory-basis balance sheets for these financial
instruments approximate their fair values.

Investment Securities: The fair values for fixed-maturity securities are based on unit prices
prescribed by the SVO or, in the absence of SVO unit prices or when amortized cost is used
by the SVO as the unit price, quoted market prices by other third-party organizations. The
fair value of mortgage-backed securities is based on quoted market prices by third-party
organizations. The fair values for equity securities are based on fair values prescribed by the
SVO.

Mortgage Loans: The fair values for mortgage loans are estimated using weighted average
maturity analyses, using interest rates currently being offered for similar loans to borrowers
with similar credit ratings. Loans with similar characteristics are aggregated for purposes of
the calculations.

Investment Contracts: The fair values for the Company’s liabilities under investment-type
insurance contracts are estimated using discounted cash flow calculations, based on interest
rates currently being offered for similar contracts with maturities consistent with those
remaining for the contracts being valued.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

3. Fair Values (continued)

The carrying amounts and fair values of the Company’s financial instruments at December 31
were as follows:

2009 2008

Carrying Fair Carrying Fair

Amount Value Amount Value
Bonds $ 531,859,636 $ 531,592,613 $ 500,709,201 § 458,441,644
Preferred stocks 2,009,600 1,781,700 3,052,805 2,004,900
Common stocks 3,567,374 3,567,374 2,128,138 2,128,138
Mortgage loans 127,023,286 129,801,285 122,398,492 125,624,917
Policy loans 74,344,102 74,344,102 73,150,353 73,150,353
Short-term investments 12,006,665 12,006,665 36,988,264 36,988,264
Cash 4,057,942 4,057,942 6,905,662 6,905,662
Cash equivalents - - 998,922 998,922
Receivables for securities 19,688 19,688 82,799 82,799

The carrying amounts and fair values of the Company’s labilities for investment-type insurance
contracts at December 31 were as follows:

2009 2008
Carrying Fair Carrying Fair
Amount Value Amount Value
Individual annuities $ 77,515,431 § 76,967,396 § 73,835,043 § 73,444,094

Supplemental contracts not
involving life contingencies 17,953,287 18,421,449 18,360.318 18,907,061

The fair values for the Company’s insurance contracts other than investment contracts are not
required to be disclosed. However, the fair values of liabilities under all insurance contracts are
taken into consideration in the Company’s overall management of interest rate risk, such that the
Company’s exposure to changing interest rates is minimized through the matching of investment
maturities with amounts due under insurance contracts.

©1005-1161007 26




Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

4. Remnsurance

Certain premiums and benefits are assumed from and ceded 1o other insurance companies under
various reinsurance agreements. The ceded reinsurance agreements provide the Company with
increased capacity to write larger risks. The Company remains obligated for amounts ceded in
the event that the reinsurers do not meet their obligations.

Amounts payable or recoverable for reinsurance on policy and contract liabilities are not subject
to periodic or maximum limits. The Company has $1,319,745 of amounts recoverable on paid
losses and commissions and expense allowances due from a single reinsurer. This amount does
not exceed 3% of the Company’s total surplus at December 31, 2009.

The Company has entered into a reinsurance agreement in which the reinsurer may unilaterally
cancel any reinsurance for reasons other than nonpayment of premiums or other similar credits.
The total amount of reinsurance credits taken for this agreement at December 31, 2009 and 2008
was $21,080,081 and $19,191,819, respectively.

The Company does not have any reinsurance agreements in effect in which the amount of losses
paid or accrued through December 31, 2009, would result in a payment to the reinsurer of
amounts that, in the aggregate and allowing for offset of mutual credits from other insurance
agreements with the same reinsurer, exceed the total direct premiums collected under the
reinsured policies.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

4. Reinsurance (continued)

The amounts related to the Company’s ceded and assumed reinsurance arrangements for life
insurance are summarized as follows:

Ceded to  Assumed From
Other Other
Companies Companies

2009
Premiums for the year ended December 31 $ 17,654,198 § 1,184,541
Benefits paid or provided for the year ended

December 31 10,744,259 1,054,561
Credit taken against policy and contract liabilities at .

December 31 35,994,560 -
2008
Premiums for the year ended December 31 $ 18,132,932 § 1,940,435
Benefits paid or provided for the year ended

December 31 13,132,765 1,509,615
Credit taken against policy and contract liabilities at

December 31 32,707,836 -

During 2004 and 2005, the Company entered into agreements with two insurance companies for
the co-insurance of three blocks of business. The form of the agreement is 100% indemnity
co-insurance, with formal assumption to be accomplished after state approvals are secured.
During 2006, the Company began the process of assumption of the business by submitting
requests for approval to selected states. The Company has completed the assumption reinsurance
for numerous states as approval was received. Assumption reinsurance of the business will
continue as approval is received from other states and policyholders.

At December 31, 2008, the Company entered into an agreement to reinsure 35% of an in-force
block of policies on a yearly renewable term basis and 26.5% of another in-force block on a
co-insurance basis. The transaction covered 7,060 policies with $79,585,842 of insurance in
force and $928,659 in reserves as of that date.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

5. Retrospectively Rated Contracts

In October 2001, the Company became the group carrier for the MBA, a nonprofit association of
military and Civil Service personnel. Group term life and health policies were issued to the
MBA. These policies can be terminated on anniversary with notice. Members of the MBA field
of membership are eligible to apply for group term life coverage or group TRICARE supplement
insurance. Life coverage is individually underwritten. Coverage from the prior carrier was
continued in the new group policies. The contract with the MBA requires that the MBA maintain
a premium stabilization fund (PSF) with the Company. The group is expenience-rated, and the
PSF will increase or decrease depending on the experience for the year. Interest is credited at the
end of each fiscal year. A refund to members is considered annually and is paid at various levels
when considered appropriate. The PSF level is currently well in excess of a reserve that would be
required for group term life, as such, no additional reserves are held. The PSF is held as a deposit
reserve. Claim reserves are held separately for both life and health claims.

The Company estimates accrued retrospective premium adjustments for its group association life
and health insurance business using the refund calculation specified in the agreement with the
association and records them as an adjustment to earned premium. The amount of net premiums
collected by the Company at December 31, 2009, that are subject to retrospective rating features
was $5,265,247 in group life and $1,205,451 in group health. The net premiums represent 99%
of the group life and 100% of the group health premiums collected. No other net premiums are
subject to retrospective rating features.

The full balance of retrospective premium adjustments is admitted and considered collectible.

6. Federal Income Taxes

Income before federal income taxes differs from taxable income principally due to the
differences in timing for recognizing accrual of market discounts on bonds, deferred
compensation, and policyholder dividends; dividends-received tax deductions; policy acquisition
costs; interest maintenance reserve; and differences in reserves for policy and contract liabilities
for tax and financial reporting purposes.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The components of the net deferred tax assets (DTAs) and deferred tax liabilities (DTLs) for the
year ended December 31 are as follows:

2009 2009 2009 2008
Ordinary Capital Total Total
Gross deferred tax asset $ 19,180,692 $ 4,589,195 § 23,769,887 § 23,366,341
Adjusted gross deferred tax :
asset 19,180,692 4,589,195 23,769,887 23,366,341
Deferred tax liability 4,270,524 33,831 4,304,355 4,412 515
Net deferred tax asset
(liability) 14,910,168 4,555,364 19,465,532 18,953,826
Nonadmitted deferred tax
asset 3,151,370 4,555,364 7,706,734 10,570,191
Net deferred tax asset
admitted $ 11,758,798 $ - § 11,758,798 § 8,383,635
Increase (decrease) in deferred
tax asset nonadmitted $ (2,863,457) § 3,925,910

The Company has elected to admit deferred tax assets pursuant to paragraph 10.e of SSAP 10R.
The financial statements for December 31, 2009, reflect the first time SSAP 10R has been
utilized. '
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The Company’s admitted adjusted gross deferred tax assets under both SSAP 10 and SSAP 10R
are as follows:

SSAP 10 SSAP 10R Difference

Ordinary $ 12,854970 3 16,029322 § 3,174,352
Capital 33,831 . 33,831 -
Total $ 12,888,801 § 16,063,153 § 3,174,352

The admitted deferred tax asset is comprised of the following:

SSAP 10 Ordinary Capital Total

Federal tax paid in carryback years (10.a) 3 7821364 § - § 7,821,364
Lesser of: ‘
Deferred taxes expecied to be realized within 1 year (10.b.1) 763,082 — 763,082
10% of statutory capital of previously filed statement {10.b.i)
Amount of gross DTA’s that can be offset against DTL’s (10.¢) 4,276,524 33,831 4,304,355
Admitted deferred tax asset — SSAP 10 3 12,854,970 % 33,831 § 12,888,801

SSAP 10R -Ordinary Capital Total
Federal tax paid in carryback years (10.e.i) $ 7821364 $ - § 7,821,364
Lesser of:
Deferred taxes expected to be realized within 3 years (10.e.ii(a)) 3,937,434 - 3,937,434
15% of statutory capital of previously fited statement (10.c.ii(b))
Amount of gross DTA’s that can be offset against DTL’s (10.¢.iii) 4,270,524 33,831 4,304,355
Admitted deferred tax asset — SSAP 10R $ 16,029,322 % 33,831 $ 16,063,153

1005-1161067 31



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The risk-based capital level for the test in paragraph 10.d of SSAP 10R is based on the
following:

SSAP 10 SSAP 10R Difference

Admitted deferred tax assets $ 12,888,801 § 16,063,153 § 3,174,352
Admittgd assets 798,712,714 801,887,066 3,174,352
Statutory surplus 34,613,940 87,788,292 3,174,352
Total adjusted capital in the risk-based

capital calculation $ 102,065,470
Authorized control level of risk-based

capital 3 8,286,378
Applicable % for application of SSAP 10R 1232%

Unrecognized deferred tax liabilities: None

Current income taxes incurred consist of the following major components:

2009 2008
Federa! income tax on operations ' $ 1,916,796 § 2,669,867
Federal income tax on net Realized capital gains/(losses) (413,572) 391,091
Current federal income taxes incurred (benefit) $ 1,503,224 § 3,060,958
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The major components of the deferred tax amounts are as follows:

Deferred tax assets:
Reserves
Proxy DAC
Dividends Apportioned for Payment
Accrued Deferred Compensation
Other-Than-Temporary Impairments
Unrealized Capital Losses

Postretirement benefits and other general expenses

Other
Total deferred tax assets
Deferred tax assets nonadmitted
Admitted deferred tax assets

Deferred tax liabilities:
Depreciable assets
Deferred and Uncollected Premiums
Market discount
Reserve change
Other
Total deferred tax liabilities
Net admitted deferred tax assets

1005-1161007

2009 2008
$ 7,869,534 $ 8,326,772
4,577,488 4,699,115
2,278,000 2,261,000
1,762,426 2,240,138
4,331,780 3,080,494
144,038 273,258
1,150,410 959,618
1,656,211 1,525,946
23,769,887  $23,366,341
7,706,733 10,570,191
16,063,154 12,796,150
89,119 124,489
3,180,196 3,260,630
640,415 859,679
54,442 59,289
340,183 108,428
4,304,355 4,412,515
$ 11,758,799 $ 8,383,635
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

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

2009 2008 Change

Total gross deferred tax assets $ 23,769,887 § 23,366,340 § 403,547
Total gross deferred tax liabilities 4,304,355 4,412,515 (108,160)
Net deferred tax asset (including

unrealized capital gains) 19,465,532 18,953,8265 511,707
Deferred tax on change in net

unrealized capital gains 129,220
Change in net deferred income tax

(excluding unrealized capital gains) $ 640,927

Reconciliation of Federal Income Tax Rate to Actual Effective Rate

The significant items causing a difference between the statutory federal income tax rate and the
Company’s effective income tax rate are as follows:

. Effective Tax
2009 Rate

Provision computed at statutory rate $ 958,267 34.00%
Amortization of Interest Maintenance Reserve (236,943) (8.41)%
Nondeductible items 10,071 0.36%
Change in Nonadmitted Assets 136,723 4.85%
Prior Year True-Up (9,085) (0.32)%
Other 3,262 0.12%
Total effective tax $ 862,297 30.6%
Federal and foreign income taxes incurred $ 1,503,224 53.34%
Change in net deferred income taxes (640,927) (22.74)%
Total statutory income taxes $ 862,297 30.6%
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The Company does not have any operating loss or tax credit carryforwards available for tax
purposes. Federal taxes available for recovery in the event of the carryback of future operations
loss deductions are as follows:

Ordinary Capital Total
2009 ' $ 1,802,802 § - $1,802.802
2008 $2,592243 $ 350,620 $ 2,942,863
2007 $3,426319 $ —  $3,426319

7. Surplus

Unassigned surplus funds were earned by the participating policyholders. There are no
restrictions on the unassigned surplus.

Life/health insurance companies are subject to certain risk-based capital (RBC) requirements as
specified by the NAIC. Under those requirements, the amount of surplus to be maintained by a
life/health insurance company is to be determined based on the various risk factors related to it.
At December 31, 2009 and 2008, the Company exceeded the RBC requirements.

The main components of the change in nonadmitted assets are as follows:

2009 2008 Change

Fumiture and equipment $ 291,845 § 454389 § (162,544)
Nonoperating software 510,114 589,702 (79,588)
Miscellaneous receivables and deposits - 479,592 505,595 (26,003)
Agent balances 1,674,334 1,306,354 367,980
Policy loans and investment income due 10,061 512,034 (501,973)
Deferred tax assets 7,706,734 10,570,191 (2,863,457)
$ 10,672,680 $ 13,938265 (3,265,585)

Change as result of SSAP 10R adoption 3,174,352
$ 91,233
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

7. Surplus (continued)

The Company elected to admit deferred tax assets pursuant to paragraph 10.e of SSAP 10R in
the amount of $3,174,352. The financial statements for December 31, 2009, reflect the first time
SSAP 10R has been utilized. '

8. Leases

The Company leases office equipment under various noncancelable operating lease agreements
that expire at various intervals through 2014, Rental expense was approximately $240,000 and
$227,700 during 2009 and 2008, respectively. At January 1, 2010, future minimum payments
under noncancelable leases are as follows (in thousands):

2010 $ 117
2011 102
2012 , 94
2013 ' 65
2014 14

$ 392

9. Commitments and Contingencies

The Company is named as a defendant in various legal actions arising principally from claims
made under life insurance policies. Those actions are considered by the Company in estimating
the policy and contract liabilities. The Company’s management believes that the resolution of
those actions will not have a material effect on the Company’s financial position or results of
operations.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

10. Annuity Reserves

At December 31, 2009 and 2008, the Company’s annuity reserves and deposit fund liabilities
that were subject to discretionary withdrawal (with adjustment), subject to discrctionary
withdrawal (without adjustment) and not subject to discretionary withdrawal provisions are
summarized as follows:

At December 31, 2009

Amount Percent
Subject to discretionary withdrawal (with adjustment):
(1) With market value adjustment h) - - =%
(2) At book value less current surrender charge of 5% or
more 12,191,908 7.26
(3) At market value - —
(4) Total with adjustment or at market value 12,191,908 7.26
(5) At book value without adjustment (minimal or no charge
or adjustment) 111,444,540 66.38
Not subject to discretionary withdrawal 44,245,556 26.36
Total gross 167,882,004 100.00%
Reinsurance ceded 18,573,193
Total (net) § 149,308,811
At December 31, 2008
Amount Percent
Subject to discretionary withdrawal (with adjustment):
(1) With market value adjustment $ - Yo
(2) Atbook value less current surrender charge of 5% or
more 10,145,287 6.27
(3) At market value — -
(4) Total with adjustment or at market value 10,145,287 - 6.27
(5) At book value without adjustment (minimal or no charge
or adjustment} 110,035,993 68.03
Not subject to discretionary withdrawal 41,562,547 25.70
Total gross 161,743,827 100.00%
Reinsurance ceded 16,120,212
Total (net) $ 145,623,615
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

11. Life Premium and Annuity Considerations Deferred and Uncollected

Deferred and uncollected life insurance premiums and annuity considerations at December 31,
2009 and 2008, were as follows:

Type Gross Net of Loading

At December 31, 2009:
Ordinary life new business $ 928,509 §% 183,126
Ordinary life renewal 10,472,941 8,854,448
Individual annuity 987 872
Group life 439,394 439,394
Total $ 11,841,831 § 9,477,840
At December 31, 2008:
Ordinary life new business $ 750,960 $ 201,089
Ordinary life renewal 10,961,942 9,100,186
Individual annuity 1,009 872
Group life ' 443,218 443218
Total _ _ $ 12,157,129 § 9,745,365

12. Employee Benefits

Company employees are covered by a qualified defined contribution (Section 401(k}) plan
sponsored by the Company. Assets are held under various elective separate investment accounts
by the Massachusetts Mutual Life Insurance Company (Springfield, Massachusetts).

Matching contributions are made at 62.5% on participants’ contributions of up tc 6%. The
Company’s contributions to the plan were $184,069 and $175,137 for 2009 and 2008,
respectively. Additional contributions in the amount of $184,290 and $177,603 for 2009 and
2008, respectively, (representing 3% of total compensation of all eligible) were made to the
retirement plan, At December 31, 2009, the fair value of plan assets was $12,218,696. Any
liabilities for this plan are reflected on the financial statements of the Massachusetts Mutual Life
Insurance Company. :
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

The Company provides certain life insurance and health care benefits for retired employees.
Substantially all employees may become cligible for these benefits if they reach retirement age
while working for the Company. Retirees may elect certain prepaid health care benefit plans.
Medical coverage may require retiree contributions. The Company’s policy is to make payments
to these plans sufficient to provide for benefit payments required under the plans.

Life insurance benefits, generally amounting to annual earnings at retirement decreasing
uniformly over 15 years to 25% of the entire amount for life thereafter, are provided under a
retired lives reserve. The retired lives reserve was $571,376 at December 31, 2009, and $612,018
at December 31, 2008,

The estimated unfunded accumulated postretirement health care benefit obligations,
unrecognized transition obligation and accrued postretirement health care benefit liability for the
Company were as follows:

December 31

2009 2008

Actuarial present value of health care benefit obligations:

Retirees - $4,437,754 $ 3,670,493

Fully eligible and vested plan participants 2,833,791 2,156,161
Accumulated postretirement health care benefit obhgatlon

for fully vested participants $ 7,271,545 § 5,826,654
Actuarial present value of health care benefit obligation

for nonvested employees $ 2,886,827 § 2,809,053
Unrecognized transition obligation $ 217592 § 261,112
Accrued postretirement health care benefit liability $ 2,636,204 § 2,004,521

The weighted average discount rate used in determining the actuarial present value of the
postretirement health care benefit obligation was 5.97% in 2009 and 6.12% in 2008.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health
care benefits was assumed for the year following the date of the valuation, and that rate was
assumed to decrease gradually to 5.5% in 2015 and remain at that level. A 1.0% increase in the
assumed annual rate of increase in the per capita cost of health care benefits results in an increase
in the accumulated postretirement benefit obligation and postretirement benefit expense.
Increasing the assumed health care cost trend rates by one percentage point in each year would
increase the postretirement benefit obligation as of December 31, 2009, by $785,503 and the
estimated eligibility cost and interest cost components of net periodic postretirement benefit cost
by $112,548.

Postretirement benefit cost for 2009 was $1,100,754 and for 2008 was $730,469, including
amortization of the transition obligation plus the expected cost of health care benefits for newly
eligible or vested employees, the expected cost of life insurance benefits for eligible employees
and interest cost.

It has been determined that the Company’s prescription drug benefit is actuarially equivalent to
Medicare Part D under the Medicare Prescription Drug, Improvement and Modernization Act of
2003 (the Act) and will therefore qualify for the federal subsidy. The postretirement benefit
obligation and net periodic benefit cost reflect amounts associated with the subsidy.

For the year ended December 31, 2009, the effect of the Act was a $159,256 reduction in the net
postretirement benefit cost for the subsidy related to benefits attributed to former employees. The
Act also had the following effects on the net postretirement benefit cost; a $45,245 decrease as a
result of an actuarial gain; a $67,779 decrease to the current period service cost due to the
subsidy; and a $46,232 decrease to the interest cost.

Expected 2009 gross benefit payments were $494,046 and actual gross benefit payments were
$484,939. The subsidy was $9,539 for 2009 and was expected to be $33,030.

Supplemental Retirement Plans
The Company has nonqualified deferred compensation agreements with certain employees and
agents. Benefits under the agreements with the home-office employees vest immediately.

Benefits under agent agreements have a graded vesting dependent on various factors. The
Company records nonvested balances as a nonadmitted asset. The liability for these agreements
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

was $4,704,486 and $6,053,531 at December 31, 2009 and 2008, respectively. The nonvested
balance at December 31, 2009, was 78,266. The expense for these agreements amounted to
$289,711 and $525,211 in 2009 and 2008, respectively.

The company has accrued for compensated absences/vacation pay in accordance with
SSAP No. 11, Postemployment Benefits and Compensated Absences. A liability of $766,619 is
recorded in salaries and wages general expense.

During 2006, the company recognized a cost of $360,000, payable over time, for the unique
contractual postemployment wage continuation of a long-tenured ex-employee. The remaining
liability as of December 31, 2009 was $22,500.

13. Other

The Company has available a $30,000,000 line of credit from the Federal Home Loan Bank of
Dallas. No amounts have been drawn since its inception and no debt was outstanding at
December 31, 2009.

14, Subsequent Events

The date to which events occurring after December 31, 2009, have been evaluated for possible
adjustment to the financial statements or disclosure is May 24, 2010, which is the date on which
the financial statemenis were available to be issued.

The Company is in the process of entering the Medicare Supplement market and has received
approval of policy forms in multiple states. The majority of the business, up to 90%, will be
reinsured. Effective January 1, 2010, the Company entered into an agreement with an
experienced company in the Medicare Supplement market to administer the business. Products
were released for sale in approved states in April 2010, with policy effective dates beginning in
June of 2010.
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Report of Independent Auditors

The Board of Directors
Government Personnel Mutual
Life Insurance Company

We have audited the accompanying statutory-basis balance sheets of Government Personnel
Mutual Life Insurance Company as of December 31, 2008 and 2007, and the related statutory-
basis statements of income, changes in surplus, and cash flow for the years then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is
to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Company’s internal control over financial reporting. Our audits
included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for
our opinion.

As described in Note 1 to the financial statements, the Company presents its financial statements
in conformity with accounting practices prescribed or permitted by the Texas Department of
Insurance, which practices differ from U.S. generally accepted accounting principles. The
variances between such practices and accounting principles also are described in Note 1, The
effects on the financial statements of these variances are not reasonably determinable but are
presumed to be material.

In our opinion, because of the effects of the matter described in the preceding paragraph, the
financial statements referred to above do not present fairly, in conformity with U.S. generally
accepted accounting principles, the financial position of Government Personnel Mutual Life
Insurance Company at December 31, 2008 and 2007, or the results of its operations or its cash
flows for the years then ended.

A member firm cf Ernst & Young Global Limited
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However, in our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Government Personnel Mutual Life Insurance Company at
December 31, 2008 and 2007, and the results of its operations and its cash flows for the years
then ended, in conformity with accounting practices prescribed or permitted by the Texas

Department of Insurance.
émma‘; ¥ MLLP

May 13, 2009

& member firm of Ernst & Young Global Limited . ™ .’
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Government Personnel Mutual Life Insurance Company

Balance Sheets — Statutory-Basis

Admitted assets
Cash and invested assets:
Bonds, including securities loaned
(2008 - $0; 2007 — $95,787,556)
Preferred stocks
Common stocks
Mortgage loans
Real estate, less accumulated depreciation
(2008 — $849,912; 2007 — $584,813):
Properties occupied by the Company
Properties held for the production of income
Policy loans
Short-term investments
Cash and cash equivalents
Receivables for securities
Total cash and invested assets

Deferred premiums, less loading (2008 —
$2,411,764; 2007 — $2,377,632)

Uncollected premiums

Federal tax recoverable, including net deferred tax
asset (2008 — $8,383,635; 2007 — $8,458,694)

Accrued investment income

Electronic data processing equipment, less
accumulated depreciation
(2008 — $1,329,417; 2007 — $1,302,683)

Amounts due from reinsurers

Other admitted assets

Total admitted assets

December 31

2008

2007

$ 495,209,481

$ 533,452,918

8,552,525 7,084,320
2,128,138 3,034,563
122,398,492 107,498,957
7,380,157 7,606,802
3,434,985 1,445,960
73,150,353 71,827,803
36,988,264 19,887,317
7,904,584 2,419,913
82,799 869,271
757,229,778 755,127,824
9,075,545 9,544,424
780,996 850,956
8,638,635 8,714,477
8,100,417 7,966,883
147,600 78,227
2,506,125 3,552,165
674,306 763,842

$ 787,153,402

$ 786,598,798




Government Personnel Mutual Life Insurance Company

Balance Sheets — Statutory-Basis (continued)

Liabilities and surplus
Liabilities:
Policy and contract liabilities:
Life and annuity reserves
Accident and health reserves
Deposit-type contracts
Dividends and coupons payable
Unpaid claims
Other
Total policy and contract liabilities

Benefits for employees
Accounts payable and accrued expenses
Unearned investment income
Asset valuation reserve
Interest maintenance reserve
Other
Total liabilities

Surplus:
Surplus guarantee fund

Unassigned surplus
Total surplus
Total Habilities and surplus

See accompanying notes.

December 31

2008

2007

$ 596,329,688

$ 591,549,063

636,574 688,758
60,680,375 60,927,715
6,653,225 6,601,225
8,402,582 7,642,948
1,071,512 793,454
673,773,956 668,203,163
6,203,531 6,004,630
5,028,129 5,094,663
2,177,670 2,121,386
10,368,530 11,291,718
4,502,501 4,343,461
1,539,947 1,582,406
703,594,264 698,641,427
400,000 400,000
83,159,138 87,557,371
83,559,138 87,957,371

$ 787,153,402

$ 786,598,798




Government Personnel Mutual Life Insurance Company

Statements of Income — Statutory-Basis

Premiums and other revenues:
Premium on life, annuity and accident and health policies
Considerations for supplemental contracts with life

contingencies

Net investment income
Amortization of the interest maintenance reserve
Commissions and expense allowances on reinsurance ceded
Miscellaneous income

Total premiums and other revenues

Benefits paid or provided:
Death benefits
Annuity benefits
Surrender benefits
Interest and adjustments on policy or deposit-type contract funds
Payments from supplemental contracts with life contingencies
Other benefits
Increase in policy reserves
Total benefits paid or provided

Insurance expenses:
Commissions
General expenses
Insurance taxes, licenses and fees
Total insurance expenses
Total benefits paid or provided and insurance expenses

Gain from operations before dividends to policyholders, income
taxes and net realized capital gains

Dividends to policyholders

Gain from operations before income taxes and net realized capital
gains '

Federal income taxes

Gain from operations before net realized capital gains

Net realized capital losses, net of federal income tax expense
(2008 — $4,729; 2007 — $75,597) and net of amounts transferred
to IMR

Net (loss) income

See accompanying notes.

Years Ended December 31
2008 2007
$ 52,662,679 $ 54,124,687
673,901 704,184
44,002,427 42,387,627
590,957 447,188
4,384,119 4,706,623
58,592 131,983
102,372,675 102,502,292
26,481,309 25,570,881
9,279,333 9,366,038
16,964,566 15,105,199
2,732,908 2,889,283
1,391,289 1,239,234
1,911,151 1,638,427
4,728,441 7,880,951
63,488,997 63,690,013
6,666,233 5,991,702
17,139,101 15,518,575
1,445,032 1,324,857
25,250,366 22,835,134
88,739,363 86,525,147
13,633,312 15,977,145
(6,655,833) (6,561,553)
6,977,479 9,415,592
2,669,867 3,018,640
4,307,612 6,396,952
(7,445,930) (1,262,726)
$ (3,138318) § 5,134,226




Surplus at beginning of year

Net (loss) income

Change in net unrealized capital loss

Change in net deferred tax

Change in nonadmitted assets

Change in liability for reinsurance in unauthorized

companies

Change in asset valuation reserve

Net {(decrease) increase
Surplus at end of year

See accompanying notes.

Statements of Changes in Surplus — Statutory-Basis

Government Personnel Mutual Life Insurance Company

Years Ended December 31

2008

2007

§ 87,957,371

$ 84,522,790

(3,138,318) 5,134,226
(871,718) (489,242)
3,401,783 477,784
(4,713,127) (483,196)
(41) (53)

923,188 (1,204,938)

(4,398,233) 3,434,581
$ 83,559,138 $ 87,957,371




Government Personnel Mutual Life Insurance Company

Statements of Cash Flow — Statutory-Basis

Operating activities

Premiums collected, net of reinsurance
Net investment income

Miscellaneous income

Total

Benefits paid

Commissions, expenses paid and aggregate write-ins for deductions

Dividends paid to policyholders

Federal income taxes paid, net of tax on capital gains
Total ‘

Net cash provided by operating activities

Investing activities
Proceeds from investments sold, matured or repaid:
Bonds
Stocks
Mortgage loans
Other proceeds
Total investment proceeds

Cost of investments acquired:
Bonds
Stocks
Mortgage loans
Real estate
Miscellaneous applications
Total investments acquired
Net increase in policy loans
Net cash provided by (used in) investing activities

Financing and miscellaneous activities

Net deposits on deposit-type contract funds

Other cash (applied) provided

Net cash used in financing and miscellaneous activities

Net change in cash and short-term investments
Cash, cash equivalents and short-term investments
At beginning of year
At end of year

See accompanying notes.

Years Ended December 31
2008 2007
$ 53,882,505 § 55,280,351
42,566,584 42,860,248
4,521,546 4,765,602
100,970,635 102,906,201
54,469,638 54,632,352
24,207,450 22,874,168
6,603,833 6,486,553
. 2,669,084 3,459.973
87,950,005 87,453,046
13,020,630 15,453,155
120,363,738 62,272,083
1,220,022 5,045,921
18,802,894 17,391,170
786,473 273,026
141,173,127 84,982,200
88,777,974 55,327,541
2,779,187 8,889,717
33,480,000 22,887,408
2,027,479 653,754
391,091 30,027
127,455,731 87,838,447
1,316,113 1,243,408
12,401,283 (4,099,655)
(2,590,774) (3,239,280)
(245,521) 327,206
(2,836,295) (2,912,074)
22,585,618 8,441,426
22,307,230 13,865,804

$ 44,892,848 § 22,307,230




Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements

December 31, 2008

1. Nature of Operations and Significant Accounting Policies

Government Personnel Mutual Life Insurance Company (Company) is domiciled in the state of
Texas. The Company is a mutual life insurance organization specializing in the armed forces,
civil service markets and final expense markets. Coverages are also available to the middle to
upper-income general civilian market. -

Operations are conducted primarily on personal producing and managing general agent plans
through approximately 1,400 general and soliciting agents. The Company is licensed in 48 states
and the District of Columbia. Its primary markets are the states of Texas, California, Florida and
Virginia. The Company is also accredited to solicit sales at some overseas military installations.
The Company offers a portfolio of the usual forms of individual permanent, term, flexible
premium universal life and annuity policies, all without a war clause. Life insurance and annuity
plans are available to United States military personnel and civil service employees through a
federal allotment plan. Automatic payment plans are available to the civilian populace. The
Company is the underwriter for the group association coverages for members of the Military
Benefit Association (MBA). The Company derives substantially all of its direct group life and
group accident and health business from the group policy issued to the MBA.

Basis of Presentation

The Company’s financial statements are prepared in conformity with accounting practices
prescribed or permitted by the Texas Department of Insurance, whose practices may differ from
U.S. generally accepted accounting principles (GAAP). The more significant variances from
GAAP are as follows:

Investments: Investments in bonds are reported at amortized cost or fair value based on their
National Association of Insurance Commissioners (NAIC) rating; for 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 fair value
with unrealized holding gains and losses reported in operations for those designated as
trading and as a separate component of surplus for those designated as available-for-sale. Fair
value for statutory purposes is based on the price published by the Securities Valuation
Office of the NAIC (SVO), if available, whereas fair value for GAAP is based on quoted
market prices.




Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

All single class and multi-class mortgage-backed/asset-backed securities (e.g., CMOs) are
adjusted for the effects of changes in prepayment assumptions on the related accretion of
discount or amortization of premium of such securities using the retrospective method. If it is
determined that a decline in fair value is other than temporary, the cost basis of the security is
written down to the undiscounted estimated future cash flows. For GAAP purposes, all
securities, purchased or retained, that represent beneficial interests in securitized assets (e.g.,
CMO, CBO, CDO, CLO, MBS and ABS securities), other than high credit quality securities,
are adjusted using the prospective method when there is a change in estimated future cash
flows. If it is determined that a decline in fair value is other than temporary, the cost basis of
the security is written down to fair value. If high credit quality securities are adjusted, the
retrospective method is used.

Real estate owned and occupied.by the Company is included in investments rather than
reported as an operating asset as under GAAP. Investment income and operating expenses
for statutory reporting include rent for the Company’s occupancy of those properties.

Valuation allowances, if necessary, are established for mortgage loans based on the
difference between the net value of the collateral, determined as the fair value of the
collateral less estimated costs to obtain and sell, and the recorded investment in the mortgage
loan. Under GAAP, such allowances are based on the present value of expected future cash
flows discounted at the loan’s effective interest rate or, if foreclosure is probable, on the
estimated fair value of the collateral.

The initial valuation allowance and subsequent changes in the allowance for mortgage loans
are charged or credited directly to unassigned surplus rather than included as a component of
earnings as would be required under GAAP.

Changes in investment nonadmitted asset carrying amounts are credited or charged directly
to unassigned surplus.

Valuation Reserves: Under a formula prescribed by the NAIC, the Company defers the
portion of realized capital gains and losses on sales of fixed income investments attributable
to changes in the general level of interest rates and amortizes those deferrals over the
remaining period to maturity based on groupings of individual securities sold in five-year
bands. That net deferral is reported as the interest maintenance reserve (IMR) in the



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

accompanying balance sheets. Realized capital gains and losses are reported in income, net
of federal income tax and transfers to the IMR. Under GAAP, realized capital gains and
losses would be reported in the income statement on a pretax basis in the period that the
assets giving rise to the gains or losses are sold.

The asset valuation reserve {AVR) provides a valuation allowance for invested assets. The
AVR is determined by an NAIC prescribed formula with changes reflected directly to
unassigned surplus; AVR is not recognized for GAAP. '

Policy Acquisition Costs: The costs of acquiring 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 from future gross

- profits, deferred policy acquisition costs are amortized generally in proportion to the present
value of expected gross profits from surrender charges and investment, mortality and expense
margins.

Nonadmitted Assets: Certain assets designated as “nonadmitted,” principally agents’
balances, furniture and equipment, and other assets not specifically identified as an admitted
asset within the NAIC Accounting Practices and Procedures Manual, are excluded from the
accompanying balance sheets and charged directly to unassigned surplus. Under GAAP, such
assets are included in the balance sheet to the extent that those assets are not impaired.

Universal Life and Annuity Policies: Revenues for universal life and annuity policies with
mortality or morbidity risk consist of the entire premium received and benefits incurred
represent the total of death benefits paid, surrender benefits paid, and the change in policy
reserves. Proceeds received for annuity policies without mortality or morbidity risk 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 account
values.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Benefit Reserves: Certain policy reserves are calculated based on statutorily required interest
and mortality assumptions rather than on estimated expected experience or actual account
balances as would be required under GAAP.

Reinsurance: Policy and contract liabilities ceded to reinsurers have been reported as
reductions of the related reserves rather than as assets as would be required under GAAP.
Commissions allowed by reinsurers on business ceded are reported as income when incurred
rather than being deferred and amortized with deferred policy acquisition costs as would be
required under GAAP. In addition, liability for reinsurance balances has been provided for
unsecured policy reserves ceded to reinsurers not authorized to assume such business.
Changes to the liability are credited or charged directly to unassigned surplus. Under GAAP,
an allowance for amounts deemed uncollectible would be established through a charge to
earnings.

Employee Benefits: For purposes of calculating the Company’s postretirement and
postemployment benefit obligations, only vested participants and current retirees are
included in the valuation. Under GAAP, active participants not currently eligible would also
be included.

Deferred Income Taxes: Deferred tax assets are limited to 1} the amount of federal income
taxes paid in prior years that can be recovered through loss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar year, plus 2) the lesser of the
remaining gross deferred tax assets expected to be realized within one year of the balance
sheet date or 10% of surplus excluding any net deferred tax assets, and EDP equipment and
operating software, plus 3) the amount of remaining gross deferred tax assets that can be
offset against existing gross deferred tax liabilities. The remaining deferred tax assets are
nonadmitted. Deferred taxes do not include amounts for state taxes. Under GAAP, state
income taxes are included in the computation of deferred taxes, a deferred tax asset is
recorded for the amount of gross deferred tax assets expected to be realized in future years,
and a valuation allowance is established for deferred tax assets not realizable.

Policyholder Dividends: Policyholder dividends are recognized when declared rather than
over the term of the related policies. Dividends are determined annually by the Company's
Board of Directors. Individual ordinary life participating premium approximates 84% of the
Company’s ordinary life insurance collected premiums.

11




Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

The effects of the foregoing variances from GAAP on the accompanying statutory-basis financial
statements have not been determined, but are presumed to be material.

Other significant accounting practices are as follows:
Investments

Bonds, preferred stocks, common stocks and short-lerm investments are stated at values
prescribed by the NAIC as follows:

Bonds are stated at amortized cost or, for certain bonds, at fair value as determined by the
SVO and as validated through an independent pricing service, with related unrealized capital
gains/losses reported in unassigned surplus, net of federal iricome tax.

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 broker dealer
survey values 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.

Redeemable preferred stocks are reported at cost or amortized cost as determined by the
SVO.

Common stocks are reported at fair value as determined by the SVO and are based on quoted
market prices, and the related unrealized capital gains or (losses) are reported in unassigned
surplus, net of federal income taxes.

There are no restrictions on common or preferred stock.

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.

Cash equivalents are short-term highly liquid investments with original maturities of three
months or less at time of acquisition and are principally stated at amortized cost.

12



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Mortgage loans are reported at unpaid principal balances, less an allowance for impairment as
needed. 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 to the contractual terms of the mortgage agreement. When management
determines foreclosure is probable, the impairment is other than temporary; the mortgage loan is
written down to a realizable value and a realized loss is recognized.

Land is reported at cost. Real estate occupied by the Company and real estate held for the
production of income are reported at depreciated cost, with depreciation calculated on a straight-
line basis over the estimated useful lives of the properties.

Policy loans are reported at their unpaid principal balance.

Realized capital gains and losses are determined using the specific identification basis. Changes
in admitted asset carrying amounts of bonds, mortgage loans, policy loans, common and
preferred stocks are credited or charged directly to unassigned surplus.

Market segment concentrations

The Company has $104,128,072 in corporate bonds of banks, insurance and finance-related
corporations. In the event of a severe market event in this segment, the Company could lose a
material amount in these investments. At year-end, there was an unrealized loss of $13,639,372
on this exposure to the financtal industry.

Furniture and Equipment

The Company’s electronic data processing equipment and operating software are reported at
cost, less accumulated depreciation. Depreciation is provided in amounts sufficient to charge the
cost of electronic processing equipment and operating software to operations over the lesser of
their estimated service lives or three years on a straight-line basis. Nonoperating software is
depreciated on a straight-line basis over the lesser of its useful life or five years. Other furniture
and equipment are depreciated on a straight-line basis over the lesser of their estimated service
lives or five years. Depreciation and amortization expense charged to operations was $391,878
for 2008 and $444,886 for 2007.

13



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Premiums

Life and accident and health premiums are recognized as revenue when due. Premiums for
annuity policies with mortality and morbidity risk are also recognized as revenuc when due.
Premiums received for annuity policies without mortality or morbidity risk and for group annuity
contracts are recorded using deposit accounting. '

Benefit 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 that will provide, in the aggregate, reserves that are greater than the minimum required
by the Texas Department of Insurance.

The Company waives deduction of deferred fractional premiums upon the death of insureds and
refunds any premium beyond the month of death. Surrender values on policies do not exceed the
corresponding benefit reserves. Extra premiums are charged for substandard lives plus the gross
premium for the true age. The mean reserve method is used to adjust the calculated terminal
reserve to the appropriate reserve at December 31. Mean reserves are determined by computing
the regular mean reserve for the plan at the true age and holding, in addition, one-half of the
extra premium charge for the year. An asset is recorded for deferred premiums net of loading to
adjust the reserve for modal premium payments. Additional reserves are established when the
results of cash flow testing under various interest rate scenarios indicate the need for such
reserves. There has been rio need for such reserves.

As of December 31, 2008 and 2007, reserves of $2,049,210 and $2,591,533, respectively, were
recorded on in-force amounts of $144,164,059 and $179,566,021, respectively, for which gross
premiums are less than the net premiums according to the standard of valuation required by the
Texas Department of Insurance.

The tabular interest, tabular cost less actual reserve released and tabular cost have been
determined by formula. For determination of tabular interest on funds not involving life
contingencies, the tabular interest is actual interest credited or due on the accounts for the
valuation year.

14



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Deposit-Type Contracts

Deposit-type contracts consist primarily of dividend accumulations, premium deposits and
supplemental contracts not involving life contingencies and annuities certain. Premium deposits
relate primarily to the MBA group business. Deposit-type contracts are increased and decreased
according to the deposits and withdrawals, respectively, of the applicable policyholders, as well
as by retrospectively rated credits and debits for favorable and unfavorable, respectively,
underwriting and investment experience of the MBA business.

Unpaid Claims

The liability for unpaid policy and contract claims represents the estimate of the ultimate net cost
of all reported and unreported claims incurred through year-end. The liability is estimated using
individual case-basis valuations and Company history. Those estimates are subject to the effects
of trends in claim severity and frequency. Although considerable variability is inherent in such
estimates, management believes that the reserve for unpaid claims is adequate. The estimates are
continually reviewed and adjusted as necessary as experience develops or new information
becomes known; such adjustments are included in current operations.

Reinsurance

Reinsurance premiums and benefits paid or provided are accounted for on a basis consistent with
those used in accounting for the original policies issued and the terms of the reinsurance
contracts.

Guaranty Fund Assessments

Guaranty fund assessments are accrued when the Company receives notice or other information
that a reasonably estimable amount is or is likely to be payable to a guaranty fund.

Use of Estimates

The preparation of statutory-basis financial statements requires management to make estimates
and assumptions that affect amounts reported in the financial 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.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Reclassifications

If necessary, certain 2007 amounts in the Company’s statutory-basis financial statements have
been reclassified to conform to the 2008 financial statement presentation.

2. Investments

Bonds: The amortized cost and the fair value of investments in bonds are summarized as follows:

Gross Gross
Amortized Unrealized Unrealized Fair
) Cost Gains Losses Value

At December 31, 2008

U.S. Government and agencies $ 97,244.124 §$ 5,534,838 % (337,809) $ 102,441,153
State and political subdivisions 25,981,931 118,769 (2.843,729) 23,256,971
Corporate securities 344,659,994 4,574,502 (47,788,616) 301,445,880
Mortgage-backed securities 27,323,432 808,200 (189,162) 27,942,470
Total bonds $ 495209481 § 11,036,309 3 (51,159,316) 3 455,086,474

At December 31, 2007
U.S. Government and agencies $ 149,223,745 § 2,677,895 § (613,854) § 151,287,786

State and political subdivisicns 18,953,466 281,007 (145,287) 19,089,186
Corporate securities 339,603,992 6,957,957 = (11,436,780} 335,125,169
Mortgage-backed securities 25,671,715 330,991 (876,664} 25,126,042
Total bonds $ 533452918 § 10,247,850 § (13,072,585} § 530,628,183

The following table shows gross unrealized losses and fair values of fixed maturities, aggregated
by investment category and length of time that individual securities have been in a continuous
unrealized loss position.

Less than 12 months 12 months or more Total
Gross : Gross Gross
Unrealized Unrealized Unrealized
Fair Value Losses Fair Value Losses Fair Value Losses

December 31, 2008
U.S. Government and agencies $ 9,353,675 § (117,222 § 6,627,214 § (220,587) § 15980,88% $ (337,809
State and political subdivisions 10,994,480 (1,230,097 6,297,567 (1,613,632) 17,292,047 (2,843,729)

Corporate securities 91,564,498 (11,204,780} 127,692,705 (36,583,532) 219,257,203 (47,788,612)
Mortgage-backed securities — — 773,680 (189,162) 773,680 (189,162)
Totai bonds $111,912,653 $(12,552,099) § 141,391,166  $(38,607,213) § 253,303,819  $(51,159,312)
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Less than 12 months .12 months or more Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Value Losses Fair Yalue Losses Fair Value Losses

December 31, 2007
U.S. Government and agencies $ 5,329,300 § (245,814) $§ 29,327,088 § (368,040) % 34,656,388 § (613,854)

State and political subdivisions 5,149,104 (119,498) 2,484,775 (25,789) 7,633,879 (145,287)
Corporate securities 52,162,814 (3,476,077 152,618,799 (7,960,703) 204,781,613 (11,436,780)
Mortgage-backed securities 2,921,440 (26,164) 9,437,601 (850,500) 12,355,041 (876,664)
Total bonds $ 65,562,658 § (3,867,553) §$193,868263 § (9,205,032) § 259,430,921  $(13,072,585)

A summary of the amortized cost and fair value of the Company’s investments in bonds at
December 31, 2008, by contractual maturity, is as follows:

Amortized Fair
Cost Value
Years to maturity:

One or less $ 8964189 § 9,035934
After one through five 107,502,889 99,615,070
After five through ten 129,640,753 117,751,331
After ten 221,778,218 200,741,669
Mortgage-backed securities 27,323,432 27,942,470
Total $ 495209481 § 455,086,474

The actual maturities may differ from the contractual maturities in the foregoing table because
certain borrowers have the right to call or prepay obligations with or without call or prepayment
penaltics. '

Proceeds from sales of investments in bonds during 2008 and 2007 were $41,978,071 and
$35,220,793, respectively; gross gains of $1,320,359 and $177,055 and gross losses of $270,945
and $406,662 were realized on those sales, respectively.

At December 31, 2008, bonds with an admitted asset value of $7,071,447 were on deposit with
state insurance departments to satisfy regulatory requirements,
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Stocks: Unrealized gains and losses on investments in common stocks are reported directly in
unassigned surplus and do not affect operations.

The cost and fair value of investments in preferred stocks and common stocks are summarized as

follows:

At December 31, 2008

Preferred stocks
Common stocks

At December 31, 2007

Preferred stocks
Common stocks

Gross Gross
Unrealized Unrealized
Cost Gains Losses Fair Value
$ 8,552,525 h] - $ (3,192,455) 3 5360,070
$ 2,451,838 $ 119,674 § 443374y § 2,128,138
$ 7,084,320 $ 24,800 $ (726,520 $ 6,382,600
$ 2,517,477 $ 537,532 by (20,446) § 3,034,563

The following table shows gross unrealized losses and fair values of preferred and common
stocks, aggregated by investment category and length of time that individual securities have been
in a continuous unrealized loss position:

December 31, 2008
Stocks:
Preferred stocks
Common stocks
Total

December 31, 2097
Stocks:
Preferred stocks
Common stocks
Total

Less Than 12 Months 12 Months or More Total

Gross Gross Gross
Unrealized Unrealized Unrealized

Fair Value Losses Fair Value Losses Fair Value Losses
$ 3,164,500 $(1,888,305) § 2,195,570 $(1,304,150) §$ 5,360,070 $(3,192,455)
1,243,480 (443,374) — - 1,243,480 {443,374)
$ 4,407,980 $(2,331,679)  § 2,195,570 3(1,304,150) § 6,603,550  $(3,635,819)
$3,837800 $ (671,5200 $ 445000 $ {(55000) $4,282,800 § (726,520}
413,705 (20,446) - — 413,705 (20,446)
$4251505 % (691,966) § 445000 § (55,000) § 4,696,505 § (746,966)
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Morrgage Loans: During 2008, the minimum and maximum lending rates for mortgage loans
were 6.125% and 7.0%, respectively. At the issuance of a loan, the percentage of loan to value
on any one loan does not exceed 75%. Fire insurance is required on all properties covered by
mortgage loans at least equal to the excess of each loan over the maximum loan that would be
permitted by law on the land without the buildings. At December 31, 2008 and 2007, the
Company held one mortgage with a carrying value of $3,456,556 and $3,234,126, respectively,
with interest overdue beyond 180 days. There was $508,034 and $0 in nonadmitted interest or
principal at December 31, 2008 and 2007, respectively.

At December 31, 2008 and 2007, taxes, assessments and amounts advanced not included in the
mortgage loan total were $28,151 and $27,452, respectively. At December 31, 2008, none of the
Company’s investments in mortgage loans were subject to prior liens.

The Company’s investments in mortgage loans all involve commercial real estate. At
December 31, 2008, all such mortgages involve properties located in the states of Texas,
Arizona, Utah or New Mexico. Such investments consist of first mortgage liens on completed
income-producing properties at December 31, 2008; the mortgage outstanding on any individual
property did not exceed $4,000,000.

The total recorded investment in troubled restructured loans at December 31, 2008 and 2007,
was $4,356,972 and $4,434,253, respectively. There were no realized capital losses related to
these loans. There were no contractual commitments to extend credit to debtors owing
receivables whose terms have been modified in troubled debt restructurings. The Company
accrues interest income on impaired loans to the extent deemed collectible and the loan continues
to perform under its original or restructured contractual terms. Interest income on nonperforming
loans generally is recognized on an accrual basis to the extent deemed collectible.

The Company held no impaired mortgages at any time during 2008 and 2007 and recorded no
income on impaired mortgages during the year.

Real Estate: Properties held for the production of income represent two condominiums
purchased for the use of Company employees and two properties adjacent to the Home Office

property.

During 2008, the Company added one investment property to its real estate investments.- The
property- is adjacent to the Home Office Building and expands the Company’s holdings to the
entire corner of Starcrest and Loop 410.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)
Net Investment Income: Net investment income consists of the following:

Years Ended December 31

2008 2007
Income:
Bonds $ 31,307,075 $ 31,134,956
Preferred stocks 590,638 192,216
Common stocks 150,428 196,689
Mortgage loans 8,015,668 7,467,179
Real estate 787,470 772,019
Policy loans 4,603,398 4,486,365
Short-term investments and cash 517,261 906,466
Other 272,098 80,741
Total investment income 46,244,036 45,236,631
Expenses:
Real estate operating and maintenance 760,503 702,530
Real estate taxes 115,091 131,271
Depreciation 265,098 254,935
Other 1,100,917 1,760,268
Total investment expenses 2,241,609 2,849,004
Net investment income $ 44,002,427 § 42,387,627

1) Real estate: Includes $637,341 in 2008 and $638,172 in 2007 for the Company’s
occupancy of its own building.

Realized Capital Gains (Losses): Realized capital gains (losses) are reported net of federal
income taxes and amounts transferred to the IMR as follows:

2008 2007
Realized capital losses $ (6,304,842) §$ (1,174,100)
Less amount transferred to IMR (net of related
taxes of $386,362 in 2008 and $4,430 in 2007) 749,997 8,599

(7,054,839) (1,182,699)
Less federal income tax expense on realized
capital gains 391,091 80,027
Net realized capital losses $ (7,445,930) § (1,262,726)
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements {continued)

2. Investments (continued)

Securities Lending: The Company has in place a Securities Lending Agreement with Frost
National Bank. The Company suspended the Securities Lending Agreement during the fourth
quarter of 2008 and had no securities loaned at year-end. If reactivated, the agreement allows
Frost National Bank to lend the securities of the Company in a manner that is transparent to the
Company. Frost National Bank performs all of the functions involved in lending securities and
pays the Company 60% of all earnings made by Frost National Bank. The amount earned from
securities lending during 2008 and 2007 was $107,387 and $79,596, respectively. Under the
agreement, the Company establishes the limits on the amount that Frost National Bank may lend
in total, not to exceed 40% of assets. The Company has full control of its assets and may sell any
bond without prior approval from Frost National Bank. Frost National Bank posts a sell to the
Company, whether the loaned security has been returned to them or not, and indemnifies the
Company against any loss arising from the Securities Lending Program.

Asset Impairments — Other-Than-Temporary: Management regularly reviews the value of the
Company’s investments. If the value of any investment falls below its cost basis, the decline is
analyzed to determine whether it is an other-than-temporary decline in value. To make this
determination for each security, the following is considered:

s How long and by how much the fair value has been below its cost;

e The financial condition and near-term prospects of the issuer of the security, including
any specific events that may affect its operations or earnings potential;

e Management’s intent to hold the security long enough for it to recover its value;
¢ Any downgrades of the security by a rating agency;

s Any reduction or elimination of dividends, or nonpayment of scheduled interest
payments; and

» The impact interest rates have had on the value of the security.

Bonds: During 2008, the Company recorded losses of $7,246,981 on four bonds considered to be
impaired. A loss of $1,052,328 was recorded on one bond in 2007.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Stocks: Six common stocks were impaired during 2008. The stocks have seen significant declines
in value in 2008 because of the sub-prime crisis and the recession. The Company recorded a
realized loss of $208,130 based on the fair value obtained from the NAIC SVO and verified to
the fair value obtained from Frost National Bank.

During 2007, a realized loss of $357,145 was recorded for two common stocks that were
considered to be impaired.

Mortgages: During 2008 and 2007, the Company had no mortgage loans that were considered to
be other than temporarily impaired.

3. Fair Values

The following methods and assumptions were used by the Company in estimating the fair value
disclosures for financial instruments in the accompanying financial statements:

Cash, Short-Term Investments, Policy Loans, and Receivables for Securities: The
carrying amounts reported in the accompanying statutory-basis balance sheets for these
financial instruments approximate their fair values.

Investment Securities: The fair values for fixed maturity securities are based on unit
prices prescribed by the SVO or, in the absence of SVO unit prices or when amortized
cost is used by the SVO as the unit price, quoted market prices by other third-party
organizations. The fair value of mortgage-backed securities is based on quoted market
prices by third party organizations. The fair values for equity securities are based on fair
values prescribed by the SVO. The SVO prices do not differ materially from quoted
market prices or prices obtained from an independent pricing service.

Mortgage Loans: The fair values for mortgage loans are estimated using weighted-
average maturity analyses, using interest rates currently being offered for similar loans to
borrowers with similar credit ratings. Loans with similar characteristics are aggregated
for purposes of the calculations.

Investment Contracts: The fair values for the Company’s liabilities under investment-type
insurance contracts are estimated using discounted cash flow calculations, based on
interest rates currently being offered for similar contracts with maturities consistent with
those remaining for the contracts being valued.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

3. Fair Values (continued)

The carrying amounts and fair values of the Company’s financial instruments at December 31

were as follows:

2008 2007

Carrying Fair Carrying Fair

Amount Value Amount Value
Bonds 5 495,209,481 S 455,086,474 $ 533,452,918 $ 530,628,183
Preferred stock 8,552,525 5,360,070 7,084,320 6,382,600
Common stocks 2,128,138 2,128,138 3,034,563 3,034,563
Mortgage loans 122,398,492 125,624,917 107,498,957 108,184,800
Policy loans 73,150,353 73,150,353 71,827,803 71,827,803
Short-term investments 36,988,264 36,988,264 19,887,317 19,887,317
Cash 6,905,662 6,905,662 2,419,913 2,419,913
Cash equivalents 998,922 998,922 - -
Receivables for securities 82,799 82,799 869,271 869,271

The carrying amounts and fair values of the Company’s liabilities for investment-type insurance
contracts at December 31 were as follows:

2008 2007
Carrying Fair Carrying Fair
Amount Value Amount Value
Individual annuities $ 73,835043 S 73,444,094 $ 78,087,694 $ 76,815,786
Supplemental contracts not
involving life
contingencies 18,360,318 18,907,061 19,112,848 19,532,283

The fair values for the Company’s insurance contracts other than investment contracts are not
required to be disclosed. However, the fair values of liabilities under all insurance contracts are
taken into consideration in the Company’s overall management of interest rate risk, such that the
Company’s exposure to changing interest rates is minimized through the matching of investment
maturities with amounts due under insurance contracts.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

4. Reinsurance

Certain premiums and benefits are assumed from and ceded to other insurance companies under
various reinsurance agreements. The ceded reinsurance agreements provide the Company with
mncreased capacity to write larger risks. The Company remains obligated for amounts ceded in
the event that the reinsurers do not meet their obligations.

Amounts payable or recoverable for reinsurance on policy and contract liabilities are not subject
to periodic or maximum limits. The Company has $1,359,795 of amounts recoverable on paid
losses and commissions and expense allowances due from a single reinsurer. This amount does
not exceed 3% of the Company’s total surplus at December 31, 2008.

The Company has entered into a reinsurance agreement in which the reinsurer may unilaterally
cancel any reinsurance for reasons other than nonpayment of premiums or other similar credits,
The total amount of reinsurance credits taken for this agreement at December 31, 2008 and 2007,
was $19,191,819 and $17,432,412, respectively.

The Company does not have any reinsurance agreements in effect in which the amount of losses
paid or accrued through December 31, 2008, would result in a payment to the reinsurer of
amounts that, in the aggregate and allowing for offset of mutual credits from other insurance
agreements with the same reinsurer, exceed the total direct premiums collected under the
reinsured policies.

The amounts related to the Company’s ceded and assumed reinsurance arrangements for life
insurance are summarized as follows:

Ceded to Assumed From

Other Other
Companies Companies

2008
Premiums for the year ended December 31 $ 18,132,932 § 1,940,435
Benefits paid or provided for the year ended

December 31 13,132,765 1,509,615
Credit taken against policy and contract liabilities

at December 31 32,707,836 -



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

4. Reinsurance (continued)

Ceded to Assumed From

Other Other
Companies Companies

2007
Premiums for the year ended December 31 $ 20,164206 § 2,441,980
Benefits paid or provided for the year ended

December 31 _ 14,780,422 2,636,168
Credit taken against policy and contract liabilities

at December 31 29,408,135 -

During 2004 and 2005, the Company entered into agreements with two insurance companies for
the coinsurance of three blocks of business. The form of the agreement is 100% indemnity
coinsurance with formal assumption to be accomplished after state approvals are secured. During
2006, the Company began the process of assumption of the business by submitting requests for
approval to selected states. The Company has completed the assumption reinsurance for
numerous states as approval was received. Assumption reinsurance of the business will continue
as approval is received from other states and policyholders.

At December 31, the Company entered into an agreement to reinsure 35% of an in-force block of
policies on a yearly renewable-term basis and 26.5% of another in-force block on a coinsurance
basis. The transaction covers 7,060 policies with $79,585,842 of insurance in force and $928,659
in reserves.

5. Retrospectively Rated Contracts

In October 2001, the Company became the group carrier for the MBA, a nonprofit association of
military and civil service personnel. Group term life and health policies were issued to the MBA.
These policies can be terminated on anniversary with notice. Members of the MBA field of
membership are eligible to apply for group term life coverage or group TRICARE supplement
insurance. Life coverage is individually underwritten. Coverage from the prior carrier was
continued in the new group policies. The contract with the MBA requires that the MBA maintain
a premium stabilization fund (PSF) with the Company. The group is experience rated and the
PSF will increase or decrease depending on the experience for the year. Interest is credited at the
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Notes to Statutory-Basis Financial Statements (continued)

5. Retrospectively Rated Contracts (continued)

end of each fiscal year. A refund to members is considered annually and is paid at various levels
when considered appropriate. The PSF level is currently well in excess of a reserve that would be
required for group term life, as such, no additional reserves are held. The PSF is held as a deposit
reserve. Claim reserves are held separately for both life and health claims.

The Company estimates accrued retrospective premium adjustments for its group association life
and health insurance business using the refund calculation specified in the agreement with the
association and records them as an adjustment to earned premium. The amount of net premiums
collected by the Company at December 31, 2008, that are subject to retrospective rating features
was $5,329,670 in group life and $955,684 in group health. The net premiums represent 99% of
the group life and 100% of the group health premiums collected. No other net premiums are
subject to retrospective rating features.

The full balance of retrospective premium adjustments is admitted and considered collectible.
6. Federal Income Taxes

Income before federal income taxes differs from taxable income principally due to the
differences in timing for recognizing accrual of market discounts on bonds, deferred
compensation and policyholder dividends; dividends-received tax deductions; policy acquisition
costs; interest maintenance reserve; and differences in reserves for policy and contract liabilities
for tax and financial reporting purposes.

The components of incurred tax expense and the change in deferred tax assets (DTAs) and
deferred tax liabilities (DTLs) for the year ended December 31 are as follows:

2008 2007

Current income tax expense, operations $ 2,669,867 $ 3,018,640
Income tax expense on net realized capital

gains/losses before transfers to IMR 391,091 80,027
Change in gross DTAs ' (3,443,046) (537,950)
Change in DTLs (407,804) (191,869)
Income tax on net unrealized capital losses 449,067 252,035
Net change in deferred taxes (3,401,783) (477,784)
Total income taxes incurred $ (340,825 § 2,620,883
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The Company’s income tax expense and change in deferred taxes differ from the amount
obtained by applying the federal statutory rates of 34% for the years ended December 31, 2008
and 2007, to gain from operations before income taxes and net realized capital losses for the
following reasons:

2008 2007
Federal income tax expense at 34% $ 2,372,343 $ 3,201,301
Net capital gains 391,091 80,027
Other-than-temporary impairments (2,534,738) (479,220}
Amortization of IMR (200,925) (152,044
Change in nonadmitted assets (267,654) (95,518)
Other - (100,942) 66,337
Total income taxes incurred ' $ (340,825) § 2,620,883

Deferred tax assets and liabilities at December 31 are summarized and reconciled to amounts
shown on the accompanying balance sheets as follows:

2008 2007

Gross DTAs $ 23,366,341 $ 19,923,294
Gross DTLs (4,412,515) (4,820,319)
Deferred tax assets nonadmitted (10,570,191) (6,644,281)
Net deferred tax assets 8,383,635 8,458,694
Federal tax recoverable due to overpayment or

carryback 255,000 255,783
Federal tax recoverable and net deferred tax asset $ 8,638,635 $ 8,714,477
Increase in deferred tax assets nonadmitted $ 3,925910 $ 202,262
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The main components of the deferred tax amounts are as follows:

2008 2007

DTA

Reserves $ 8326,772 $ 8,571,954
Deferred acquisition charges 4,699,115 4,535,819
Dividends apportioned for payment 2,261,000 2,244,000
Accrued deferred compensation 2,240,138 1,990,574
Other 5,839,316 2,580,947
Total DTAs 23,366,341 19,923,294
DTAs nonadmitted 10,570,191 6,644,281
Total admitted DTA 12,796,150 13,279,013
DTL

Bonds 859,679 1,196,661
Depreciable assets 124,489 111,670
Deferred and uncollected premiums 3,260,630 3,429,083
Reserve change ‘ 59,289 76,423
Other 108,428 6,482
Total DTLs 4,412,515 4,820,319
Net DTA $ 8,383,635 $ 8,458,694

The Company does not have any operating loss or tax credit carryforwards available for tax
purposes. Federal income taxes incurred that will be available for recoupment in the event of
future net losses are approximately $2,995,000 for 2008, $3,691,000 for 2007, and $2,462,000
for 2006.

7. Surplus

Unassigned surplus funds were earned by the participating policyholders. There are no
restrictions on the unassigned surplus.

Life/health insurance companies are subject to certain risk-based capital (RBC) requirements as
specified by the NAIC. Under those requirements, the amount of surplus to be maintained by a
life/health insurance company is to be determined based on the various risk factors related to it.
At December 31, 2008 and 2007, the Company exceeded the RBC requirements.
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Notes to Statutory-Basis Financial Statements (continued)

7. Surplus (continued)

The main components of the change in nonadmitted assets are as follows:

2008 2007 Change

Nonadmitted assets
Furniture and equipment $ 454389 § 556,593 § (102,204)
Nonoperating software 589,702 485,447 104,255
Miscellaneous receivables and deposits 505,595 445,633 59,962
Agent balances 1,306,354 1,082,746 223,608
Policy loans and investment income

due 512,034 10,438 501,596
Deferred tax assets 10,570,191 6,644,281 3,925,910

$13,938,265 $ 9,225,138  § 4,713,127
8. Leases

The Company leases office equipment under various noncancelable operating lease agreements
that expire at various intervals through 2011. Rental expense was approximately $227,700 and
$235,000 during 2008 and 2007, respectively. At Janvary 1, 2009, future minimum payments
under noncancelable leases are as follows (in thousands):

2009 $ 150
2010 85
2011 16
2012 -
2013 —

§ 251

9. Commitments and Contingencies

The Company is named as a defendant in various legal actions arising principally from claims
made under life insurance policies. Those actions are considered by the Company in estimating
the policy and contract liabilities. The Company’s management believes that the resolution of
those actions will not have a material effect on the Company’s financial position or results of
operations.
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Notes to Statutory-Basis Financial Statements (continued)

10. Annuity Reserves

At December 31, 2008 and 2007, the Company’s annuity reserves and deposit fund liabilities
that were subject to discretionary withdrawal (with adjustment), subject to discretionary
withdrawal (without adjustment) and not subject to discretionary withdrawal provisions are
summarized as follows:

Subject to discretionary withdrawal (with adjustment):
(1) With market value adjustment

(2) At book value less current surrender charge of 5%

or more
(3) At market value
(4) Total with adjustment or at market value

(5) At book value without adjustment {minimal or no

charge or adjustment)
Not subject to discretionary withdrawal
Total gross
Reinsurance ceded
Total (net)

Subject to discretionary withdrawal (with adjustment):
(1) With market value adjustment
(2) At book value less current surrender charge of 5%
Or more
(3) At market value
(4) Total with adjustment or at market value
(5) At book value without adjustment (minimal or no
charge or adjustment)
Not subject to discretionary withdrawal
Total gross

Reinsurance ceded
Total (net)

At December 31, 2008
Amount Percent
$ - -%

10,145,287 6.27

10,145,287 6.27

110,035,993  68.03
41,562,547  25.70

161,743,827 100.00%
16,120,212

$ 145,623,615

At December 31, 2007
Amount Percent
$ - %

12,835,932 7.79

12,835,932 7.79

111,607,130  67.78
40,219,536  24.43

164,662,598 100.00%
14,526,851

$ 150,135,747
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Notes to Statutory-Basis Financial Statements (continued)

11. Life Premium and Annuity Considerations Deferred and Uncollected

Deferred and uncollected life insurance premiums and annuity considerations at December 31,
2008 and 2007, were as follows:

Type Gross Net of Loading
At December 31, 2008:
Ordinary life new business ' $ 750,960 § 201,089
Ordinary life renewal 10,961,942 9,100,186
Individual annuity 1,009 872
Group life 443,218 443218
Total $ 12,157,129 § 9,745,365
At December 31, 2007:
Ordinary life new business $ 735,630 $ 221,212
Ordinary life renewal 11,445,443 9,583,848
Individuval annuity 2,763 1,143
Group life 448,330 . 448,330
Total $ 12,632,166 § 10,254,533

12. Employee Benefits

Company employees are covered by a qualified defined contribution (Section 401(k)) plan
sponsored by the Company. Assets are held under various elective separate investment accounts
by the Massachusetts Mutual Life Insurance Company (Springtield, Massachusetts).

Matching contributions are made at 62.5% on participants’ contributions of up to 6%. The
Company’s contributions to the plan were $175,137 and $164,408 for 2008 and 2007,
respectively. Additional contributions in the amount of $177,603 and $168,013 for 2008 and
2007, respectively (representing 3% of total compensation of all eligible) were made to the
retirement plan. At December 31, 2008, the fair value of plan assets was $10,563,184. Any
liabilities for this plan are reflected on the financial statements of the Massachusetts Mutual Life
Insurance Company.
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Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

The Company provides certain life insurance and health care benefits for retired employees.
Substantially all employees may become eligible for these benefits, if they reach retirement age
while working for the Company. Retirees may elect certain prepaid health care benefit plans.
Medical coverage may require retiree contributions. The Company’s policy is to make payments
to these plans sufficient to provide for benefit payments required under the plans.

Life insurance benefits, generally amounting to annual earnings at retirement decreasing
uniformly over 15 years to 25% of the entire amount for life thereafter, are provided under a
retired lives reserve. The retired lives reserve was $612,018 at December 31, 2008, and $627,528
at December 31, 2007.

The estimated unfunded accumulated postretirement health care benefit obligations,
unrecognized transition obligation and accrued postretirement health care benefit liability for the
Company were as follows:

December 31
2008 2007
Actuarial present value of health care benefit
obligations:
Retirees $ 3,670,493 § 3,190,612
Fully eligible and vested plan participants 2,156,161 2,013,680
Accumulated postretirement health care benefit
obligation for fully vested participants $ 5,826,654 $ 5,204,292
Actuarial present value of health care benefit obligation
for nonvested employees $ 2,809,053 §$ 2,449,381
Unrecognized transition obligation $ 261,112 § 304,632
Accrued postretirement health care benefit liability $ 2,004,521 $ 1,780,883

The weighted-average discount rate used in determining the actuarial present value of the
postretirement health care benefit obligation was 6.12 % in 2008 and 6.25 % in 2007.
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Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

For measurement purposes, a 10% annual rate of increase in the per capita cost of covered health
care benefits was assumed for the year following the date of the valuation, and that rate was
assumed to decrease gradually to 5.5 % in 2014 and remain at that level. A 1% increase in the
assumed annual rate of increase in the per capita cost of health care benefits results in an increase
in the accumulated postretirement benefit obligation and postretirement benefit expense.
Increasing the assumed health care cost trend rates by one percentage point in each year would
increase the postretirement benefit obligation as of December 31, 2008, by $643,167 and the
estimated eligibility cost and interest cost components of net periodic postretirement benefit cost
by $73,803.

Postretirement benefit cost for 2008 was $730,469 and for 2007 was $411,253, including
amortization of the transition obligation, plus the expected cost of health care benefits for newly
eligible or vested employees, the expected cost of life insurance benefits for eligible employees
and interest cost.

It has been determined that the Company’s prescription drug benefit is actuarially equivalent to
Medicare Part D under the Medicare Prescription Drug, Improvement and Modernization Act of
2003 (the Act) and will therefore qualify for the federal subsidy. The postretirement benefit
obligation and net periodic benefit cost reflect amounts associated with the subsidy. For the year
ended December 31, 2008, the effect of the Act was a $104,831 reduction in the net
postretirement benefit cost for the subsidy related to benefits attributed to former employees. The
Act also had the following effects on the net postretirement benefit cost: a $20,056 decrease as a
result of an actuarial gain; a $30,943 decrease to the current period service cost due to the
subsidy; and a $53,832 decrease to the interest cost.

Expected 2008 grdss benefit payments were $434,662 and actual gross benefit payments were
$520,300. The subsidy was $28,944 for 2008 and was expected to be $30,042.

Supplemental Retirement Plans

The Company has nonqualified deferred compensation agreements with certain employees and
agents. Benefits under the agreements with the home-office employees vest immediately.
Benefits under agent agreements have a graded vesting dependent on various factors. The
Company records nonvested balances as a nonadmitted asset. The liability for these agreements
was $6,053,531 and $5,854,630 at December 31, 2008 and 2007, respectively. The nonvested
balance at December 31, 2008, was $112,880. The expense for these agreements amounted to
$525,211 and $490,815 in 2008 and 2007, respectively.
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Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

The Company has accrued for compensated absences/vacation pay in accordance with
Statements of Statutory Accounting Principles No. 11, Postemployment Benefits and
Compensated Absences. A liability of $740,943 is recorded in salaries and wages general

€xpense.

During 2006, the Company recognized a cost of $360,000, payable over time, for the unique
contractual postemployment wage continuation of a long tenured ex-employee. The remaining
liability as of December 31, 2008, was $112,500.

13. Other

The Company has available a $30,000,000 line of credit from the Federal Home Loan Bank of
Dallas. No amounts have been drawn since its inception and no debt was outstanding at
December 31, 2008.

14, Subsequent Events
As of March 31, 2009, the Company had approximately $4,800,000 of additional unrealized

losses recorded as nonadmitted assets through surplus as a result of investment down grades and
changes in NAIC classification.
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Report of Independent Auditors

The Board of Directors
Government Personnel Mutual Life Insurance Company

We have audited the accompanying statutory-basis balance sheets of Government Personnel
Mutual Life Insurance Company (the Company) as of December 31, 2007 and 2006, and the
related statutory-basis statements of income, changes in surplus and cash flow for the years then
ended. These financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged to
perform an audit of the Company’s internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the Company’s internal control over financial reporting. Accordingly, we express
no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and
significant estimates made by management and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As described in Note 1 to the financial statements, the Company presents its financial statements
in conformity with accounting practices prescribed or permitted by the Texas Department of
Insurance, which practices differ from U.S. generally accepted accounting principles. The
variances between such practices and U.S. generally accepted accounting principles and the
effects on the accompanying financial statements are described in Note 1. The effects on the
financial statements of these variances are not reasonably determinable, but are presumed to be
material.

In our opinion, because of the effects of the matter described in the preceding paragraph, the
financial statements referred to above do not present fairly, in conformity with U.S. generally
accepted accounting principles, the financial position of Government Personnel Mutual Life
Insurance Company at December 31, 2007 and 2006, or the results of its operations or its cash
flows for the years then ended.
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However, in our opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Government Personnel Mutual Life Insurance Company at
December 31, 2007 and 2006, and the results of its operations and its cash flows for the years
then ended in conformity with accounting practices prescribed or permitted by the Texas

Department of Insurance.
Sanct ¥ MLLP

May 14, 2008
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Government Personnel Mutual Life Insurance Company

Balance Sheets — Statutory Basis

Admitted assets
Cash and invested assets:
Bonds, including securities loaned
(2007 - $95,787,556; 2006 — $130,492,007)
Preferred stocks
Common stocks
Mortgage loans
Real estate, less accumulated depreciation
(2007 - $584,813; 2006 - $329,879):
Properties occupied by the Company
Properties held for the production of income
Policy loans
Short-term investments
Cash
Receivables for securities
Total cash and invested assets

Deferred and uncollected premiums, less loading
(2007 — $2,377,632; 2006 — $2,122,286)
Accident and health premiums due and unpaid
Federal tax recoverable, including net deferred tax
asset (2007 — $8,458,694; 2006 ~ $7,931,137)
Accrued investment income
Electronic data processing equipment, less
accumulated depreciation
(2007 — $1,302,683; 2006 — $1,232,820)
Reinsurance ceded
Other admitted assets
Total admitted assets

0805-0947622-F§

December 31

2007

2006

$ 533,452,918

$ 541,810,953

7,084,320 2,575,000
3,034,563 4,517,162
107,498,957 101,908,972
7,606,302 7,791,808
1,445,960 862,135
71,827,803 70,584,388
19,887,317 13,092,722
2,419,913 773,082
869,271 1,142,296
755,127,824 745,059,018
10,254,534 10,738,286
140,846 162,350
8,714,477 7,931,137
7,966,883 7,976,471
78,227 138,408
3,552,165 2,431,625
763,842 942,877

$ 786,598,798

$ 775,380,172




Government Personnel Mutual Life Insurance Company

Balance Sheets — Statutory Basis (continued)

Liabilities and surplus
Liabilities:
Policy and contract liabilities:
Life and annuity reserves
Accident and health reserves
Deposit-type contracts
Dividends and coupons payable
Unpaid claims
Other
Total policy and contract liabilities

Benefits for employees
Accounts payable and accrued expenses
Unearned investment income
Federal income taxes payable
Asset valuation reserve
Interest maintenance reserve
Other
Total liabilities

Surplus:
Surplus guarantee fund
Unassigned surplus
Total surplus
Total liabilities and surplus

See accompanying notes.
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December 31

2007

2006

$ 591,549,063

$ 583,690,353

688,758 666,517
60,927,715 61,799,811
6,601,225 6,526,225
7,642,948 8,276,277
793,454 64,792
668,203,163 661,023,975
6,004,630 5,646,850
5,094,663 5,536,417
2,121,386 2,080,660

- 185,550
11,291,718 10,086,780
4,343,461 4,782,049
1,582,406 1,515,101
698,641,427 690,857,382
400,000 400,000
87,557,371 84,122,790
87,957,371 84,522,790

$ 786,598,798

$ 775,380,172




Government Personnel Mutual Life Insurance Company

Statements of Income — Statutory Basis

Premiums and other revenues:
Premium on life, annuity and accident and health policies
Considerations for supplemental contracts with life

contingencies

Net investment income
Amortization of the interest maintenance reserve
Commissions and expense allowances on reinsurance ceded
Miscellaneous income

Total premiums and other revenues

Benefits paid or provided:
Death benefits
Annuity benefits
Surrender benefits
Interest and adjustments on policy or deposit-type contract funds
Payments from supplemental contracts with life contingencies
Other benefits
Increase in policy reserves
Total benefits paid or provided

Insurance expenses:
Commissions
General expenses
Insurance taxes, licenses and fees
Total insurance expenses
Total benefits paid or provided and insurance expenses

Gain from operations before dividends to policyholders, income
taxes and net realized capital (losses) gains

Dividends to policyholders

Gain from operations before income taxes and net realized capital
(losses) gains

Federal income taxes

Gain from operations before net realized capital (losses) gains

Net realized capital (losses) gains, net of federal income tax
expense (2007 — $75,597; 2006 — $217,506) and net of amounts
transferred to IMR

Net income

See accompanying notes.

0805-0947622-F5

Years Ended Degember Kj |

2007

2006

$ 54,124,687

$ 55,735,738

704,184 545,622
42,387,627 41,133,137
447,188 455,044
4,706,623 4,701,038
131,983 171,735
102,502,292 102,742314
25,570,381 27,007,255
9,366,038 11,795,469
15,105,199 14,968,609
2,889,283 2,888,762
1,239,234 1,296,546
1,638,427 1,404,737
7,880,951 6,607,895
63,690,013 65,969,273
5,991,702 5,780,293
15,518,575 15,371,462
1,324,857 1,579,219
22,835,134 22,730,974
86,525,147 '$8,700,247
15,977,145 14,042,067
 (6,561,553) (6,424,153)
9,415,592 7,617,914
3,018,640 2,223,080
6,396,952 5,394,834
(1,262,726) 420,717
$ 5134226 $ 5,815,551




Government Personnel Mutual Life Insurance Company

Statements of Changes in Surplus — Statutory Basis

Surplus at beginning of year

Net income

Change in net unrealized capital (losses) gains, net
of tax :

Change in net deferred tax

Change in nonadmitted assets

Change in liability for reinsurance in unauthorized
companies

Change in asset valuation reserve

Other

Net increase
Surplus at end of year

See accompanying noftes.
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Years Ended December 31

2007

2006

$ 84,522,790

$ 79,330,167

5,134,226 5,815,551
(489,242) 279,871
477,784 (353,151)
(483,196) 584,376
(53) (30)
(1,204,938) (1,126,996)
- (6,998)
3,434,581 5,192,623

$ 87,957,371

$ 84,522,790




Government Personnel Mutual Life Insurance Company

Statements of Cash Flow — Statutory Basis

Operating activities

Premiums collected, net of reinsurance
Net investment income

Miscellaneous income

Total

Benefit and loss related payments

Commissions, expenses paid and aggregate write-ins for deductions

Dividends paid to pelicyholders

Federal and foreign income taxes paid, net of tax on capital (losses)

gains
Total
Net cash provided by operating activities

Investing activities
Proceeds from investments sold, matured or repaid:
Bonds
Stocks
Mortgage loans
Other proceeds
Total investment proceeds

Cost of investments acquired:
Bonds
Stocks
Mortgage loans
Real estate
Miscellaneous applications
Total investments acquired
Net increase in policy loans and premium notes
Net cash used in investing activities

Financing and miscellaneous activities

Net deposits on deposit-type contract funds and other insurance
Other cash provided

Net cash used in financing and miscellaneous activities

Net change in cash and short-term investments
Cash and short-term investments at beginning of year
Cash and short-term investments at end of year

See accompanying notes.

DB05-0947622-FS

Years Ended December 31
2007 2006
$ 55,280,351 § 56,601,227
42,860,248 41,968,370
4,765,602 4,758,648
102,906,201 103,328,245
54,632,352 57,126,055
22,874,168 22,645,411
6,486,553 6,404,689
3,459,973 1,775,530
87,453,046 87,951,685
15,453,155 15,376,560
62,272,083 64,757,816
5,045,921 1,790,933
17,391,170 12,932,822
273,026 -
84,982,200 79,481,571
55,327,541 78,308,720
8,889,717 1,415,280
22,887,408 15,527,500
653,754 78,956
80,027 134,470
87,838,447 95,464,926
1,243,408 1,227,586
(4,099,655) (17,210,941
(3,239,280) (2,580,277)
327,206 697,211
(2,912,074 (1,883,066)
8,441,426 (3,717,447)
13,865,504 17,583,251
22,307,230 13,865,804




Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements

December 31, 2007

1. Nature of Operations and Significant Accounting Policies

Government Personnel Mutual Life Insurance Company (the Company) is domiciled in the state
of Texas. The Company is a mutual life insurance organization specializing in the armed forces,
civil service markets and final expense markets. Coverages are also available to the middle to
upper-income general civilian market.

Operations are conducted primarily on personal producing and managing general agent plans
through approximately 1,400 general and soliciting agents. The Company is licensed in 48 states,
the territory of Guam and the District of Columbia. Its primary markets are the states of Texas,
California, Florida and Virginia. The Company is also accredited to solicit sales at some overseas
military installations. The Company offers a portfolio of the usual forms of individual permanent,
term, flexible premium universal life and annuity policies, all without a war clause. Life
insurance and annuity plans are available to United States military personnel and civil service
employees through a federal allotment plan. Automatic payment plans are available to the
civilian populace. The Company is the underwriter for the group association coverages for
members of the Military Benefit Association (MBA). The Company derives substantially all of
its direct group life and group accident and health business from the group policy issued to the
MBA.

Basis of Presentation

The Company’s financial statements are prepared in conformity with accounting practices
prescribed or permitted by the Texas Department of Insurance, whose practices may differ from
U.S. generally accepted accounting principles (GAAP). The more significant variances from
GAAP are as follows:

Investments: Investments in bonds are reported at amortized cost or fair value based on their
National Association of Insurance Commissioners (NAIC) rating; for 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 fair value
with unrealized holding gains and losses reported in operations for those designated as
trading and as a separate component of surplus for those designated as available-for-sale. Fair
value for statutory purposes is based on the price published by the Securities Valuation Office
of the NAIC (SVO), if available, whereas fair value for GAAP is based on quoted market
prices.

0805-0947622-FS



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

All single-class and multi-class mortgage-backed/asset-backed securities (e.g., CMOs) are
adjusted for the effects of changes in prepayment assumptions on the related accretion of
discount or amortization of premium of such securities using the retrospective method. If it is
determined that a decline in fair value is other-than-temporary, the cost basis of the security is
written down to the undiscounted estimated future cash flows. For GAAP purposes, all
securities, purchased or retained, that represent beneficial interests in securitized assets (e.g.,
CMO, CBO, CDO, CLO, MBS and ABS securities), other than high credit quality securities,
are adjusted using the prospective method when there is a change in estimated future cash
flows. If it is determined that a decline in fair value is other-than-temporary, the cost basis of
the security is written down to fair value. If high credit quality securities are adjusted, the
retrospective method is used.

Real estate owned and occupied by the Company is included in investments rather than
reported as an operating asset as under GAAP. Investment income and operating expenses for
statutory reporting include rent for the Company’s occupancy of those properties.

Valuation allowances, if necessary, are established for mortgage loans based on the
difference between the net value of the collateral, determined as the fair value of the
collateral less estimated costs to obtain and sell, and the recorded investment in the mortgage
loan. Under GAAP, such allowances are based on the present value of expected future cash
flows discounted at the loan’s effective interest rate or, if foreclosure is probable, on the
estimated fair value of the collateral.

The initial valuation allowance and subsequent changes in the allowance for mortgage loans
are charged or credited directly to unassigned surplus rather than included as a component of
earnings as would be required under GAAP. )

Changes in investment nonadmitted asset carrying amounts are credited or charged directly to
unassigned surplus. ‘

Valuation Reserves: Under a formula prescribed by the NAIC, the Company defers the
portion of realized capital gains and losses on sales of fixed income investments attributable
. to changes in the general level of interest rates and amortizes those deferrals over the
remaining period to maturity based on groupings of individual securities sold in five-year
bands. That net deferral is reported as the interest maintenance reserve (IMR) in the

08035-0947622-F5



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

accompanying balance sheets. Realized capital gains and losses are reported in income, net of

federal income tax and transfers to the IMR. Under GAAP, realized capital gains and losses

would be reported in the income statement on a pretax basis in the period that the assets
- giving rise to the gains or losses are sold.

The asset valuation reserve (AVR) provides a valuation allowance for invested assets. The
AVR is determined by an NAIC prescribed formula with changes reflected directly to
unassigned surplus; AVR is not recognized for GAAP.

Policy Acquisition Costs: The costs of acquiring 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 from future gross
profits, deferred policy acquisition costs are amortized generally in proportion to the present
value of expected gross profits from surrender charges and investment, mortality and expense
margins.

Nonadmitted Assets: Certain assets designated as “nonadmitted,” principally agents’
balances, fumniture and equipment and other assets not specifically identified as an admitted
asset within the NAIC Accounting Practices and Procedures Manual, are excluded from the
accompanying balance sheets and charged directly to unassigned surplus. Under GAAP, such
assets are included in the balance sheet to the extent that those assets are not impaired.

Universal Life and Annuity Policies: Revenues for universal life and annuity policies with
mortality or morbidity risk consist of the entire premium received and benefits incurred
represent the total of death benefits paid, surrender benefits paid and the change in policy
reserves. Proceeds received for annuity policies without mortality or morbidity risk 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 account
values.

10
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Benefit Reserves: Certain policy reserves are calculated based on statutorily required interest
and mortality assumptions rather than on estimated expected experience or actual accourt
balances as would be required under GAAP.

Reinsurance: Policy and contract liabilities ceded to reinsurers have been reported as
reductions of the related reserves rather than as assets as would be required under GAAP.
Commissions allowed by reinsurers on business ceded are reported as income when incurred
rather than being deferred and amortized with deferred policy acquisition costs as would be
required under GAAP. In addition, liability for reinsurance balances has been provided for
unsecured policy reserves ceded to reinsurers not authorized to assume such business.
Changes to the liability are credited or charged directly to unassigned surplus. Under GAAP,
an allowance for amounts deemed uncollectible would be established through a charge to
earnings.

Employee Benefits: For purposes of calculating the Company’s postretirement and
postemployment benefit obligations, only vested participants and current retirees are included
in the valuation. Under GAAP, active participants not currently eligible would also be
included.

Deferred Income Taxes: Deferred tax assets are limited to 1) the amount of federal income
taxes paid in prior years that can be recovered through loss carrybacks for existing temporary
differences that reverse by the end of the subsequent calendar year, plus 2) the lesser of the
remaining gross deferred tax assets expected to be realized within one year of the balance
sheet date or 10% of surplus excluding any net deferred tax assets, and EDP equipment and
operating software, plus 3) the amount of remaining gross deferred tax assets that can be
offset against existing gross deferred tax liabilities. The rémaining deferred tax assets are
nonadmitted. Deferred taxes do not include amounts for state taxes. Under GAAP, state
income taxes are included in the computation of deferred taxes, a deferred tax asset is
recorded for the amount of gross deferred tax assets expected to be realized in future years
and a valuation allowance is established for deferred tax assets not realizable.

Policyholder Dividends: Policyholder dividends are recognized when declared rather than
over the term of the related policies. Dividends are determined annually by the Company’s
Board of Directors. Individual ordinary life participating premium approximates 87% of the
Company’s ordinary life insurance collected premiums.

11
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Statements of Cash Flow: Cash and short-term investments in the statements of cash flow
represent cash balances and investments with initial maturities of one year or less. Under
GAAP, the corresponding captions of cash and cash equivalents include cash balances and
investments with initial maturities of three months or less.

The effects of the foregoing variances from GAAP on the accompanying statutory-basis financial
statements have not been determined, but are presumed to be material.

Other significant accounting practices are as follows:
Investments

Bonds, preferred stocks, common . stocks and short-term investments are statedr at values
prescribed by the NAIC as follows:

Bonds are stated at amortized cost or, for certain bonds, at fair value as determined by the SVO,
with related unrealized capital gains/losses reported in unassigned surplus, net of federal income
.

Bonds not backed by other loans are stated at amortized cost using the interest method. Loan-
backed bonds and structured secunties are valued at amortized cost using the interest method
including anticipated prepayments. Prepayment assumptions are obtained from broker dealer
survey - values 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.

Redeemable preferred stocks are reported at cost or amortized cost as determined by the SVO.

Common stocks are reported at- fair value as determined by the SVO, and the related unrealized
capital gains/losses are reported in unassigned surplus, net of federal income taxes. '

There are no restrictions on common or preferred stock.

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.

12
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Government Personnel Mutual Life Insurance Company

~ Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)

Mortgage loans are reported at unpaid principal balances, less an allowance for impairment as
needed. 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 to the contractual terms of the mortgage agreement. When management
determines foreclosure is probable, the impairment is other-than-temporary; the mortgage loan is
written down to a realizable value and a realized loss is recognized.

Land is reported at cost. Real estate occupied by the Company and real estate held for the
production of income are reported at depreciated cost, with depreciation calculated on a straight-
line basis over the estimated useful lives of the properties.

Policy loans are reported at their unpaid principal balance.

Realized capital gains and losses are determined using the specific identification basis. Changes
in admitted asset carrying amounts of bonds, mortgage loans, policy loans, common and
preferred stocks are credited or charged directly to unassigned surplus.

Furniture and Equipment

The Company’s electronic data processing equipment and operating software are reported at cost,
less accumulated depreciation. Depreciation is provided in amounts sufficient to charge the cost
of electronic processing equipment and operating software to operations over the lesser of their
estimated service lives or three years on a straight-line basis. Nonoperating software is
depreciated on a straight-line basis over the lesser of its useful life or five years. Other furniture
and equipment are depreciated on a straight-line basis over the lesser of their estimated service
lives or five years. Depreciation and amortization expense charged to operations was $444,886
for 2007 and $529,622 for 2006.

Premiums

Life and accident and health premiums are recognized as revenue when due. Premiums for
annuity policies with mortality and morbidity risk are also recognized as revenue when due.
Premiums received for annuity policies without mortality or morbidity risk and for group annuity
contracts are recorded using deposit accounting.

13
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Benefit 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 that will provide, in the aggregate, reserves that are greater than the minimum required
by the Texas Department of Insurance. '

The Company waives deduction of deferred fractional premiums upon the death of insureds and
refunds any premium beyond the month of death. Surrender values on policies do not exceed the
corresponding benefit reserves. Extra premiums are charged for substandard lives plus the gross
premium for the true age. The mean reserve method is used to adjust the calculated terminal
reserve to the appropriate reserve at December 31. Mean reserves are determined by computing
the regular mean reserve for the plan at the true age and holding, in addition, one-half of the extra
premium charge for the year. An asset is recorded for deferred premiums net of loading to adjust
the reserve for modal premium payments. Additional reserves are established when the results of
cash flow testing under various interest rate scenarios indicate the need for such reserves. There
has been no need for such reserves.

As of December 31, 2007 and 2006, reserves of $2,591,533 and $2,774,221, respectively, were
recorded on in-force amounts of $179,566,021 and $194,575,035, respectively, for which gross
premiums are less than the net premiums according to the standard of valuation required by the
Texas Department of Insurance.

The tabular interest, tabular cost less actual reserve released and tabular cost have been
determined by formula. For determination of tabular interest on funds not involving life
contingencies, the tabular interest is actual interest credited or due on the accounts for the
valuation year.

Deposit-Type Contracts

Deposit-type contracts consist primarily of dividend accumulations, premium deposits and
supplemental contracts not involving life contingencies and annuities certain. Premium deposits
relate primarily to the MBA group business. Deposit-type contracts are increased and decreased
according to the deposits and withdrawals, respectively, of the applicable policyholders, as well
as by retrospectively rated credits and debits for favorable and unfavorable, respectively,
underwriting and investment experience of the MBA business.

14
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

1. Nature of Operations and Significant Accounting Policies (continued)
Unpaid Claims

The liability for unpaid policy and contract claims represents the estimate of the ultimate net cost
of all reported and unreported claims incurred through year-end. The liability is estimated using
individual case-basis valuations and Company history. Those estimates are subject to the effects
of trends in claim severity and frequency. Although considerable variability is inherent in such
estimates, management believes that the reserve for unpaid claims is adequate. The estimates are
continually reviewed and adjusted as necessary as experience develops or new information
becomes known; such adjustments are included in current operations.

Reinsurance

Reinsurance premiums and benefits paid or provided are accounted for on a basis consistent with
those used in accounting for the original policies issued and the terms of the reinsurance
contracts.

Guaranty Fund Assessments

Guaranty fund assessments are accrued when the Company receives notice or other information
that a reasonably estimable amount is or is likely to be payable to a guaranty fund.

Use of Estimates

The preparation of statutory-basis financial statements requires management to make estimates
and assumptions that affect amounts reported in the financial 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.

Reclassifications

Certain 2006 amounts in the Company’s statutory-basis financial statements have been
reclassified to conform to the 2007 financial statement presentation.

15
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments

Bonds: The amortized cost and the fair value of investments in bonds are summarized as follows:

At December 31, 2007

U.S, government and agencies
State and political subdivisions

Corporate securities

Mortgage-backed securities

Total bonds

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
$ 149,223,745 § 2,677,895 § (613,854) § 151,287,786
18,953,466 281,007 (145,287 19,089,186
339,603,992 6,957,957 (11,436,780) 335,125,169
25,671,715 330,991 (876,664) 25,126,042

$ 533,452,918

$ 10,247,850

$ (13,072,585)

§ 530,628,183

At December 31, 2006

U.S. government and agencies
State and political subdivisions

Corporate securities

Mortgage-backed securities

Total bonds

$ 162,988,667 $ 1,188,806 $ (4,151,449) $ 160,026,024
12,017,177 745,862 (40,649) 12,722,390
340,059,124 7,691,574 (6,354,632) 341,396,066
26,745,985 169,200 (545,389) 26,369,796

$ 541,810,953 § 9,795442 § (11,092,119) $ 540,514,276

The following table shows gross unrealized losses and fair values of fixed maturities, aggregated
by investment category and length of time that individual securities have been in a continuous
unrealized loss position. There were five unrated or below investment grade bonds. There were
18 bonds with their fair value below 90% of the amortized cost.

December 31, 2007

U.S. government and agencies
State and political subdivisions
Corporate securities
Mortgage-backed securities
Total bonds

December 31, 2006
U.S. government and agencies

State and political subdivisions.

Corporate sccurities
Mortgage-backed securities
Total bonds

0B05-0947622-FS

Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Unrealized Unrealized Unrealized

Fair Yalue Losses Fair Value Losses Fair Value Losses
$ 5329300 $§ (245814) $§ 29.327,088 §- (368,040) § 34,656,388 § (613,854)
5,149,104 (119,498) 2,484,775 (25,789) 7,633,879 (145,287)
52,162,814  (3,476,07T) 152,618,799  (7,960,703) 204,781,613  (11,436,780)
2,921,440 (26,164) 9,437,601 (850,500) 12,359,041 {876,664)
§ 65,562,658 § (3,867,553) $ 193,868,263 § (9,205,032) § 259,430,921 § (13,072,585)
§ 26,293,831 § (323,370) § 117,841,011 §(3,828,079) § 144,134,842 % (4,151,449)
5,129,235 (40,649) - - 5,129,235 {40,649)
67,916,525  (1,509,898) 124,629,903  (4,844,734) 192,546,428 (6,354,632)
4,289,940 (87,941) 13,457,201 (457,448) 17,747,141 (545,389)
$ 103,629,531 §(1,961,858) § 255,928,115 § (5,130,261) § 359,557,646 $(11,092,119)
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

A summary of the amortized cost and fair value of the Company’s investments in bonds at
December 31, 2007, by contractual maturity, is as follows:

Years to maturity:
One or less
After one through five
After five through ten
After ten
Mortgage-backed securities
Total

Amortized Fair
Cost Value
$ 19,413,035 § 19,468,009
90,876,388 92,810,813
144,573,499 143,538,980
252,918,281 249,684,339
25,671,715 25,126,042

$ 533,452,918

$ 530,628,183

" The actual maturities may differ from the contractual maturities in the foregoing table because
certain borrowers have the right to call or prepay obligations with or without call or prepayment

penalties.

Proceeds from sales of investments in bonds during 2007 and 2006 were $35,220,793 and
. $45,490,183, respectively; gross gains of $177,055 and $829,488 and gross losses of $406,662
~and $982,412 were realized on those sales, respectively.

At December 31, 2007, bonds with an admitted asset value of $7,070,341 were on deposit with
state insurance departments to satlsfy regulatory requirements.

Stocks: Unrealized gains and losses on investments in common stocks are reported directly in
unassigned surplus and do not affect operations. The cost and fair value of investments in
preferred stocks and common stocks are summarized as follows:

Gross Gross
Unrealized Unrealized
Cost Gains Losses Fair Value

At December 31, 2007

Preferred stocks $ 7,084,320 § 24,800 $ (726,520) § 6,382,600
Common stocks § 2517477 $ 537532 0§ (20446) § 3,034,563
At December 31, 2006

Preferred stocks $ 2,575,000 § 97,450 % (164000 § 2,656,050
Common stocks $ 3,258,801 $§ 1,258,361 $ - § 4,517,162

0805-0947622-F§
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

The following table shows gross unrealized losses and fair values of preferred and common
stocks, aggregated by investment category and length of time that individual securities have been
in a continuous unrealized loss position:

Less Than 12 Months 12 Months or More Total
Gross Gross Gross
Unrealized Unrealized Unrealized
Fair Yalue Losses Fair Value Losses Fair Value Losses
December 31, 2607
Stocks: .
Preferred stocks $3,837.800 $ (671,520) S 445000 §$ (55000) $4,282,800 $ (726,520)
Common stocks 413,705 (20,446) — — 413,705 (20,446)
Total $4,251,505 8 (691,966) § 445000 § (55,000) %4,696,505 $ (746,966)
December 31, 2006
Stocks:
Preferred stocks $ - $ - $ 483,600 § (16,400) § 483,600 § (16,400)
Common stocks - - - - — —
Total $ - $ — $ 483600 § (16400) $ 483,600 § (16,400)

Mortgage Loans: During 2007, the minimum and maximum lending rates for mortgage loans
were 6.25% and 6.875%, respectively. At the issuance of a loan, the percentage of loan to value
on any ote loan does not exceed 75%. Fire insurance is required on all properties covered by
mortgage loans at least equal to the excess of each loan over the maximum loan that would be
permitted by law on the land without the buildings. At December 31, 2007, the Company held
one mortgage with a carrying value of $3,234,126 with interest overdue beyond 180 days. None
were held at year-end 2006. There was no nonadmitted interest or principal at December 31,
2007 or 2006, '

At December 31, 2007 and 2006, taxes, assessments and amounts advanced not included in the
mortgage loan total were $27,452 and $48,430, respectively. At December 31, 2007, none of the
Company’s investments in mortgage loans were subject to prior liens.

The Company’s investments in mortgage loans all involve commercial real estate. At
December 31, 2007, all such mortgages involve properties located in the states of Texas, Nevada,
Arizona, Colorado, Utah or New Mexico. Such investments consist of first mortgage liens on
completed income-producing properties; at December 31, 2007, the mortgage outstanding on any
individual property did not exceed $3,700,000.

18
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

The total recorded investment in troubled restructured loans at December 31, 2007 and 2006, was
$4,434,253 and $5,172,197, respectively. There were no realized capital losses related to these
loans. There were no contractual commitments to extend credit to debtors owing receivables
whose terms have been modified in troubled debt restructurings. The Company accrues interest
income on impaired loans to the extent deemed collectible and the loan continues to perform
under its original or restructured contractual terms. Interest income on nonperforming loans
generally is recognized on a cash basis.

Real Estate: Properties held for the production of income represent two condominiums purchased
for the use of Company employees and a strip center adjacent to the home office property.

During 2007, the Company added one investment property to its real estate investments. The
property is adjacent to the home office building and allows the Company access to Starcrest, a
major cross street to Loop 410. The Company paid $600,304 for the property.

Net Investment Income: Net investment income consists of the following:

Years Ended December 31
2007 2006
Income;
Bonds b} 31,134956 § 29,715,747
Preferred stocks 192,216 196,155
Common stocks 196,689 229,163
Mortgage loans . 7,467,179 7,933,418
Real estate ¥ 772,019 705,426
Policy loans 4,486,365 4,345,164
Short-term investments and cash . 906,466 875,942
Other 80,741 57,804
Total investment income 45,236,631 44,058,819
Expenses:
Real estate operating and maintenance 702,530 717,500
Real estate taxes 131,271 111,768
Depreciation 254,935 245,796
Other 1,760,268 1,850,618
Total investment expenses 2,849,004 2,925,682
Net investment income $ 42,387,627 § 41,133,137

) Real estate: Includes $638,172 in 2007 and $637,902 in 2006 for the Company’s occupancy of its own building.

19
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

Realized Capital Gains (Losses): Realized capital gains (losses) are reported net of federal
income taxes and amounts transferred to the IMR as follows:

2007 2006

Realized capital (losses) gains ' $ (1,174,100) § 394,000
Less amount transferred to IMR (net of related

taxes of $4,430 in 2007 and $(83,036) in 2006 8,599 (161,187)

(1,182,699) 555,187

Less federal income tax expense on realized

capital (losses) gains 80,027 134,470
Net realized capital obligations $ (1,262,726) $ 420,717

Securities Lending: To realize additional income, the Company has entered into a Securities
Lending Agreement with Frost National Bank. The agreement allows Frost National Bank to lend
the securities of the Company in a manner that is transparent to the Company. Frost National
Bank performs all of the functions involved in lending securities and pays the Company 60% of
all earnings made by Frost National Bank. As of December 31, 2007, the amount earned from
securities lending was $79,596. The Company establishes the limits on the amount that Frost
National Bank may lend in total, not to exceed 40% of assets. The Company has full control of
its assets and may sell any bond without prior approval from Frost National Bank. Frost National
‘Bank will post a sell to the Company, whether the loaned security has been returned to them or
not, and indemnifies the Company against any loss arising from the Securities Lending Program.

Asset Impairments — Other-Than-Temporary: Management regularly reviews the value of the
Company’s investments. If the value of any investment falls below its cost basis, the decline is
analyzed to determine whether it is an other-than-temporary decline in value. To make this
determination for each security, the following is considered:

o How long and by how much the fair value has been below its cost;

» The financial condition and near-term prospects of the issuer of the security, including
any specific events that may affect its operations or earnings potential;

e Management’s intent to hold the security long enough for it to recover its value;
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

» Any downgrades of the security by a rating agency;

* Any reduction or elimination of dividends, or nonpayment of scheduled interest
payments; and

e The impact interest rates have had on the value of the security.

The Company has no direct exposure to subprime mortgages. The Company has reviewed the
positions in the investment portfolio for securities held that have exposure to subprime
mortgages and the associated risk from the current credit crisis. Due to the lack of transparency in
financial statements of security issuers, it is difficult to completely ascertain the significance of
each issuer’s exposure to subprime mortgages. Although the Company has experienced some
loss in value in investments held, the impact has not been material. 98.4% of bonds are of high
quality consisting of Exempt Obligations and NAIC Category 1 and 2 bonds. Because the
Company practice is to hold invested assets long term and because the Company had no debt, the
exposure to the current reduced liquidity in the financial markets is not considered significant,

Bonds: During 2007, the Company impaired the Alltel 6.80% bond due May 1, 2029. During
2007, the management of that company and two venture capital firms bought all the stock and
took the company private. The debt issued to fund the buyout increased ocutstanding debt to a
level that led Moody’s, S&P and the other rating services to downgrade the debt to the Caal
level, This led to a significant decline in the fair value of the bond. Based on the significant
decline in value and the probability that it will be some time before the bonds retum to a
reasonable level, the decision was made to impair the bonds to the fair value at the end of the
year. A capital loss of $1,052,328 was recorded. The amortized cost of the bond prior to the
recognized loss was $2,802,328. The fair value was obtained from the SVO and was verified to
the fair value obtained from Frost National Bank. No bonds were impaired during 2006.

Stocks: Two common stocks were impaired during 2007, The first, Alesco Financial Trust, is a
financial Real Estate Investment Trust (REIT) with exposure to Collateralized Debt Obligations
with subprime loans. The second was the RMK Multi-Sector High Income fund that also had
exposure to Below Investment Grade debt and subprime loans. Due to the sub-prime crises and
its impact on these stocks, management believes the decline to be other-than-temporary.
Therefore, these stocks were impaired and a realized loss of $357,145 was recorded. The fair
value was obtained from the SVO and also verified to the fair value obtained from Frost National
Bank.
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Govemment Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

2. Investments (continued)

During 2006, a realized loss of $1,500 was recorded for one common stock with an amortized
cost of $4,180 that was considered to be impaired.

Morigages: During 2007 and 2006, the Company had no mortgage loans that were considered to
be other-than-temporarily impaired.

3. Fair Values

The following methods and assumptions were used by the Company in estimating the fair value
disclosures for financial instruments in the accompanying financial statements:

Cash, Short-Term Investments, Policy Loans and Receivables for Securities: The carrying
amounts reported in the accompanying statutory-basis balance sheets for these financial
instruments approximate their fair values.

Investment Securities: The fair values for fixed maturity securities are based on unit prices
prescribed by the SVO or, in the absence of SVO unit prices or when amortized cost is used
by the SVO as the unit price, quoted market prices by other third-party organizations. The fair
value of mortgage-backed securities is based on quoted market prices by third-party
organizations. The fair values for equity securities are based on fair values prescribed by the
SVO.

Mortgage Loans: The fair values for mortgage loans are estimated using weighted-average
maturity analyses, using interest rates currently being offered for similar loans to borrowers
with similar credit ratings. Loans with similar characteristics are aggregated for purposes of
the calculations. )

Investment Contracts: The fair values for the Company’s liabilities under investment-type
insurance contracts are estimated using discounted cash flow calculations, based on interest
rates currently being offered for similar contracts with maturities consistent with those
remaining for the contracts being valued.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

3. Fair Values (continued)

The carrying amounts and fair values of the Company’s financial instruments at December 31
were as follows:

2007 2006

Carrying Fair Carrying Fair

Amount Value Amount Value
Bonds $533,452,918 $530,628,183  $541,810,953 $540,514,276
Preferred stock 7,084,320 6,382,600 2,575,000 2,656,050
Common stocks 3,034,563 3,034,563 4,517,162 4,517,162
Mortgage loans 107,498,957 108,184,800 101,908,972 103,722,584
Policy loans 71,827,803 71,827,803 70,584,888 70,584,888
Short-term investments 19,887,317 19,887,317 13,092,722 13,092,722
Cash 2,419,913 2,419,913 773,082 773,082
Receivables for securities 869,271 869,271 1,142,297 1,142,297

The carrying amounts and fair values of the Company’s liabilities for investment-type insurance
contracts at December 31 were as follows:

2007 2006
Carrying Fair Carrying Fair
Amount Value Amount Value
Individual annuities $ 78,087,694 $ 76,815,786 $ 81,934,505 § 80,350,771
Supplemental contracts
not involving life
contingencies 19,112,848 19,532,283 219,727,712 20,254,526

The fair values for the Company’s insurance contracts other than investment contracts are not
required to be disclosed. However, the fair values of liabilities under all insurance contracts are
taken into consideration in the Company’s overall management of interest rate risk, such that the
Company’s exposure to changing interest rates is minimized through the matching of investment
maturities with amounts due under insurance contracts.

23

0805-0947622-F§



Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

4. Reinsurance

Certain premiums and benefits are assumed from and ceded to other insurance companies under
various reinsurance agreements. The ceded reinsurance agreements provide the Company with
increased capacity to write larger risks. The Company remains obligated for amounts ceded in the
event that the reinsurers do not meet their obligations.

Amounts payable or recoverable for reinsurance on policy and contract liabilities are not subject
to periodic or maximum limits. The Company has $1,636,562 of amounts recoverable on paid -
losses and commissions and expense allowances due from a single reinsurer. This amount does
not exceed 3% of the Company’s total surplus at December 31, 2007.

The Company has entered into a reinsurance agreement in which the reinsurer may unilaterally
cancel any reinsurance for reasons other than nonpayment of premiums or other similar credits.
The total amount of reinsurance credits taken for this agreement at December 31, 2007 and 2006,
was $17,432,412 and $19,278,549, respectively.

The Company does not have any reinsurance agreements in effect in which the amount of losses
paid or accrued through December 31, 2007, would result in a payment to the reinsurer of
amounts that, in the aggregate and allowing for offset of mutual credits from other insurance
agreements with the same reinsurer, exceed the total direct premiums collected under the
reinsured policies.

The amounts related to the Company’s ceded and assumed reinsurance arrangements for life
insurance are summarized as follows:

Ceded to Assumed From

Other Other
Companies Companies

2007
Premiums for the year ended December 31 $ 20,164,206 S 2,441,980
Benefits paid or provided for the year ended

December 31 14,780,422 2,636,168
Credit taken against policy and contract liabilities

at December 31 29,408,135 -
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

4. Reinsurance (continued)

Ceded to Assumed From

Other Other
Companies Companies

2006
Premiums for the year ended December 31 $ 21,429033 § 8,672,681
Benefits paid or provided for the year ended

December 31 ' 16,689,590 5,864,898
Credit taken against policy and contract liabilities

at December 31 30,224,747 -

Effective February 28, 2005, the Company entered into a 100% indemnity coinsurance agreement
to assume an existing block of ordinary life business. The Company assumed 10,949 policies
with $117.7 million of insurance in force and $6.8 million in reserves.

Effective April 1, 2005, the Company entered into.a 100% indemnity coinsurance agreement to
assume an existing block of single premium life business. The Company assumed 649 policies
with $53.7 million of insurance in force and $33 million in reserves.

During 2006, the Company began the process of assumption of the business by submitting
requests for approval to selected states. The Company has completed the assumption reinsurance
for numerous states as approval was received. Assumption reinsurance of the business will
continue as approval is received from other states and policyholders. -

5. Retrospectively Rated Contracts

In October 2001, the Company became the group carrier for the MBA, a nonprofit association of
military and civil service personnel. Group term life and health policies were issued to the MBA.
These policies can be terminated on anniversary with notice. Members of the MBA field of
membership are eligible to apply for group term life coverage or group TRICARE supplement
insurance. Life coverage is individually underwritten. Coverage from the prior carrier was
continued in the new group policies. The contract with the MBA requires that the MBA maintain
a premium stabilization fund (PSF) with the Company. The group is experience rated and the
PSF will increase or decrease depending on the experience for the year. Interest is credited at the
end of each fiscal year. A refund to members is considered annually and is paid at various levels
when considered appropriate. The PSF level is currently well in excess of a reserve that would -
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Government Personne! Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

5. Retrospectively Rated Contracts (continued)

be required for group term life, as such, no additional reserves are held. The PSF is held as a
deposit reserve. Claim reserves are held separately for both life and health claims.

The Company estimates accrued retrospective premium adjustments for its group association life
and health insurance business using the refund calculation specified in the agreement with the
association and records them as an adjustment to earned premium. The amount of net premiums
collected by the Company at December 31, 2007, that are subject to retrospective rating features
was $5,393,263 in group life and $1,006,913 in group health, The net premiums represent 99%
of the group life and 100% of the group health premiums collected. No other net premiums are
subject to retrospective rating features.

The full balance of retrospective premium adjustments is admitted and considered collectible.
6. Federal Income Taxes

Income before federal income taxes differs from taxable income principally due to the
differences in timing for recognizing accrual of market discounts on bonds, deferred
compensation and policyholder dividends; dividends-received tax deductions; policy acquisition
costs; interest maintenance reserve; and differences in reserves for policy and contract liabilities
for tax and financial reporting purposes. ‘

The components of incurred tax expense and the change in deferred tax assets (DTAs) and
deferred tax liabilities (DTLs) for the year ended December 31 are as follows:

2007 2006

Current income tax expense, operations $ 3,018,640 $ 2,223,080
Income tax expense on net realized capital (losses)

gains before transfers to IMR 80,027 134,470
Change in gross DTAs (537,950) (84,572)
Change in DTL (191,869) 581,900
Income tax on net unrealized capital (losses) gains 252,035 (144,177)
Net change in deferred taxes (477,784) 353,151
Total income taxes incurred $ 2,620,883 $ 2,710,701
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The Company’s income tax expense and change in deferred taxes differ from the amount
obtained by applying the federal statutory rates of 34% for the years ended December 31, 2007
and 2006, to gain from operations before income taxes and net realized capital losses for the
foliowing reasons: '

2007 2006
Federal income tax expense at 34% $ 3201,301 § 2,590,091
Net capital (losses) gains ' 80,027 134,470
Other-than-temporary impairments (479,220) -
Other (181,225) (13,860)
Total income taxes incurred $ 2620883 § 2,710,701

Deferred tax assets and liabilities at December 31 are summarized and reconciled to amounts
shown on the accompanying balance sheets as follows:

2007 2006
Gross DTAs $ 19,923,294 § 19,385,344
Gross DTLs (4,820,319) (5,012,188)
Deferred tax assets nonadmitted (6,644,281) (6,442,019)
Net deferred tax assets 8,458,694 7,931,137
Federal tax recoverable due to overpayment or
carryback 255,783

Federal tax recoverable and net deferred tax asset $ 8714477 § 7,931,137

Increase (decrease) in deferred tax assets
nonadmitted $§ 202262 § (211,410)
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Govermment Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

6. Federal Income Taxes (continued)

The main components of the deferred tax amounts are as follows:

DTA

Reserves

Deferred acquisition charges
Dividends apportioned for payment
Accrued deferred compensation
Other '

Total DTAs

DTAs nonadmitted

DTL

Bonds

Common stock

Depreciable assets

Deferred and uncollected premiums
Reserve change

Other

Total DTLs

The Company does not have any operating loss or tax credit carryforwards available for tax

2007 2006
$ 8571954 $ 9,624,023
4,535,819 3,472,458
2,244,000 2,218,500
1,990,574 1,868,929
2,580,947 2,201,434
$19,923,294  $19,385,344
$ 6,644,281 $ 6,442,019
$ 1,196,661 $ 897,503
- 355,959
111,670 90,989
3,429,083 3,586,159
76,423 81,524
6,482 54
$ 4820319 $ 5,012,188

purposes. Federal income taxes incurred that will be available for recoupment in the event of

future net losses are approximately $3,625,000 for 2007, $2,462,000 for 2006 and $1,635,000 for

2005.

When determining its federal income tax expense, the Company uses a number of estimated

amounts that may change when the actual tax return is completed.

0805-0947622-FS
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

7. Surplus

Unassigned surplus funds were eamed by the participating policyholders. There are no
restrictions on the unassigned surplus.

Life/health insurance companies are subject to certain risk-based capital (RBC) requirements as
specified by the NAIC, Under those requirements, the amount of surplus to be maintained by a
life/health insurance company is to be determined based on the various risk factors related to it.
At December 31, 2007 and 2006, the Company exceeded the RBC requirements,

8. Leases

The Company leases office equipment under various noncancelable operating lease agreements
that expire at various intervals through 2011. Rental expense was approximately $235,000 and
$224,300 during 2007 and 2006, respectively. At January 1, 2008, future minimum payments
under noncancelable leases are as follows (in thousands):

2008 $ 187
2009 151
2010 86
2011 16

$ 440

9. Commitments and Contingencies

The Company is named as a defendant in various legal actions arising principally from claims
made under life insurance policies. Those actions are considered by the Company in estimating
the policy and contract liabilities. The Company’s management believes that the resolution of
those actions will not have a material effect on the Company’s financial position or results of
operations.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

10. Annuity Reserves

At December 31, 2007 and 2006, the Company’s annuity reserves and deposit fund liabilities that
were subject to discretionary withdrawal (with adjustment), subject to discretionary withdrawal
(without adjustment) and not subject to discretionary withdrawal provisions are summarized as

follows:

Subject to discretionary withdrawal (with adjustment):
(1) With market value adjustment
(2) At book value less current surrender charge of 5% or
more
(3) At market value
(4) Total with adjustment or at market value
(5) At book value without adjustment (minimal or no
charge or adjustment)
Not subject 1o discretionary withdrawal
Total gross

Reinsurance ceded
Total (net)

Subject to discretionary withdrawal (with adjustment):
(1) With market value adjustment
(2) At book value less current surrender charge of 5% or
more
(3) At market value
(4) Total with adjustment or at market value
(5) At book value without adjustment (minimal or no
charge or adjustment)
Not subject to discretionary withdrawal
Total gross

Reinsurance ceded
Total (net)

0805-0947622-F8

At December 31, 2007
Amount Percent

$ - =%

12,835,932 7.79

12,835,932 7.79

111,607,130  67.78
40,219,536 24.43

164,662,598 100.00%

14,526,851
$ 150,135,747
At December 31, 2006
Amount Percent
$ - -%

14,682,294 8.58

14,682,294 8.58

114,935,466  67.20
41,428,603 2422

171,046,363 100.00%

16,063,397

$ 154,982,966
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Notes to Statutory-Basis Financial Statements (continued)

11, Life Premium and Annuity Considerations Deferred and Uncollected

Deferred and uncollected life insurance premiums and annuity considerations at December 31,

2007 and 2006, were as follows:

Type

At December 31, 2007:
Ordinary life new business
Ordinary life renewal
Individual annuity
Group life

Total

At December 31, 2006:
Ordinary life new business
Ordinary life renewal
Individual annuity
Group life

Total

12. Employee Benefits

Gross Net of Loading
$ . 735,630 3 221,212
11,445,443 9,583,848
2,763 1,143
448,330 448,330

$ 12,632,166

$ 10,254,533

$ 595,291 § 181,105
11,810,522 10,102,543
1,079 958
453,680 453,680

$ 12,860,572  § 10,738,286

Company employees are covered by a qualified defined contribution (Section 401(k)) plan
sponsored by the Company. Assets are held under various elective separate investment accounts
by the Massachusetts Mutual Life Insurance Company (Springfield, Massachusetts).

Matching contributions are made at 62.5% on participants’ contributions of up to 6%. The
Company’s contributions to the plan were $164,408 and $153,496 for 2007 and 2006,
respectively. Additional contributions in the amount of $168,013 and $158,892 for 2007 and
2006, respectively (representing 3% of total compensation of all eligible) were made to the
retirement plan. At December 31, 2007, the fair value of plan assets was $13,218,944. Any
liabilities for this plan are reflected on the financial statements of the Massachusetts Mutual Life

Insurance Company.

0805-0947622-FS
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

- The Company provides certain life insurance and health care benefits for retired employees.
Substantially all employees may become eligible for these benefits, if they reach retirement age
while working for the Company. Retirees may elect certain prepaid health care benefit plans.
Medical coverage may require retiree contributions. The Company’s policy is to make payments
to these plans sufficient to provide for benefit payments required under the plans.

Life insurance benefits, generally amounting to annual earnings at retirement decreasing
uniformly over 15 years to 25% of the entire amount for life thereafter, are provided under a
retired lives reserve. The retired lives reserve was $627,528 at December 31, 2007, and $592,098
at December 31, 2006.

The estimated unfunded accumulated postretirement health care benefit obligations,
unrecognized transition obligation and accrued postretirement health care benefit liability for the
Company were as follows:

December 31
2007 2006
Actuarial present value of health care benefit
obligations: _
Retirees $ 3,190,612 $ 2,473,626
Fully eligible and vested plan participants 2,013,680 1,825,594
Accumulated postretirement health care benefit
obligation for fully vested participants $ 5,204,292 $ 4299220
Actuarial present value of health care benefit obligation )
for nonvested employees $ 2,449,381 § 1,610,315 .
Unrecognized transition obligation $ 304,632 § 348,152
Accrued postretirement health care benefit liability $ 1,780,883 § 1,722,585

The weighted-average discount rate used in determining the actuarial present value of the
postretirement health care benefit obligation was 6.25% in 2007 and 5.75% in 2006.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)

For measurement purposes, a 12% annual rate of increase in the per capita cost of covered health
care benefits was ‘assumed for the year following the date of the valuation, and that rate was
assumed to decrease gradually to 5.5% in 2014 and remain at that level. A 1% increase in the
assumed annual rate of increase in the per capita cost of health care benefits results in an increase
in the accumulated postretirement benefit obligation and postretirement benefit expense.
Increasing the assumed health care cost trend rates by one percentage point in each year would
* increase the postretirement benefit obligation as of December 31, 2007, by $519,388 and the
estimated eligibility cost and interest cost components of net periodic postretirement benefit cost
by $27,047.

Postretirement benefit cost for 2007 was $411,253 and for 2006 was $653,322, including
amortization of the transition obligation, plus the expected cost of health care benefits for newly
eligible or vested employees, the expected cost of life insurance benefits for eligible employees

- and interest cost.

It has been determined that the Company’s prescription drug benefit is actuarially equivalent to
Medicare Part D under the Medicare Prescription Drug, Improvement and Modernization Act of
2003 (the Act) and will therefore qualify for the federal subsidy. The postretirement benefit
obligation and net periodic benefit cost reflect amounts associated with the subsidy.

For the year ended December 31, 2007, the effect of the Act was a $78,025 reduction in the net
postretirement benefit cost for the subsidy related to benefits attributed to former employees. The
Act also had the following effects on the net postretirement benefit cost; a $25,468 decrease as a
result of an actuarial gain; a $-0- decrease to the current period service cost due to the subsidy;
and a $52,557 decrease to the interest cost.

Expected 2007 gross benefit péyments were $382,899 and actual gross benefit payments were
$395,086. The subsidy was $28,638 for 2007 and was expected to be $30,063.
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Government Personnel Mutual Life Insurance Company

Notes to Statutory-Basis Financial Statements (continued)

12. Employee Benefits (continued)
Supplemental Retirement Plans

The Company has nonqualified deferred compensation agreements with certain employees and
agents. Benefits under the agreements with the home-office employees vest immediately.
Benefits under agent agreements have a graded vesting dependent on various factors. The
Company records nonvested balances as a nonadmitted asset. The liability for these agreements
was $5,854,630 and $5,496,850 at December 31, 2007 and 2006, respectively, The nonvested
‘balance at December 31, 2007, was $115,776. The expense for these agreements amounted to
$490,815 and $510,066 in 2007 and 2006, respectively.

The Company has accrued for compensated absences/vacation pay in accordance with Statements
of Statutory Accounting Principles No. 11, Postemployment Benefits and Compensated
Absences. A liability of $753,978 is recorded in salaries and wages general expense.

During 2006, the Company recognized a cost of $360,000, payable over time, for the unique
contractual postemployment wage continuation of a long tenured ex-employee. The remaining
liability as of December 31, 2007, was $202,500.
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