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INDEPENDENT AUDITORS' REPORT

To the Board of Directors of
Central United Life Insurance Company
Houston, Texas

We have audited the accompanying statutory-basis statements of admitted assets, liabilities, and capital
and surplus of Central United Life Insurance Company (the “Company™) as of December 31, 2010 and
2009, and the related statutory-basis statements of income, changes in capital and surplus, and cash flows
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 audiis.

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes consideration of
internal control over financial reporting as a basis Tor designing audit procedures that are appropriate in
the citcumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we exptess 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 managemeni, as well ag
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our epinien,

As described more Bully in Note 2 o the financial statements, the Company prepared these financial
statements using accounting practices prescribed or permitted by the Arkansas Insurance Departiment,
which is a comprehensive basis of accounting other than accounting principles generally accepted in the
United States of America,

In our opinton, such statutory-basis financial statements present fairly, in all material respects, the
admitied assets, liabilities, and capital and surplus of Central United Life Insurance Company as of
December 31, 2010 and 2009, and the results of its operations and its cash flows for the years then ended,
on the basis of accounting described in Note 2,

Qur 2010 audit was conducted for the purpose of forming an opinion on the basic 2010 statutory-basis
financial statements taken as a whole. The supplemental schedule of selected statutory-basis financial
data, the supplemental schedule of investment risks interrogatories, and the supplemental summary
investment schedule, as of and for the year ended December 31, 2019, are presented for purpases of
additional analysis and are not a required part of the basic 2010 statvtory-basis financial statements. These
schedules are the responsibility of the Company’s management. Such scheduies have been subjected to
the auditing procedures apptied in our audit of the basic 2010 statutory-basis financial statements and, in
our opinion, is fairly stated in all material respects when considered in refation ta the basic 2010
statutory-basis financial statements taken as a whole,

Meamber of
Deloitte Touche Tohmatsy



This report is intended solely for the information and use of the board of directors and management of the
Company and Tor filing with state insurance departiments to whose jurisdiction the Company is subject
and is not infended to be and should not be used by anyone other than these specified parties.

Qﬁ’é/%/?f ¥ 741/:.’.{@ LLAA

May 27, 2011



CENTRAL UNITED LIFE INSURANCE COMPANY

STATUTORY-BAS|S STATEMENTS OF ADNMITTED ASSETS, LIABILITIES, AND

CAPRITAL AND SURPLUS
AS OF DECEMBER 31, 2010 AND 2008
{Amounts in thousands, except share and per-share data)

ASSETS
CASIIAND INVESTED ASSETS:
Bonds ~~ ot pmortized cost {Thir value o $131,956 and $155,617 in 2010 and 2009, wespeetively}
Investments i subsidiarics and altifiales
Contragl leans
Real eswte
tdortgage Joans on real cstate
Cash and shont-1enm investnents

‘Total cash and invested assety
DUE AND DEFERRED PREMIUMS - Net
INVESTMENT INCOMI DULE ANIY ACCRULD
PROPERTY AND EQUIPMENT —- at cast -~ nei of accumulated depreciation of $384 and $104,
in 20010 and 2009, respectively
RECOVERABLY FROM REINSURERS
FUNDS BIEL BY REINSURER
RECEIVABLE FROM ATFILIATE
NET DEFERRIEL TAX ASSET
GOODWILL -~ Nel
OTHER ASSIETS
TOTAL
LIABILITIES AND CAPITAL AND SURPLUS
LIABILITRES:
Apgregale reserves;
Lile and annuities policies
Aceident ind heabth policies
Liability for depesit-fype eontraets
Linkility Tor policy and contract cluims:
Lilis
Aceleat and henlth
Dividends payable o palieyholders
Interest mainlenance reserve
Commuissions, expenses, lixes (other than inceme laxes), licenses, and nther ees averued
Current ingomc 1ax payable
Aszel valuatioh reserve
Dhue to alfilintes
Other accrued liabilitics

Tolal labilities

CAPITAL AND SURPLLS:
Cumulative Series E redeemable prefermed stack, $10 par value, $100 stated value — authorized,
100,000 shares, issucd and putstanding, 20,000 shares in 2010 and 2009, respertively

Commuon stock, 50 par value, 325,000 stated vadue - aulhorized. 150 shares; issued und ouistanding,

100 shares in 2010 and 2009, respectively
Paid-iy and contributed surplus
Surplus nole
Unassigned sumplus

Tolal capital and surplus
TOTAL

Sew noles 1o stafulony- basis finaneing slalements.,

2010

$145,618
50,634
6.897
10,279
4,836
0
260,366
1,857
1,624

820
297
48,981
1,811
5297
569

5321772

$113,344
118,218
3,354

1,745
24,322
336
3,425
977
522
1,008
13

4

L26EA3R

200

2,500
9,955
15,000
2367,

533334

211

2009

$151,717
52,688
7,467
10,449
4,495
44,887
272,103
2,350
2125

566

177
47,981
1,239
5,282
fR2

o m
£331,237

$113.704
128,504
3,145

2,147
30,084
(356
2,797
1274
1,057
943
135
796

_2K7.404

200

2,300
9,945
15,000
(8,174

45329

$323,237



CENTRAL UNITED LIFE INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2010 AND 2009
{Amounts in thousands)

PREMIUM AND OTHER REVENUES:
Premiums and annuity considerations
Net investiment incone
Conunissions and expensc allowances on reinsurance ceded
Amartization of interest malintenance reserve
Other income - net

Tetal premiunt and other revenues

BENEFITS AND EXPENSES:
Benefits 10 life beneficiaries and annuitants
Benefits ta aceident and health policyholders
Decrease in reserves for policies and contracts
Interest expense
Commissions
General insurance expenses
Change in loading
Taxes, licenses, and fees

Total benefits and expenses

INCOME FROM QPERATIONS BEFORE DIVIDENDS

TO POLICYHOLDERS, FEDERAL INCOME TAX EXPENSE,

ANDNET REALIZED CAPITAL GAINS

DIVIDENDS TO POLICYHOLDERS

INCOME FROM OPERATIONS BEFORE FEDERAL INCOME |

TAX ANDNET REALIZED CAPITAL GAINS
FEDERAL INCOME TAX EXPENSE

INCOML FROM OPLERATIONS BEFORE NET
REALIZED CAPITAL GAINS

NET REALIZED CAPITAL GAINS (LOSSES) — Net of income tax
of 5740 in 2010 and 3210 in 2009 and amounts transferred to the intercst

maintenance reserve of $1,438 in 2010 and $713 in 2009

NET INCOME

See notes te statutory-basis financial statements.

2010 2000
$102,553  $ 98,207
13,047 6,837
274 206

810 735
2,558 2,570
119,242 108,555
8,653 7,932
75,078 82,200
(13,448) (18,226)
675 791
12,660 11,658
18,940 14,714
9 (5)

3.073 3,049
105,640 102,122
13,602 6,433
387 388
13,215 6,045
2,287 1,073
10,928 4,972
4 (307)

$ 10,932 $ 4,665




CENTRAL UNITED LIFE INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF CHANGES IN CAPITAL AND SURPLUS
FOR THE YEARS ENDED DECEMBER 31, 2010 AND 2009

{Amounts in thousands, except share data)

BALANCI — January |, 2008
Nat iheome
(Ti1zi|1gc i assel valuation reserve
Change in unrenlized capitat gains (Toss)
Change In nenadmitied ayses
[.'Iumge in ned dederred ax

RALANCE -—— December 31, 2009
Nel ingame
Camimon stack dividends
Changre ihassel valuakion reserve
Change m omeaiized eapital zain (loss)
Change in nenadmitted assets
Clange in bet defened tnx

BALANCE — December 31, 20t0

Koo nales ta stalitory-basis Araeeid slalements,

Cammon
Capital
Stock

82,500

2,500

Cumutative
Radgemable
Frefarred Stock

s200

200

Paid-In Total

and Capital

Surplus Contributed  Unassigned and
WNotas Surplus Surplus Surplus
515,000 £0.9353 $1E219 B38kT
4,608 4,665

it 204

- 4,160 4,163
{2,375} {2.375)

- 301 301

15,000 9,955 18,174 43 820
- 10,932 10,932
(1.000) (1400
(63} {633
{3.495) (3.495)

343 543

- h 5B
15,000 £U.953 $25,679 553,334




CENTRAL UNITED LIFE INSURANCE COMPANY

STATUTORY-BASIS STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2010 AND 2009
(Amounts in thousands)

2010 20098
CASH FROM QPERATIHONS:
Premiums collected — net of reinsurance $ 142,968 1 98,050
Met invesiment income 13,639 6,786
MisceHaneous incone 2,832 2,796
Benefit and loss-related payments {90,297) {99,151}
Commissions, cxpenscs, and laxes paid (34,361) (29,319}
Policyholder dividends (387 {380)
Federal income Laxes paid {3.562) (1,223)
Disposals (3.179}
Acqnisitions 4,085 31,548
Nel cash {used in} provided by operations (8,262} 9,105
CASH FROM INVESTMENTS:
Proceeds from investments sold, matured, or repaid:
Bonds 46,272 38,473
Stocks 155 14
Mortgage loans s 8
Toetal investment procesds 46,542 38,564
Cost of investments acquired: :
Morigage loans - {3.504)
Bonds : (38,459 (31,312)
Real gslale (§35) {12}
Stocks . : - (24.578)
Total cost of invesiments acquired ' {38.594) (79.514)
Net decrease in contract loans 57 3035
Net cash provided by (used in) investments 8,518 {40,640}
CASH FROM FINANCING AND MISCELLANEOUS SOURCES:
Net deposils on deposit-type conlract {lmds 193 35
Other {2,234) {1,743)
Dividends paid to stockholders {1,000 -
Net cash used in nancing and miscellancous sources (3,041} {1,708}
NET DECREASE IN CASH AND SHORT-TERM INVESTMENTS (2,783) (33,243)
CASH AND SHORT-TERM INVIES‘I'MBN.TS:
Beginning of year 44,887 78,130
Fnd of year £ 42,102 $ 44,887

See notes 1o statutory-basis financial statements.



CENTRAL UNITED LIFE INSURANCE COMPANY

NOTES TO STATUTORY-BASIS FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2010 AND 2009

ORGANIZATION AND OPERATIONS

Central United Life Insurance Company (the “Company™) is domiciled in the state of Arkansas and
operates as a life, accident, and healih insurance company, The Company is wholly owned by Hasris
Insurance Holding, Inc. (MIH}), a Texas insurance holding company. The Company is licensed in

41 states. The Company acquires blocks of life and accident and health insurance from other insurance
companies and markets individual life and aceident and health insurance. Approximaiely 7% of direct
business was written in the state of Arkansas for the years ended December 31, 2010 and 2009. Direct
business written in Mississippi, Texas, South Carolina, Oklahoma and Tennessee, accounted Tor 14%,
13%, 10%, 6.7% and 5%, respectively, of total direct premiums written for the year ended December 31,
2010. No other state accounted for 5% or more of direct premiums written in 2010 and 2009,

The Company gwns [00% of the Manhattan ihsurance Group, Inc. {MIG} at December 31, 2010 and
2009, respuctively. MIG is an insurance holdings company which owns 100% of the Manhattan Life
Instrance Company (MLIC). The Company purchased 45,176 Class B shares of MIG in March 2009
and the remaining outstanding shares in September 2009.

On December 7, 2010 the Company sold Worksite Solutions to HIHI for ifs capital and surplus of
$154,535. The Company realized a pain on the sale of §4,535.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation - The accompanying statutory-basis financial statements have been prepared in
accotdance with accounting practices preseribed or perinitted by the Arkansas Insurance Departiment
{AID), which is 2 comprehensive basis of accounting other than accounting principles generally
accepted iy the United States (GAAP). The more significant variances from GAAP are:

» The costs of acquiring and renewing business are expensed when incurred, Under GAAP,
acquisition costs related fo 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 vsing assumptions consistent with those used
in computing policy benefit reserves; for universal life insurance and investment products, to the
extend recoverable from future gross profits, deferred policy acquisition costs are amortized
generatly in proportion to the present value of expected gross profits from surrender charges and
investment, mortality, and expense margins.

v Certain assets designated as “nonadmitted,” principally agents® balances, deferred tax assets,
furniture and equipment, unsecured foans or cash advances to officers or agents, Company’s stock as
collateral for loans, nonbankable checks, and trade names and other intangible assets, and other
assets not specifically identified as an admitted asset are excluded from the accompanying statutory-
basis financial statements and are charged directly to unassigned surplus. Under GAAP, such assets
are reflected on the balance sheet, net of valuation allowances, if any.

» Investments in bonds are reported at amortized cost or market value basad on their National
Association of Insurance Commisstoners” (NAIC) rating; under GAAP, such fixed maturity

e



investments would be designated at purchase as held-to-maturity, trading, or available-for-sale.
Held-to-maturily fixed maturity investments would be reported at amortized cost, and the remaining
fixed matwity investments would be reported at {air value with unrealized holding gains and losses
reported in operations for those designated as trading and as a separate component of sharcholders’
equily for those designated as available-for-sale,

All single class and multiclass mortgage-backed and asset-backed securities 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. 1Tt is determined that a decline in fair
value is other than temporary, the cost basis of the security is writen down to the discounted
estimated future cash flows. Under GAAP, al} securities purchased or retained, that represent
teneficial interests in securitized assels, other than high-credit quality securities, are adjusted vsing
the prospective method when there is a change in estimated future cash flows. 1T 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 based on the discounted cash flows, If high credit quality securitics are adjusted, the
retrospective method is used.

The common stock of the Company’s subsidiarics are carried at their statutory equity and are nnt
consolidated with the accounts and operations of the Company, as required under GAAP.

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

Valuation allowances, if necessary, are established for mortgage toans based on the difference
between the net value of the collateral, determined as the fair value of the coilateral less estimated
costs to obtain and sell and the recorded investment in the mortgage loan. Under GAAP, such
allowanges 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 cotlateral,

The inttial valuation aHowance and subsequent changes in the allowance for mortgage loangas a
result of a temporary impairment are charged or credited directly to unassigned surplus, rather than
being included in operations as required under GAAP,

The asset valuation reserve (AVR) provides a vaiuation allowance for invested assets. The AVR is
determined by an NAIC-preseribed formula with changes in the AVR balance reflected as direct
adjustiments to unassigned surplus; AVR is not recognized for GAAP.

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



Deferred tax assets are an asset or liability required by statutory accounting to be recorded for
deferved taxes related to temporary differences between the financial reporiing and tax bases of
assets and liabilities, subject fo limitations on deferred tax assets. An amount reflecting the
Company’s estimate of deferred tax assets that will be realized within thiee years has been included
in admitted deferred tax assets, as the Company is adopting SSAP No. 10R — Income Tuxes —
Revived, 4 Temporary Replocement of SSAP No. 10 (“SSAP No. 10R”). Amounts that will not be
realized within three years are nonadmitied and are excluded through a charge against capital and
surplus. Statutory accounting requires that a valuation allowance be established for deferred tax
assefs not realizable. Deferred taxes do not include amounts for state taxes, Under GAAP, state taxes
are included in the computation of deferred taxes, a deferred tax asset is recotded for the amount of
gross deferved tax assets expected to be realized in future years, and a valuation allowance is
established for deferred tax assets not realizable.

No statement of comprehensive income or its components are presented in the corresponding
statutoty-basis financial statements.

Premiums and considerations received Tor universal life and annuity policies with mortality or
morbidity risk, except for guaranteed interest and group annuity contracts, are reflected as revenue,
and benefils incurred represent the total of death benefits paid and the change in policy reserves,
Premiums received for annuity policies without mortality or morbidity risk and for guaranteed
interest and group annuity contracts are recorded using deposit accounting and credited directly to
an appropriate policy reserve account, withiout recognizing premium income. Under GAAP,
premiums received in excess of policy charges would not be recognized as premium revenue, and
benefits would represent the excess of benefits paid over the policy account value and interest
credited to the policy account values.

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

Policyholder dividends are recognized when declared rather than over the term of the related
policies.

Cash and short-term investments in the statements of cash flows represent cash balances and
imvestiments with initial maturities of one year or less. Under GAAP, the corresponding captions of
cash and cash cquivalents include cash balances and investmients with initial matuvities of three
months or less.

A Habitity for reinsurance halances has been provided for unsectired policy reserves ceded o
reinsurers upauthorized to assume such business. Changes 1o those amounts are credited or charged
directly to unassigned sutplus. Under GAAP, an allowance for amounts deemed uncollectible would
be established through a charge to operations.

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

Surplus notes are reported as & component of capital and surplus rather than tabilities, as 1equncd
under GAAP.



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

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

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

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

+ The Company’s investments in insurance and noninsurance subsidiaries are carried at the respective
statufory-basis surplus of the subsidiaries. The net change in the subsidiaries’ equity is included in
the change in net unrealized capital gains or losses.

+  Included in investments in subsidiaries and affiliates is goodwill related to ICIC of $360,000 at
December 31, 2010, and $450,000 at December 31, 2009, There is also $3.8 million and
$4.2 million of goodwill related to the additional MIG acquisition at December 31, 2010 and 2009,
of which $0.7 mitlion and $2.2 million is non-admitted.

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

e Bond and other loan interest is credited to revenue as it acerues, Dividends on common stocks are
credited to income on ex-dividend dates. Duc and accrued incomie, if applicable, are excluded from
investment income on bonds, stocks, and other loans where the collection of interest is uncertain.
There was no interest excluded from investment inecome at December 31, 2010 or 2009,

s The Company uses the grouped method of amartizatton for interest related gains and losses arising
from the sale of bonds which have heen transferred to the MR,

+  Net realized pains and losses on Investments are determined on a specific identification basis, If it is
determined that a decline in fair value of investment securities is other than temporary, the cost basis
of the security is written down to fair value based on current market values or discounted cash flows,
as appropriate.

+ Contract foans are reported at unpaid principal balances,

s Moripage loans are reported at sopaid principal balances, less allowance for impairment. A
mortgage loan is considered to be impaired when, based on curent information and cvents, it is
probable that the Company will be unable to collect all principat and interest amounts due according.
to the contractual terms of the wortgage agreement, When management determines foreclosure is
probable and the impairment is deemed other than temporary, the mortgage [oan is written down and
a realized loss is recognized. The Company did not originate any new loans during 2010, however it
did purchase 2 participation in a mortgage loan of $3.3 mitlion from its affiliate, Manhattan Life
fnsurance Company in 2009, and made one loan in 2009 of $204,000. The maximum percentage of
any one loan to the value of the collateral at the time of the loan, exclusive of insured, guatanteed, or
purchased money mortgages, was 90%. Hazard insurance is required on ail properties covered by
mortgage loans at least equal to the excess of the 1oan over the maximum loan, wlhich would be
permitted by law on the loans, As of December 31, 2010, there were no taxes, assessments, or other
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amounts advanced by the Company on morigage loans outstanding, There are no prior liens on any
morigage toan owned, '

e Land is reported at cost. Real estate occupied by the Company and real estate held for the produetion
of income are reported at depreciated cost, net of related obligations, Real estate that the Company
has the intent to sell is reported at the lower of depreciated cost or fair value, net of related
obligations. Depreciation is calculated on a straight-line basis over the estimated vseful lives of the
properties,

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

Reserve Basis — Pelicy reserves are hased on stalutory mortality and interest requirements without
consideration of withdrawals. Policy reserves are computed principally on the basis of the 1958, 1980,
and 2001 CSO mottality tables with assumed rates of interest from 2.5% te 6.0%.

Appreximately 20% of the reserves are caleulated on a net level reserve basis and 80% on a
Comimissions Reserve Valuation Method (CRVM) reserve basis. The efiect of the use of a modified
reserve basis is to partially offset the effect of immediately expensing acquisition costs by providing a
policy reserve increase in the first policy year, which is |ess than the reserve increase in renewal vears,
The Company waives deductions or deferred fractional premiunt upon the death of the insured and
returns any portion atthe final premium beyond the date of death. Surrender values are not promised in
excess of the legally computed reserve. Substandard reserves are determined by computing the regular
mean reserve for the plan of the rated ape and holding In addition to ane half of the extra subsiandard
premiumn,

The aggregate reserve for aceident and health potlicies consists of active life reserves and preseat values
of amounts not yet due on disability claims. Active life reserves cansist of unearned premium reserves
computed for all accident and health policies, and additional reserves computed for all noncancelable
and guaranteed rencwable policies, Unearned premiom reserves are computed using the daily pro-rata
method. Additional reserves ave primarily mid-terminal reserves computed using the two-year full
preliminary term valuaiion method. The present value of amounts not yet due for disability clalims is
caleulated using the 1964 Commissioners Disability Table with an intercst assumption of 3.0% to 6.0%
prior to 1994, and using the 1985 CIDA with an interest assumption of 4.5% or 5.0% after 1994,

Liability for Policy and Contraet Claims — The liability for policy and contract claims is based upon
the estimated Hability for claims reported lo the Company plus claims incurred but not repaorted.
Although considerable variability is inherent in suclh estimates, in the opinion of management the
rescrves for policy and contract claims are sufficient in the aggregate under the terms of its policics for
all unpaid claims at December 31, 2010 and 2009,

Participating Policies — The Company maintains both parlicipating and nonparticipating lifc insurance
policies. Participating business represented approximately 0.3% of the life insurance in force at
December 31, 2010 and 2009. Dividends to patticipating policyholders are determined annually and are
payable only upon declarvation of an equitable current dividend plus a provision for such dividend to be
paid fu the following year by the board of directors.

Assumption Reinsurance Transactions -- The Company values assets acquired at the date of
acquisition at their market values and the reserves are established according to the statutory

.



requirements based on the benefits of the individual policies reinsured. If the tabilities exceed the assets
received, the difference represents goodwill that must be amortized into operations using the interest
method over the tife of the policies, but for a period not to exceed {0 years. [ the assets exceed the
liabilities, the Company records a deferred liability and amontizes the amount into operations using the
inferest method over the expected life of the business but not to exceed 10 years.

Guaranty Fund and Other Assessments — The Company may be requited to record a lability for
guaranty fund and other assessments after an insolvency of an insurer in the states where the Company is
licensed to write business has occurred,

Use of Tistimates -~ The preparation of statutory-basis financial statemems reguires management to
make estimates and assumptions that affect the amounts reported in the statutory-basis financiat
statements and accompanying notes. Such estimates and assumptions could change in the future as more
information becomes known, which could impact the amounts reported and disclosed herein, The
estimates susceptible to significant change are those used in determining the liability for aggrepate
reserves for future policy benefits and claims. Although some variability is inherent in these estimates,
management believes the amounts provided are adeguate.

Subsequent Events — We have evaluated subsequent events after the balance sheet date of
December 31, 2010 through May 27, 2011, which is the date the statutory financial statements were
available to be issued.

New or Pending Accounting Standards —-— - Effective December 31, 2010, the Company adopted
SSAT No. 5 — Revised, “Liabilities, Contingencies, and Impairments of Assels” (SSAP No. 5R), which
adopts, with modification, Financial Accounting Standards Board (FASB) Interpretation Number 45
(FIN 45). The substantive revisions require entries to recognize, at the inception of a guarantes, a
liability for the obligations it has undertaken in issuing the guarantee, even if the likelihood of having to
make payments under the guaraniee is remote.  The adoption of this accounting principle did not have a
material impact on the Company's 2010 statutory-basis financial statements.

Effective December 31, 2010, the Company adopted SSAR No. 35 - “Revised, Guavanty Fund and
Other Assessments™ (SSAP No. 35R), which adopts, with modification, Accounting Standards
Codification {ASC) 405-30 (ASC 405-30). The revisions modify the eonditions required before
recognizing liabilities for insurance-related assessments. Under the new guidance the liability is not
recoghized untit the event obligating an entity to pay an imposed or probable assessment has occurred.
This impacts the prospective preminm-based guaranty fund assessments as the event that obligates the
entity is the weiting of, or becoming obligated to write or renew the premiums on which future
asscssments arc to be based, The adoption of this accounting principle did net have 4 matertal impact
on the Company’s 2010 statutory-basis financial statements.

RESTRICTED ASSETS

in accordance with the terms of certain coinsurance and assumption reinsurance agreements, the
Company is required to maintain funds in custodial accounts, Such funds are testricted as to withdrawal,
untess approved by writter authorization from both the Company and the ceding companies, Such
restricted funds may be used to service the respective assumed blocks of business. No restrictions are
placed on the types of investiments to be made with the funds. At December 31, 2010 and 2009, the
adimiited asset value of investments held in the custodial accounts totaled $49.0 million and

$48.0 million, respectively,
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Bonds with an admitted asset value of §6.9 million and $8. 1 miliion s of December 31, 2010 and 2009,
respectively, were held on deposit with state insurance departments to satisfy regulatory requirements.

INVESTMENTS

The amortized cost and estimated fair value of investments in bonds at December 31, 2010 and 2009, are
as follows (amounts in thousands):

2010
Gross Gross
Amortized Unrealized Unrealized Fair
Cost Galns Losses Vatue

U.S. treasury securities and obligations

of U.S. governiment corporations and

agencies $ 100,856 $4,920 § (79 $105,597
Industriat miscellaneous 43,030 1,728 {291) 44,467
Mortgage-backed securities 1,732 160 - 1,892
Total fixed maturity securities 5145618 $6,808 $ (470)  $151,956

2009
Gross Gross
Amortized Unrealized Unrealized Fair
Cost = Gains Losses Value

LS. treasury securities and oblipations

of U8, government corporations and

agencies $ 107,552 §£3,732 $ @3i8y  $110,966
industriat miscetaneous 41,385 t,244 {951} 41,668
Mortgage-backed securities 2,780 203 - 2,983
Total fixed maturity securities 515,717 55,179 (1,279 $155,617

The following tables at December 31, 2010 and 2009, show investments with pross unrealized fosses
and their falr value, aggregated by investiment category and length of time that individual securities have
been in a continuous unrealized loss position (amounts in thousands):

Loss than Twolve Months
Twretve Months or Greater Total
Unrealized . inreatized Unrealizad
2010 Falr Value Losses Fair Value Losses Fair Value Lossas

LS. treaswry secwrities and

obligations o' U5, government

corparttions and agencies § 5,669 $ {17 ¥ - 5 - § 5,609 0
Industria¥miscellancous - - 6,776 {291} 6,776 (291}

Fotal fixed matily securitics ¥ 5,669 o ¥ 6,776 $ 029n $12.445 AICK!
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Less than Tweive Months

Tweélve Months or Greater Total
Unrealized Unrealized Unrealized

2009 Falr Value Losses Fair Valus  Losses Fair Value Losses
LLS, treasery scewritios and

abligations ol LLS. government

corporalions and sgencics $22.769 $(318} 5 - 3- $22,769 $ 38
Industrial/miscellancous 996 (2) 7428 (939) 5,424 (961}
Toal fixed maturity sceurities $23.765 $320) $7,428 $(959) $31,193 $(1,279)

At December 31, 2010, 98.6% of the Company’s investment portfolio was rated investment grade,
Although the Company did experience turmover in bonds in 2010 and 2009, the Company’s general
investment philosophy is to hold bonds for long-ferm investment. However, in response to changing
market conditions, Hiquidity requirements, interest rate movements, and other investment factors, bonds
may be sold prior to their maturity. Due to the Company’s investment policy of investing in high quality
securities with the intention of holding for long-term investment, the portfolio does have exposute to
interest rate risk. interest rate risk is the risk that funds are invested today at a market interest rate and in
the future interest rates rise causing the current market price on that investiment to be lower, This risk is
not a significant factor relative to the Company’s buy and hold portfolio since the original intention was
ta recefve the stated interest rate payments and principal at maturity to match liability requireinents of
policyhotders. Also, the Company takes steps to manage these risks. For example, the Company
purchases the type of mortpage-backed securities that have more predictable cash flow patferns. The
above temporary declines in fair value are primarily due to interest rate fluctuations. Of'the debt
secutities reporting temporary declines in fair value as of December 3(, 2010, 46% or $5,7 million are
U.S. Treasury securities and obligations of U.S. government corporations and agencies, while another
40% or $5.0 million, ave investment-grade securities. The remaining 14% or $1.8 million are non-
investment grade bonds. The Company currently expects to receive all principal and interest payments
on these securities in accordance with their stated terms. The Company continually monitors pertinent
information as noted above to ensure expected retuns in order to pay future policyholder obligations,
The Company did not record any other-than-temporary impairments during 2610 or 2009,

The amortized cost and estimated fair value of bonds at December 31, 2010, by contractual maturity, are
as follows (amounty in thousands):

Amortized

Cost Fair Value
Due within | year $ 14,797 $ 14,935
Due after 1 year through 5 years 78,276 81,731
Due after § years through 10 years _ 37,654 39,504
Bue after 10 years _ 13,119 13,894
Morlgape-backed securities [,732 1,892
Total 5145618 $151,956

Expected maturities will differ from contractual maturity because issuers may have the right to call or
prepay obligations with or without penalties.
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Components of realized capital gains and losses as of December 31, 2010 and 2009, are as follows
(amounts in thousands): '
2010

Gross Gross Net Gains
Gains Losses {(Losses)

Bonds 32,178 $ - 52,178
Common stock 4 - 4
Total $ 2,182 5 - 2,182
Federal income tax expense (74
Transfer to interest maintenance reserve of

$2,178 — net of taxes of $740 {1,438)
Net realized capital gain 4

2009

Gross Gross  Net Galns
Gains Losses  {Losses)

Bonds 31,081 $(468) $ 613
Common stock 3 - 3
Totai 31,084 ${468) 616
Federal income tax expense . 21
Transfer to interest maintenance reserve of $1,081 - net of

taxes of $368 @
Net vealized capital loss $ (307

Proceeds from sales of bonds, exciuding maturities and redemptions, during 20180 and 2009, were
$30.0 miflion and $18.9 million, respectively.

The Company maintains investments in money rmarket accounts with a major bank, which exceed the
federally insured limit. The Company thoroughly investigates its depositories and has experienced no
lasses with respect thereto.

There were no mortgage loan impairments in 2610 or 2009.  Approximately 35% of the Company’s
mottgage loan portfolio cansists of residential mortgages in southeast Texas. The remaining 65%
consists of a participation in a commercia! office morigage in the New England region,

Major categories of the Company’s net investment income for the years ended December 31, 2010 and
2008, are swnmarized as follows amounts in thousands);
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2010 2009

Investment income:

Bonds 3 5675 £6,139
Common stock — affiliate 7,500 750
Mortgage loans 297 265
Real estate® 2,516 1,014
Contract loans 495 492
Shott-term investments and cash 3t 253
Other 3} 26

Total investment income _ 16,545 9,839

Investment expenses:

[nvestment expenses _ 2,919 2,363
Depreciation on real estate 305 304
Taxes on real estale investiments 274 335
Total investment expenses 3,498 3,002

Net investment income $13,047 $6,837

* The income and expense for the oceupancy of Company-owned property was $1.0 miltion and
$0.6 million for 2010 and 2009. '

INVESTMENTS IN SUBSIDIARIES AND AFFILIATES

A summary of the Company’s investments in subsidiaries as of December 31, 2010 and 2009, is as
follows (amounts in thousands):

2010 2009
Carrying Carrying
Cost Value Cost Vaiue
Worksite Sotutions, Inc, 5 - & - $ 156 % 379
ICIC 5,577 7,610 5,577 8,620
MIG : 36,214 43,024 36,214 43,689

$41,791 $50,634 $41.941 $52,688

The change in the unrealized appreciation of investments in subsidiaries has been booked to unassigned
surplus as a component of change in unrealized capital gains and does not affect net income.
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The fellowing is summarized financial information of ICIC, Wotksite Solutions, and MIG of and for the
years ended December 31, 2010 and 2009 (anounts in thousands):

ICIC Worksite Solutions MIG
2010 © 2008 2010 2009 2010 2009
Admitied assets 13,874 316,610 ¥ - 54358 ¥ 344,059 $352,655
Liabilities 8,025 8,736 - 74 4176 310,950
Surplus 7,249 7,27 . 379 39,883 41,705
Nel income P14 206 - 23 it 51

PREMIUMS AND OTHER CONSIDERATIONS DEFERRED AND UNCOLLECTED

Deferred and uncollected life insurance premiums and annuity considerations as of December 31, 2010
and 2009, are as follows (amounts in thousands):

2010 2009
Gross  Loading Net Gross  loading Net
Ordinary new business ¢ 20 E M 313 $ 20 I 5 T I
Ordinaty renewal 1,247 {380) 867 1,252 (371) 881
Total $1,267 $(387)  §880 $1,272 $(378) §894

PROPERTY AND EQUIPMENT

The Company’s property and equipment at December 31, 2010 and 2009, are as follows (amounts in
thousands):

2010 2009
Furniture and fixtures £ 419 § 37
Data processing equipnient : 1,138 650
Artwork 970 970
2,527 1.a77
Less accumulated depreciation (384) (104)
Propertly and cquipment before amount nanadmitted 2,143 1,573
Less nonadmitted assets {1,323} (1,007
Property und equipment $ 820 % 566

Depreciation expense for the yeais ended December 31, 2010 and 2009, was $0.3 million and
$0.2 million,



8.

FAIR VALUES OF FINANCIAL INSTRUMENTS

The following methods and assumptions were used by the Company in estimating the fair value of
financial instruments;

Bonds and Stocks - Fair values {or bonds and preferved stock are based on quoted market prices, where
available, which may differ from NAIC fair values. For bonds not actively traded, fair values are
estimated using values obtained from indcpendent pricing services.

Morigage Loans on Real Estate — The fair values for commercial and residential mortgages in good
standing are estimated using discounted cash flow analysis using interest vales currentty being offered
for similar loans 10 borrowers with similar credit ratings in comparison with actual interest rates and
maturity dates. Fair values for mortgages with potential loan losses are based on discounted cash flow
analysis of the underlying properties.

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

Cash and Shart-Term Investiments — The cairying amoums reported approximate theiy fair values.
Ammiity Candract Reserves - Tair values of the Company’s Habilities under contracts not involving
significant mortality ar morbidity risks {principally deferred annuities) are stated at the account value
which represents the amount payable by the Company upon demand.

Strpius Note —— The carrying amounts reported approximate the fair value.

The carrying amounts and tair values of the Company’s financial instruments at December 31, 2010 and
2009, are as follows (amounts in thousands):

200 2008
Carrying Fair Carpying Fair
Amount Value Amount Value
Assefs;
Ronds $145,618  $151,956 $151,717  $155,617
Mottgage leans on real estate 4,836 5,076 4,895 5,194
Cash and short-term investments 42,102 42,102 44 887 44 887
Liabilitics — annuities and .
supplementary contracts 12,388 12,388 12,942 12,942
Surplus — surplus note 15,300 15,000 15,000 15,000
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9. LIFE AND ANNUITY ACTUARIAL RESERVES

At December 31, 2010 and 2009, the Company’s annuity reserves and deposit Tund labilities that are
subject to discretionary withdrawal (with adjustment), subject 1o discretionary withdrawal (without
adjustinent), and not subject to discretionary withdrawal provisions are summarized as follows (amounts
in thousands):

2010 2009
Amount Percent Amount Percent

Subject to discretionary withdrawal:
With market value adjustment boo- - % F - «- %
At book value less current surrender
charge of 5% or more - - -
At market value T y - -

Total with adjustment or at market value § - 5 - -

At book value without adjustment (with

minimal or no charge or adjustment) $12,532 798 %  S12,717 79.2
ot subject to discretionary withdrawal 3,176 20.2 3,332 20.8
Total annuity reserves and deposit fund

Habilitics before reinsurance 15,708 100.0 % {6,049 160.0 %
Less reinsurance ceded £204) {208}

Total annuity reserves and deposit
fund liabilities $15.504 515,841

). FEDERAL INCOME TAXES

The Company files a consolidated income tax return with its parent, HIHI. The Company is subject to
federal income taxation as a life insurance company under the Internal Revenue Code of 1986 (IRC),
Life insurance companies are faxed at corporate rates on taxable income.

In 2004, the conselidated group entered into a tax allocation agreement which was approved by the
board of directors and the AID. Under the writlen agreement, the parent company collects from ar
refunds to the respective subsidiaries the amount of taxes or benefits determined based on the portion of
consolidated taxable income generated by the member joining in the return. The taxes so apportioned
cannot exceed the tax lability that would have arisen if a member had filed a separate return, Under a
special provision of the agreement, the Company cannot reimburse any other nonlife member for the use
of any nonlife net operating losses without the specific permission of the AID,
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The components of the net deferred tax asset at December 31, 20 10 and 2009, and the change in net
deferred income taxes are as follows (amounts in thousands):

2018 2008 Change
Totui of all deferred ax assets Cadmitted and non admitted) $7.884 8,584 8 {700
Statutory valuation allowanee adfustmen - - -
Adjusted gross deforred tax assels 7.884 8,584 {700}
Total of all deferred tax Hobilities 1,776 3,064 £1.288)
Nel deferred tax nsset 6,108 5520 SRR
Deferred tax assets non acinitted 811 238 573
Net sdmitied deflrred tax assels 5207 $5,282 3 15

The Company has elected to admit deferved tax assets pursuant to 8SAP 10R, pavagraph 10.e, for
December 31, 2010 and 2009, The Company recorded an increase in admitted deferred tax assets as the
result of its election to use the provisions of paragraph 10.e. as foliows (amounts in thousands):

2040 2009 Change
T Federal Income Taxes recoverable thiough toss eanyvback §2,568 51,568 $ 1000
TLbG Adjusied Gross ITA expaeted Lo be renlized i one vear - 1,079 15,079
HWhdi, 0% edjusted statwtony capital i surplus limit 44t3 11158 1,289
Addoritied prsiet to 0.0 (lesser of i, ov i} - 1&g {107
HLe Remvinting Adjusiod Gross (XUAY offsetting existing Gross £¥Ls 1,776 3,064 1,288
Twtal ottt 1!t1rstr:m.t to paragraphs 100, — te, § i, 3dd §5.711 ${4377)
1[G Addianal Federal Ineome Taxes recoverable through Joss carryback 5,297 - 5,297
1theiia Ciross DA expeeted to be peatized in thiew years 5 - 52,6315 5{20635)
Hhe it b F5% uddjusted stalrory coprited and surptus Hmid 6,623 4,67 b 940
Lessorof Hhedinorb - 2,635 12,635
Pl dii. Remaining welditionat Adjustzd Crross BT As offselling existing Oross D775
Tolal additional adimitted from the use of parageaph e, £ 1,77 $2,615 £ {859)
‘Tats! admilted adjusierd pross deferred s assels 57473 88346 B{1.373)

The Company’s risk-based capital level used for the purposes of paragraph 10.d. is based on authorized
control level of $8,035 and total adjusted capital of $54,520.

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

As a result of the application of paragraph 10.e. the Company had a special increase to surplus of $1.8
million and $2.6 million at December 31, 2010 and 2009, respectively.

There was no impact from tax planning sirategies on either the ordinary or the capital components of
adjusted gross deferred tax assets and net admitted adjusted gross deferred tax assets.
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The tax effect of temporary differences that give risce to significant portions of the defeyred tax assets and

deferred tax liabilities are as follows:

20190 2009
Deferred tax assets:
Policy reserves $3,157 $3,490
Deferred policy acquisition costs 4,145 4,538
Real estate, Turniture and equipment 314 233
Other 268 323
Total deferred tax assets 7,884 8,584
Nonadmitted deferred tax assets {811) {238)
Admitted deferred tax assets 7,073 8,246
Deferred fax liabilities;
Policy reserves 1,328 2,582
Other 448 482
Total deferred tax liabilities 1,776 3,064
Net admitted deferred tax asset $5,297 $5,282
2010 2009 Change
Deferred tax assets $7,884 $8,584 $ (700)
Deferred tax liabilities 1,776 3,064 {1,288)
Net deferred tax asset $6,108  §5,520 588
Tax effzct af change in unrealized gains -
Total change in net deferred income tax $ 588

At December 31, 2010, the Company had ne net operating loss carryforward, The Company has an
- AMT carryforward of $0 million.

The provisions for incutred taxes on eamings for the years ended December 31, 2010 and 2009, are as
fotlows (amounts in thousands):

2010 2009
Current income tax expense $2,287 $1,073
Cutrent income lax expense on capital gaing 740 210
Change in net deferred tax benefit {588) (30D
Total tax expense incurred $2,439 $ 982
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2.

The Company’s income tax expense and change in deferred taxes differs from its amount obtzined by
applying the federal statutory rate of 34% to net gain (loss) from operations afier dividends to
policyholders for the following reasons:

2010 2009
Expected Incame tax expense at applicable rate $ 4494 §2,055
Dividend income not taxable {2,550)
Capital pains tax 740 210
Smail Life Company Deduction - {461)
Prior taxes and other amounts (245) {822)
Total income tax expense incurred $ 2,439 3 982

RELATED-FARTY TRANSACTIONS

Effective fanuary 1, 1999, the Company began providing certain administrative services to
subsidiaries and affiliated companies. The services perfortned were pursuant to intercompany service
agreenments and include policy administration, marketing, accounting, and data processing services,
Amounts received pursuant to these service agreements were $3.1 million and $3.8 mittion for 2010
and 2009, respectively. The Company had receivables from affiliates primarily related to amounts due
under the intercompany service agreeiment,

CAPITAL AND SURPLUS

Under the faws of the State of Arkansas, the Company must maintain minimum statutory capital and
surplus of $750,000. Accordingly, a pottion of the Company’s surplus is unavailable for distribution to
its stockholders.-Additionally, statutory repulations generally will not aliow the payment of dividends in
any one year to exceed the greater of statutory net gain from operations ar 10% of stattitory surplus tor
the preceding year,

Life and health insurance companies are subject {o cerlain risk-based capital (RBC) requirements ag
specified by the NAIC. Under thase requirements, the amount of capital and surplus maintained by a life
and health inswrance company is to be determined based on the various risk factors related o i, At
December 31, 2016 and 2609, the Company met the minimuwmn RBC requirements.

On May 22, 2003, the Company issued a surplus note to InCapS Funding , Ltd. for $15 mitlion which is
due May 23, 2033, and was approved by the Texas Department of insurance. The interest rate for thig
surplus note is London InterBank Offered Rate (LIBOR) plus 4.10%. On the date of issuance, the
LIBOR rate was 1.28%. Any payment of principle and interest is subject to prior appraval by AD,
During 2010 and 2009 the Company paid $0.7 miflion and $0.8 million in interest, respectively, which
was approved by the AID.

The portion of unassigned susplus increased or (reduced) by cach item below as of December 31, 2010
and 2009, is as follows {amounts in thousands):

2010 2009
Net unrealized gains $ 7,252 $10,747
Nenadinitted asset valties {3,366) {3,909
Asset valuation reserve {1,008) {945}
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14.

EMPLOYEL BENEFIT PLAN

All full-fime employees of the Company over the age of 18 arc eligible to participate in the Manhattan
lnsurance Group 401(k} Plan, a qualified defined contribution plan, after the completion of three monihs
of service with the Company. Employées who clect to participate may contribute from 1% to 20% of
their base pay, Effective January 1, 2001, the Company’s contribution was based on the safe harbor
matching formula provisions of the IRC, which is a rate of 25% on the first 4% of employee
contributions.

COMMITMENTS AND CONTINGENCIES

In February 2003, the Campany implemented an administrative change in connection with adjudicating
radiation and chematherapy benefits under certain cancer policies, The Company bcgan 1{:qr~1(::>tmg7 its
policyholders to submit Explanation of Benefits (EOB) forms from their primary insurance carriers in
order to determine and pay the policyholder the amount actually charged for the covered treatments in
accordance with policy terins. The Company is a defendant in varfous lawsuits arising from this change
in claims payment practice and is vigorously defending itsclf in connection with these cases. Although
the ultimate outcome of this litigation cannot presently be determined, the Company believes that the
resolution of these Jawsuits will not have a material effect on its statutory-basis financial position, results
of operations, or capital and surplus.

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

Fram time to time, assessments are levied on the Company by the guaranty assaciations of the states in
which the Campany is licensed to write business. Such assessments are made primarily to cover the
losses af policyholders of insolvent or rehabilitated insurers. In some siates, these assessments can be
recovered through a reduction in fulure premium taxes. However, the economy and other factors have
recently caused the number and size of Insurance company failures to increase. Based on information
currently available, management believes that it is probable that these failures will result in fulure
assessments. [However, the amounts of such assessments are not presently determinable, and
accordingly, no pravision has been reflected in the accompanying statutory-basis financial statements for
such assessments,

The Company leases office space, automobiles, and equipment under varicus operating leases. Tofal

lease expense during 2010 and 2009 under such agreements was approximately $0.4 miltion and
£0.4 millien, respectively, and is included in general insurance expenses.
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Future minimum rental payments under noncancelable leases as of December 31, 2010, are as follows
(amounts in thousands): '

Years Ending

December

2011 $338
2012 104
2013 39

5
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15, REINSURANCE

The Company is engaged in various types of reinsurance transactions, including both assumed and ceded
risks. Risks are ceded based on management’s evaluation of risk, and cessions of business are approved
by the board of directors. All ceded insurance transactions are accomplished by fully executed
agrecments with reinsurance companies. Life insurance agreements are ceded on a yearly renewable
term, coinsurance, imodified coinsurance, and co-modified coinsirance basis, The Company’s maximum
life retention varies from $50,000 1o $400,000. Health reinsurance is ceded on a coinsurance basis or a
stop-loss basis, The Company’s maximum retention is approximately $1,000 per monthly benefit on
disability insurance and approximately $75,000 10 $100,000 per individual on majar medical insurance.

Following is information for the years ended Deceimber 31, 2010 and 2009, retated to premiums ceded
and assumed and the rclated benefits (amounts in thousands):

2010
Lifs and  Accident
Annuities and Health Total

Premiums ceded $ 1,757 $ 173 $ 1,930

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

Benefits ceded 5 346 b 581 5 9

Benefits assumed $2,033 §11,695 313,728
2009

Life and  Accident
Annuities and Health Total

Premiums ceded $1,398 5 186 3 1,584
Premiwms assumed ' $2,3(2 $28,413 $130,725
Renefits ceded $L100 ¥ 756 $ 1,856
Benefits assumed $2,252 $£40,496 $42,743




For the years ended December 31, 2010 and 2009, the Company ceded life insurance in force of

$700.8 million and $492.5 million, respectively. As of December 31, 2010 and 2009, the Company had
$0.3 mitlion and $0.2 million in recoverables from reinsurers, respectivety, Amounts deducted from the
policy liability reserves in connection with reinsurance ceded were $3.0 million and $3.0 million for
accident and heafth and $3.6 million and $2.7 mitlion for fife at December 31, 2010 and 2009,
respectively, The Company ts liable for insurance ceded to other companics in the event such companies
are unable to meet their obligations under reinsurance agreements, The Company evaluates the financial
condition of its reinsurers and monitors concentrations of credit risk arlsing from similar geographic
regions, aclivitics, or cconomic characteristics of the reinsurers to minimize s exposure to significant
losses from reinsurer Insolvencies. The Company has various coinsurance agreements with funds heid
provisions that arc secured by investment balances in trusts. The apgregate funds held balances at
December 31, 2010 and 2009, was $49.0 million and $48.0 million, respectively, which is included in
funds held by reinsurer in the statutory-basis financlal statements.

The Company entered into & 100% coinsurance agreement with MLIC to assume risk on certain Latin
American policies issued on or after January 1, 2007, Total premiums assumed during 2010 and 2009,
were $2.4 million and $1.6 million, respectively. Total commissions and expense during 2010 and 2000
were $1.1 million and $0.9 million, respectively. As of December 31, 2010 and 2009, the Company was
owed by MLIC $0.3 million and S0 million, respectively, for the commissions and expense allowances
and had reserves of $3.7 million and $2.7 million, respectively.

The Company entered into a 50% retrocession agreement with MELIC on the policies noled above that
returned 50% of all risk retained by the Company, after cession of risk to fts third party reinsurers, to the
MLIC effective January 1, 2007, Total premiums ceded during 2010 and 2009 were $0.5 million and
£0.3 milifon, respectively. Total commissions and expenses during 2010 and 2009 were $0.2 million and
$0.2 million, respectively. As of Decembar 31, 2010 and 2009, the Company recorded an asset for $0
and $0, respectively, for the commissions and expense allowances due from MLIC and a reserve credit
of $0.8 million and $0.6 million, respectively.

In 2009, the Company entered into an assumption reinsurance transaction with EMC National Life
Insurance Company, As a result of the assumption, the Company received approximately $30.4 million
of cash and posted $30.6 million of reserves, along with $0.2 million of goodwill.

In 2009, the Company entered tnto an assumption reinsurance transaction with the Texas Guaranty
Association. As a result of the assumption, the Company received approximately $1.1 million of cash
and posted 81.0 million of reserves, along with $0.1 million of deferred income which was fully
amortized in 2009,

In 2010 the Company entered into an assutnption reinsurance transaction with EMC National Life
Insurance Company. As a result of the assumption, the Campany recelved approximately $4.1 million of
cash and posted $4.1 million of reserves.

In 2010 the Company ceded a block of business which it had assumed from EMC National Life
[nsurance Company in 2009 to Family Life Insurance Company (FLIC), an affiliate, The business ceded
to FLIC was primarily Hawali and Michigan business. As a result of ceding the business the Company
paid cash of $3.2 million and transferred reserves of $3.2 million to FLIC.
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16, LIABILITY FOR UNPAID ACCIDENT AND HEALTH CLAIMS

Activity in the liability for unpaid accident and health claims as of December 31, 2010 and 2009, is
summarized as follows (amounts in thousands):

2010 2009
Net balance — January 1 £41,414 - 546,302
[ncrease in liability due to acquisitions 1,692 5,048
Incurred related to:
Current year 94,069 99,447
Prior year {21,442) (19,668)
Total incurred 73,227 79,779
Paid related to:
Current year 63,024 68,373
Prior year 18,138 22,242
Total paid 81,162 80,615
Net balance — December 31 35,171 341414

The claim Hability represents accident and health policy and contract claims and the claim reserve
portion of the aggregate reserve Tor accident and health policies. The claim liabitity is established based
on case basis estimates and estimates of incurved but unreperted claims based on historical experience,
Actual experience will vary from the Company's estimales due to volatility in both the amount of finure
payments on known existing claims and in the number of claims, which become known after the
financial staterent date, This velatility is due to the nature of personal health, changes in the Company's
underwriting standards, and to overall economic and societal conditions and will resuli in redundancics
or deficiencies in the liability for unpaid claims. The foregoing recenciliation reflects redundancies in
prior year reserves of $21.4 million and $19.7 mittion that emerged during 2610 and 2009, respectively.
The changes in those reserves were primarily the result of differences in actual and assumed torbidity
assumptions.
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17, RECONCILIATION TO ANNUAL STATEMENTS

The foltowing are reconciliations of amounts previausly reporied to state regulatory authoritics in the
2010 and 2009 Annual Statetment to those reported in the accompanying statutory-basis financial
statements (amounts in thousands):

2010 2008

Admitted assets as reported in the Companny’s Annual Statement B3,772 $332,629
Tnerease in nel deflired Lax assel - aod
Admitted assels as reparied o the accompanying statutory-basis statcments of

admitted assels, labilitics, ond capital and surplus $321,772 $333,237
Ligbilities as reported in the Company’s Annual Statement 5267917 $248,000
Inerease in accident and health elaim reserve 5 768
Decrease in curent incume fax payable {267) (601)
Lianbilitics ag repored in the accompanying statulary-basis stalements of

admitted assels, liabilities, and capital aud surplus 4208.438 $287.408
Cupital and surplus as reported in the Company’s Annual Stalement % 53,855 $ 44,620
Adjustinent far cirent income taxes 267 601
Inerease in avcident sl health elaim reserve (788}
Adjustment for deferred income taxes - G0
Capital and surplus as reported in the accompanying stalulory-basis staements of

admilted assets, liahilities, and capital and surphus $ 33334 % 45829
Statuiury net income ag repotied 1o the Conypany’s Annoal Statement 5 12,085 4204
Tnerease in aceident and heallh claim reserve (788)
Change in currend income tax cxpense {333) 1163
Net incoame as reparted in the aeeompanying slatutory-basis stulowents of operations 310,932 § 4,665
Met cash wsed in operating activities as reported in the Company's

Anitual Statement § {5,080

Disposal of block of business {3,179
Net cash used in operating activitics as reposted in the sceompanying

stetutory-basis statemends of cash Nows $ (8,260
Net cosh used in financing and miscellansous uses as reported in the Company's

Annual Statement 3 (62200

Bisposal of btock of business 3179
Met cash used i linancing and miscellangous uses as reporied inthe accompanying

stalutory-busis statements of cash lows §_{3.041)

® ok ok kA
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SUPPLEMENTAL SCHEDULES
{See independent auditors’ report)
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CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF SELECTED STATUTORY-BASIS FINANCIAL DATA
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2010
{Amounts in thousands)

INVESTMENT INCOME EARNED:
Govermnent bonds
Other bonds (unaffiliated)
Preferred stocks (unaffiliated)
Common stocks (affiliated)
Mortgage loans
Real estate
Peemiuim notes, policy loans, and liens
Short-term investiments
Cash on hand
Other invested assets
Other

GROSS INVESTMENT INCOME

MORTGAGE LOANS — Book value:
Farm morigages
Residential morigages
Commercial mortgages

TOTAL MORTGAGE LOANS
MORTGAGE LLOANS BY STANDING - Book value — good standing

BONDS AND SHORT-TERM INVESTMENTS BY MATURITY
STATEMENT VALUE:
Due within one year or less
Qver | year through 5 years
Over 5 years through 10 years
Over {0 years through 20 years
Gver 20 years

TOTAL BY MATURITY

$ 3514
2,161

7,500
297
2,516
495
3t

31

5 16545

$ -
1,629
3207

$ 4,836

$ 56,991
. 68,378
49,878
4,335
8,103

5 187,685

{Continued)



CENTRAL UNITED LIFE INSURANGE COMPANY

SUPPLEMENTAL SCHEDULE OF SELECTED STATUTORY-BASIS FINANCIAL DATA

AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2010
{Amounts in thousands)

BONDS AND SHORT-TERM INVESTMENTS BY CLASS - Statement vahue:
Class 1
Class 2
Class 3
Class 4
Class 5
TOTAL BY CLASS
TOTAL BONDS PUBLICLY TRADED
TOTAL BONDS PRIVATELY PLACED
PREFERRED STOCKS — Statement value
COMMON STOCKS -~ Market value
SUBSIDIARIES® AND AFFILIATES COMMON STOCK - Book value
SHORT-TERM INVESTMENTS — Book value
CASH ON DEPOSIT

LIFE INSURANCE IN FORCE :
Ordinary

CGroup

AMOUNT OF ACCIDENTAL DEATH INSURANCE IN FORCE UNDER
ORDINARY POLICIES

INSURANCE POLICIES WITH DISABILITY PROVISION IN FORCE -— Ordinary
SUPPLEMENTARY CONTRACTS IN FORCE — Ordinary — not involving

life contingencies:

Anmount on deposit

Income payable

ORDINARY - Involving life contingencies — income payable

30 -

$180,214
5,467

02,004

$ 187,685
184,671

5 3014

3727011

$ 3428

$ 34,557

$107,785

{Conlinued)



CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF SELLECTED STATUTORY-BASIS FINANCIAL DATA

AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2010
{Amounts in thousands)

ANNUITIES -— Ordinary:
Immediate — amount of income payable

Deferred -— fully paid account balance
Deferred --- nat fully paid — account balance

ACCIDENT AND HEALTH INSURANCE - Premiums in force:
Ordinary

Group

DEPOSIT FUNDS AND DIVIDEND ACCUMULATIONS:
Deposit funds - account balance

Dividend accumulations - account balance

CLAIM PAYMENTS IN 2010 —— Accident and health:
2010

2009
2008
2007

2006

$57,103

&
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o
o

o
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CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF INVESTMENT RISKS [INTERROGATORIES

FOR THE YEAR ENDED DECEMBER 31, 2010

nvestment Risks Interrogatories

}. The Company’s total adimitted assets for the year ended December 31, 2010, are $321,772,192.

2. Following are the 10 largest exposwes to a single issuer/borrower/investment, by investment category,
excluding (iy U.S. government, U.5. government agency securities, and those U.S. government money
market funds listed in the Appendix to the S¥O Practices and Procedures Manual as exempt
(i1) property occupied by the Company; and (iii} policy leans:

2.01
2,02
2,03
2.04
2.05
2.06
2.07
2.08
2.09
2.10

investment Category/lssuer

Manhattan Insurance Group, ine. --- comnton stock

Investors Consolidated Ins, Co, — cominion stock

CML, Realty Corp — Real Estate

General Electric Co.
Lake Success - morigage loan
P Morgan Chase & Co.

CitiGroup

Deere & Co.
Anmerican Express
Morgan Stanley

Amount

§43,024,713

7,609,516
4,834,697
4,037,661
3,207,048
2,056,408
2,113,733
2,049,852
2,027,593
2,001,059

Percentage of
Total
Admitted Assets

134 %
24

L
B
|8

o O L Lh g

g
0.7
0.6
8.6
0.6

3, The Company’s total admitied assets held in bonds and preferred stocks, by NAIC rating, are:

3.01
3.02
3.03
3.04
3.05
3.06

Bonds

NAIC-
NAIC-2
NAIC-3
NAIC-4
NAIC-5
NAIC-6

$180,212,711
5,467,220

2,004,431

Preferred

Stocks

56.0 % P/PSF-
1.7 P/PSF-2
- P/PSF-3
(.6 P/PSF-4
P/PSF-5

['/PSF-6

-32 -
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4, Assels beld in foreign investments:

401 Are assets lield in foreign investments less than 2.5% of

the reporting entity’s total admitted assets?
4,02 ‘Total admitted assets held in foreign investments.
4.03  Toreign-currency denominated investiments.
4.04  Insurance Jiabilities denominated in that same
foreign currency

If response to 4.01 above is yes, responses are not
required for interrogatories 5--10,

5. Agpregate foreign investment exposure categorized by NAIC sovereign ratings;

500  Countries rated NAIC-1
5.02  Countries raled NAIC-2
5.03  Countrics rated NATC-3 or below

Yos [X}No| |

0.7%

%%

%

6. Two largest foretgn Investment exposures to a single country, categorized by the county’s NAIC

sovereign rating:

6.01  Countrles rated NAIC-1;
Country:
Country:

6.02  Countries rated NAIC-2:
Country:
Country:

0.03  Countries rated NAIC-3 or below:
Country:
Country:

7. Aggregate unhedged foreign currency exposure;

8. Aggregate unhedged foreign currency exposure, categorized by NAIC sovereipgn rating:

801 Countries rated NAIC-1
8,02 Countries rated NAIC-2
8.03  Countries rated NAIC-3 or below

-33-
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9. Two largest unhedged foreign currency exposures to a single couniry, categorized by the country’s NAIC

sovereign rating:

2.01  Countries rated NAIC-1:
Country:
Coumntry:

©.02  Countries rated NAIC-2:
Country:
Country:

9.03  Countries rated NAIC-3 or below;
Country:
Country:

10, Ten largest non-sovereign (i.e., nongovernmental) foreign issues;

10.01  NAIC rating
10.02  NAIC rating
10.03  NAIC rating
10.04 NAIC rating
10.05 NAIC rating
10.06  NAIC rating
10.07  NAIC rating
10.08 NAIC rating
10,09  NAIC rating
i0.10  NAIC rating

%

%

1, Amounts and percentages of the reporting entity’s totat admitted assets held in Canadian investments and

unhedged Canadian currency exposure:

11.01  Are assets held in Canadian investments less than
2.5% of the reporting entity’s total adinitted assets

if response to 11.01 above is yes, detail is not required
for the remainder of interrogatory 11.

11,02 Total admitied assets held in Canadian investments
11,03 Canadian-currency-denominated investiments

11.04 Canadian-denominated insurance tabilities

11.05  Unhedged Canadian currency exposuie

12. None.

Yes[XINe[ ]

%

13. Assets held in investments with contractual sales restrictions are less than 2.5% of the Company’s total

admitted assels.
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14. The Company’s admitted assets held in the largest 10 equity interests (including investments in the shares
of mutual funds, preferred stucks, publicly waded equity securities, and other equity securitics, and
excluding money market and bond mutual funds listed in the Appendix 1o the SVO Practices and
Procedures Memal as exempt or Class 1) at December 31, 2010, are:

Investment Category/Issuers

14.01
14.02

Manhattan insurance Group, Ine.
investors Consolidated Ins, Co,

adniitied assets.

assels,

applaisal as of the annuat statement date:

$43,024,713 134 %
7,608,516 2.4

. Assets held in nonaftiliated, privately placed equities are less than 2.5% of the reporting entities total

. Assets held in general parinership interests are less than 2,5% of the reporting entity’s total admitted

. Mortgage [oans reported in Schedule B are less than 2.5% of the reporting entity’s total admitted assets.

. Aggregate mortgage loans having the following loan-to-value ratios as determined from the most current

Residential Commarcial Agricultural
Parcentage Parcentage Parcentage
of Total of Total of Total
Residentlal Admittad Commarclal Admitted Admitted
Loan-to-Value Amaunt Assels Amount Assets Amount Assels
1801 Above 95% - - % $ - - % b %
1802 91% 10 95% - - -
18.03 B1% o V0% . - - -
18.04  71% 1o R4 1,628,625 0.5 - -
18.05  Below 70% - - 3,207 048 Lo
Percentage
of Total
Admitted
Amount Assets
18.06 Construction loans $ %
i8.07 Mortgage loans over 90 days past due
i8.08 Mortgage loans In {he process of foreclosure
8.09 Mortgage loans foreclosed
18.10  Restructured mortgage loans
{Continued)
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19. Assets held in each of the five largest investments in one parcel or group of contiguous parcels of real
estate repotted Jn Schedule A arc less than 2.5% of the reporting entity’s tota} admitted assets,

20. The Company’s total admilled assels subject 1o the following types of agreements as of:

Unaudited
At Year-End At End of Each Guarter
Forcentage
af Tatal 15t 2nd 3rd
Admitted Quiarter Quarter Quartar
Amount Asgats Amount Amount Amount

20001 Seeurities lending (do ot
include assats held as collateral
{or such transactions) ¥ Y $ b §
20,02 Repurchase sgresments
20003 Reverse repurchase agrconments
2004 Dollar repurchase agreements
20058 Dallar reverse repurchase
agresments

$ % § 5 $

21. Warrants not attached 1o other {inancial instruments, options, caps, and floors at December 31, 2010;

Qwned Written

21.01  Hedging § % 0§ %
21.02  Income generation
21.03  Other

22, The Company’s potential exposure for collars, swaps, and forwards as of:

Unaudited
At Ypar-End At End of Each Quarter
Percontage
of Tetal st 2nd 3rd
Admitted Quartor Quarter Quarter
Amount Assels Amount Amount Amount
2201 Hedging $ % ¥ 5 b
2202 Income peneration
2203 Replieations
2204 Othee -
S %8 5 §

(Continued)
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23. The Company’s potential exposure for futures contracts as of the following dates:

23.01
13.02
23403
23.04

Unaudited
Al Year-End At End of Each Quarter
Percantage
of Total 1st 2nd 3rd
Admlited Quarter Quarter Quarter
Ameunt Assets Amount Amount Amount
Hedging % 4% % 5 %
Incame generation
Replications
Other o _
) o b b ¥

24, The 10 largest investments included in the Write-ins for Invested Assels category included on the
Summary tnvestiment Schedule at December 31, 2010, are:

24.01
24.02
24.03
24.04
24,05
24.06
24.07
24.08
24.09
2410

Percentage
of Total
Admitted
Amount Assels

b %

(Concluded)
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VS

CENTRAL UNITED LIFE INSURANCE COMPANY

SUPPLEMENTAL SUMMARY INVESTMENT SCHEDULE '
AS QF AND FOR THE YEAR ENDED DECEMBER 31, 2010

Gross Investment Holdings* Admilted Asasts
Percentage Parcentage
of Total of Telx
Invesiad Admilled
triveatnent Calegortos Amount Assets Amount Assots
Haeards:
L8, weaswy seenrities S A9371 334 bRal s B 4937030 15,906 %
VLS, povernmenl ageney abtipations fexcluding mongage-tacked securities)
bssned by LS. povernimenl ageiies 2,001,059 017 200,059 0.77
tssiied by 1S, povermment-sponsored agencics 57,702 445 2210 572 A4 22,10
Foreign goveeament (ncluding Canada, exeluding mor gape-backed secwities)
Seeurities issued by stale, toreorics and possessions, and potitical subdivisions
in the Ustiled Slates.
State, werritony, nned possessions penern! oblipations
Political sulxlivisions ol stntes, liederies and possossions, amt
political subdhivisions geaeral abtigations
Hovenwe mrl assesgment oblipations }, 008451 077 {1,098 451 477
Tuekastiiaf chevetopment and simlar oblipaions 3,563,245 134 3,503,245 137
Margage-backed seewritics (imoluding residential and commercial MBS):
Pasg-1eough seeurities:
basned o gunrantecd by GRMA 308 [3R¢10) kil 000
Issued or gunantesd by FNMA and FIHLMC
Adlother
CMOs wnd REMICs;
Dssued or guadanleed by GNMA, FNMA, FHLMC oF VA 1,731,858 0.66 LIALBSE na7
{ssnedt by non-ULS, Government issuers and cotlmershized by montuaye-backed
seckirlbis Pasued or guaranieed by apgencivs shown b Ling 1321
Al athey
Ctbver debs and other Bued ineonw seeurilhes fexcluding shat-lonngl
Phiatiitiated domestie seeurities (ineludes eredii tepant tunsg rated by rhe S0 26,216,087 1804 6,216 987 .07
Unnfiilisded Fneipn securities 3,032,297 1.16 3032207 1.IA
Attittated secnritics
Laytly Fakeresds:
Irivestments by maaad iy
Frefened siovks:
AtTiliaked
Linaflhmed
Firlatfoty tradaed cgnity secorities Lexelwding preferrad stoeks):
Afined
LhsatfTiliated
Chler uguity sgeurities:
AfTiliated 51,306,019 19.63 5,634,229 EXH
Unnitiliniest
Other equity iiterests inctuding thngtble personat property inder bease:
Aliated
Lhaffitined
Mocipage kuang:
Consirugtion ancd tand development
Apricwliweal
Shghe fumily wesidenting (nopertios 1,689,771 065 tG2B,625 .63
dul ifamiy residentia] properics - - - .
Commercial luans 3,007,008 123 3207004 123
Muzmmine real estale Joans
Real estate investmen's:
Fropaty accapied Ly compaey 5,444,700 209 444,700 ey
Property beld for production of meome {inghudes S0 of praperty aequired in
satisthction of deit) 4 834,697 185 o 834 647 186
Property held forsnte (8 _ineluding progexty nequired in
satisfaclicn of deln)
Contract Ioang . 6,887 341 2.64 6,807,341 265
Regeivables for seuurities . . . N
Cash, eash egnivalents, and short-term investimoats 42,101 447 6,12 A2,101,417 16,17
Cliey fnvested assels - . . -
Total invested nssets $261,000,281 100,00 % 5 260,165,045 100.60 %

* (s favestiment hohding ag vitlied in comphiznee with NAK Accoming Peoctioes aod Procedioees Mumigd,



