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Independent Auditor's Report

To the Board of Directors and Shareholder of
Midland National Life Insurance Company and Subsidiaries

We have audited the accompanying consolidated financial statements of Midland Nationa Life
Insurance Company and its subsidiaries (the “ Company”), which comprise the consolidated bal ance
sheets as of December 31, 2012 and 2011, and the related consolidated statements of income, of
comprehensive income, of stockholder’s equity and of cash flows for each of the three yearsin the
period ended December 31, 2012.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to
the preparation and fair presentation of consolidated financial statements that are free from material
mi sstatement, whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on the consolidated financial statements based on our
audits. 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 consolidated financia statements are free from materia
mi sstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on our
judgment, including the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those risk assessments, we consider
internal control relevant to the Company's preparation and fair presentation of the consolidated
financial statements in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the Company's interna
control.  Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated
financial statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

PricewaterhouseCoopers LLP, 699 Walnut Street, Suite 1300, Des Moines, IA 50309
T: (515)246-3800, F: (515) 246- 3811, www.pwc.com/us



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Midland National Life Insurance Company and its subsidiaries at
December 31, 2012 and 2011, and the results of their operations and their cash flows for each of the
three years in the period ended December 31, 2012 in accordance with accounting principles
generally accepted in the United States of America.

Emphasis of Matter
As discussed in Note 2 of the consolidated financial statements, on January 1, 2012, the Company

adopted, retrospectively, a change in the method of accounting for the deferral of acquisition costs
for new or renewed insurance contracts. Our opinion is not modified with respect to this matter.

?WLWL&WMJ N

April 9, 2013



MIDLAND NATIONAL LIFE INSURANCE COMPANY AND

SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)
CONSOLIDATED BALANCE SHEETS

DECEMBER 31, 2012 and 2011
(Amounts in Thousands)

ASSETS
Investments
Fixed maturities, available-for-sale, at fair value
Equity securities, available-for-sale, at fair value
M ortgage loans
Policy loans
Short-term investments
Derivative instruments
Other invested assets

T otal investments

Cash

Accrued investment income

Deferred policy acquisition costs

Deferred sales inducements

Present value of future profits of acquired businesses

Other receivables, other assets and property, plant and equipment
Reinsurance receivables

Separate account assets

T otal assets

LIABILITIES

Policyholder account balances

Policy benefit reserves

Policy claims and benefits payable

Repurchase agreements, other borrowings and collateral on
derivative instruments

Derivative instruments

Federal income tax liability, net

Other liabilities

Separate account liabilities

T otal liabilities

STOCKHOLDER'S EQUITY

Common stock, $1 par value, 1,000 shares authorized,
issued and outstanding

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

T otal stockholder’s equity
T otal liabilities and stockholder’s equity

2012 2011
$ 30,223,820 $27,210,029
375,311 406,809
1,107,024 490,031
349,403 340,731
605,505 290,070
306,972 235,342
838,113 889,972
33,806,148 29,862,984
171,003 165,611
273,189 258,004
1,205,520 1,247,354
324,262 374,891
16,084 17,176
128,803 114,550
2,124,940 2,075,717
909,762 884,513
$ 38,959,711  $ 35,000,800
$ 28,318,326 $26,320,092
1,174,409 1,129,354
144,479 132,627
2,953,579 2,599,406
1,660 13,134
752,954 266,822
704,112 646,714
909,762 884,513
34,959,281 31,992,662
2,549 2,549
375,003 354,208
2,156,427 1,885,618
1,466,451 765,763
4,000,430 3,008,138
$ 38,959,711  $ 35,000,800

The accompanying notes are an integral part of the consolidated financial statements.
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND
SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

CONSOLIDATED STATEMENTS OF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 and 2010
(Amounts in Thousands)

2012 2011 2010
REVENUES
Premiums $ 201,993 $ 164,718 $ 146,850
Charges on interest sengtive and investment-type products 379,115 338,336 303,885
Net investment income 1,360,396 1,402,512 1,407,708
Net gains on derivatives and derivative instruments 35,472 5,767 191,371
Net redized investment gains (losses) 51,437 (8,206) 94,571
Other-than-temporary impairment losses (19,319) (9,853) (75,139)
Non-credit portion in other comprehensive income 3,860 2,326 3,557
Net impairment loss recognized in earnings (15,459) (7,527) (71,582)
Other income 26,905 14,208 17,738
Total revenue 2,039,859 1,909,808 2,090,541
BENEFI TS AND EXPENSES
Interest credited to policyholder account balances 745,291 816,565 881,856
Benefits incurred 349,217 261,976 302,497
Amortization of deferred sales inducements 78,923 78,655 80,863
Total benefits 1,173,431 1,157,196 1,265,216

Operating and other expenses (net of commissions and other

expenses deferred) 175,625 160,005 144,018
Amortization of deferred policy acquisition costs and

present vaue of future profits of acquired businesses 202,443 197,955 206,850

Total benefits and expenses 1,551,499 1,515,156 1,616,084

Income before income taxes 488,360 394,652 474,457
Income tax provision 142,028 108,412 128,435

Net income $ 346332 $ 286240 $ 346,022

The accompanying notes are an integral part of the consolidated financial statements.
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND
SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 and 2010
(Amounts in Thousands)

2012 2011 2010
Net income $ 346,332 $ 286,240 $ 346,022
Other comprehensive income:
Net unredized gain on available-for-sde
investments, non-credit portion of OTTI, and certain
interest rate swaps (net of tax $376,166 in 2012,
$367,424in2011 and $320,272 in 2010) 698,594 682,360 594,792
Pension liahility (net of tax $272 in 2012,
($1,755) in 2011 and ($1,760) in 2010) 505 (3,259) (3,269)
Post-retirement liability (net of tax $856 in 2012,
($2,071) in 2011 and ($654) in 2010) 1,589 (3,845) (1,214)
Totd other comprehensive income 700,688 675,256 590,309
Comprehensive income $ 1,047,020 $ 961,496 $ 936,331

The accompanying notes are an integral part of the consolidated financial statements.
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)
CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2012, 2011 and 2010

(Amounts in Thousands)

Balance, December 31, 2009

Midland National Life Insurance Co. Stockholder's Equity

Deconsolidation of variable interest entity
Cumulative effect adjustment on adoption
of ASU 2010-26 (net of tax $83,787)

Total Comprehensive income (loss)

Capital contribution

Employee stock ownership plan
Dividends paid on common stock
Balance, December 31, 2010
Total comprehensive income
Capital contribution

Employee stock ownership plan
Dividends paid on common stock
Balance, December 31, 2011
Total comprehensive income
Capital contribution

Employee stock ownership plan
Dividends paid on common stock
Balance, December 31, 2012

Accumulated
Additional Other Total
Common Paid-in Retained Comprehensive Noncontrolling Stockholder’s
Stock Capital Earnings Income (L 0ss) Interest Equity
$ 2549 $ 301,827 $1599861 $ (483,751) $ 504,190 $ 1,924,676
16,880 (504,190) (487,310)
(139,553) (16,051) (155,604)
346,022 590,309 936,331
5,000 5,000
12,200 12,200
(92,260) (92,260)
2,549 335,907 1,714,070 90,507 - 2,143,033
286,240 675,256 961,496
5,000 5,000
13,301 13,301
(114,692) (114,692
$ 2549 $ 354208 $1,885618 $ 765,763 $ - $ 3,008,138
346,332 700,688 1,047,020
2,115 2,115
18,680 18,680
(75,523) (75,523)
$ 2549 $ 375003 $ 2156427 $ 1,466,451 $ - $ 4,000,430

The accompanying notes are an integral part of the consolidated financial statements.

6



MIDLAND NATIONAL LIFE INSURANCE COMPANY AND

SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2012, 2011, and 2010

(Amounts in Thousands)

2012 2011 2010
OPERATING ACTIVITIES
Net income $ 346,332 $ 286,240 $ 346,022
Adjustments to reconcile net income to net cash
provided by operating activities
Amortization of deferred policy acquisition costs,
deferred sales inducements and present value
of future profits of acquired businesses 281,366 276,610 287,713
Net amortization of premiums and discounts
on investments (129,810) (154,194) (131,051)
Amortization of index options 246,893 289,043 179,637
Employee stock ownership plan 18,680 13,301 12,200
Policy acquisition costs deferred (268,516) (232,011) (236,136)
Sales inducements deferred (88,791) (81,990) (92,589)
Net realized investment (gains) losses and net
impairment losses recognized in earnings (35,978) 15,733 (22,989)
Net (gains) on derivatives and derivative
instruments (35,472) (5,767) (191,371)
Provision for deferred income taxes 86,702 90,205 16,678
Net interest credited and product charges on
universal life and investment policies 610,673 747,044 895,323
Changes in other assets and liabilities
Net receivables (34,884) (79,743) (23,954)
Net payables 8,793 19,484 69,216
Policy benefits 84,030 52,526 102,645
Other, net (70,485) (44,448) (49,118)
Net cash provided by operating activities 1,019,533 1,192,033 1,162,226

(continued)
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND

SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)
FOR THE YEARS ENDED DECEMBER 31, 2012, 2011, and 2010

(Amounts in Thousands)

INVESTING ACTIVITIES
Proceeds from investments sold, matured or repaid
Fixed maturities
Equity securities
Mortgage loans
Other invested assets
Cost of investments acquired
Fixed maturities
Equity securities
Mortgage loans
Derivative instruments
Other invested assets
Change in cash due to deconsolidation of VIE
Net change in policy loans
Net change in short-term investments
Net change in collateral on derivatives
Net change in amounts due to/from brokers

Net cash used in investing activities

FINANCING ACTIVITIES

Receipts from universal life and investment products
Benefits paid on universal life and investment products
Net change in repurchase agreements and other borrowings
Capital contributions received

Dividends paid on common stock

Net cash provided by financing activities
Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year

SUPPLEMENTAL INFORMATION
Cash paid during the year for
Income taxes, paid to parent
Interest on other borrowings

2012 2011 2010
$ 4,592,800 $ 4,255557 $ 5,026,800
121,001 131,333 224,575
78,968 53,944 52,252
210,817 206,589 52,778
(6,166,191)  (5571,152)  (6,821,533)
(86,211) (61,026) (160,158)
(698,344) (307,412) (61,773)
(156,031) (242,316) (125,959)
(26,807) (21,548) (31,865)

- - (159,827)

(8,673) (7,545) (17,207)
(315,435) (41,433) 104,634
55,105 (49,878) (86,174)
29,793 (160,148) 30,861
(2,369,208)  (1,815,035)  (1,972,596)
$ 3315548 $ 2,966,600 $ 2,906,068
(2,186,141)  (2,240,684)  (2,189,030)
299,068 121,872 (38,643)
2,115 5,000 5,000
(75,523) (114,692) (92,257)
1,355,067 738,096 591,138
5,392 115,094 (219,232)
165,611 50,517 269,749

$ 171,003 $ 165611 $ 50,517
$ 29987 $ 62700 $ 51,374
2,002 1,940 2,381

The accompanying notes are an integral part of the consolidated financial statements.
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND
SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in Thousands)

1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization

Midland Nationa Life Insurance Company and Subsidiaries (“Midland Nationa” or the
“Company”) is a wholly owned subsidiary of Sammons Financial Group, Inc. (“SFG”). Midland
National is comprised of four subsidiaries. MNL Reinsurance Company (“MNL Re") and Solberg
Reinsurance Company (“Solberg Re"), subsidiaries of Midland National, are captive reinsurance
companies domiciled in lowa. SFG Reinsurance Company (“SFG Re”), a subsidiary of Midland
National, is a captive reinsurance company domiciled in South Carolina. In October 2012, SFG Re
was dissolved and all remaining assets and liabilities were transferred back to its parent company,
Midland National. Midland National Services Corporation, LLC (“MNSC") isa Delaware Limited
Liability Company created as a wholly owned subsidiary of Midland National to hold agreed
amounts for payment of facility fees and other amounts due under a credit facility agreement that
governs a letter of credit arrangement between severa SFG entities and a large commercial bank.
Midland National offers individua life and annuity products in 49 states and the District of
Columbia. The Company is affiliated through common ownership with North American Company
for Life and Health Insurance (“North American”).

Midland National is a limited partner in Guggenheim Partners Opportunistic Investment Grade
Securities Fund, LLC (“the Fund”), a private investment company and variable interest entity. In
2009, Midland National was considered the primary beneficiary under accounting guidance
previoudy in effect and owned 50.9% of the Fund. As the primary beneficiary, the Company
consolidated the Fund in its consolidated financial statements. In accordance with new guidance
issued by the Financial Accounting Standards Board (*FASB”), the Company deconsolidated the
Fund as of January 1, 2010. See Note 6 for further discussion of the deconsolidation of the Fund.

Basis of presentation

The consolidated financial statements have been prepared in conformity with accounting principles
generally accepted in the United States of America (“GAAP”) and reflect the consolidation of the
Company with its wholly owned subsidiaries and all entities for which it holds a controlling
financial interest. Intercompany transactions have been eliminated in consolidation.

The Company has a financial interest in several entities where it is required to determine whether
the entity should be consolidated in the Company’s financial statements. For each financial
interest, the Company performs an analysis to determine whether it has a controlling financia
interest in an entity by first evaluating whether the entity is a voting interest entity or a variable
interest entity (“VIE"). The analysis requires the evaluation of severa characteristics, including
the determination of whether an entity has sufficient equity at risk to allow it to adequately finance
its activities, the determination of whether the party with the power to direct the activities of the
entity has equity investment at risk in the entity, and whether the equity investment at risk lacks the
obligation to absorb expected |osses or the right to receive expected residua returns.

Voting interest entities are entities in which the total equity investment at risk is sufficient to enable
the entity to finance its activities independently and the equity holders have the obligation to absorb
losses, the right to receive residua returns, and the right to make decisions about the entity’s
activities. The usua condition for a controlling financia interest in an entity is ownership of a



MIDLAND NATIONAL LIFE INSURANCE COMPANY AND
SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in Thousands)

majority voting interest. Accordingly, the Company consolidates voting interest entitiesin which it
has a mgority voting interest.

If an entity is determined to be a VIE, the next step is the identification of the primary beneficiary
of the VIE. An enterprise is deemed to be the primary beneficiary of a VIE if it has both (i) the
power to direct the activities of the entity that most significantly impact the VIE' s economic
success and (ii) has the obligation to absorb losses or receive benefits that could potentially be
significant to the VIE, or both. The Company determines whether it is the primary beneficiary of a
VIE by performing an analysis that principally considers. (i) the VIE's purpose and design,
including the risks the VIE was designed to create and pass through to its variable interest holders,
(ii) the VIE' s capital structure, (iii) the terms between the VIE and its variable interest holders and
other parties involved with the VIE, (iv) which variable interest holders have the power to direct
the activities of the VIE that most significantly impact the VIE's economic performance, (v) which
variable interest holders have the obligation to absorb losses or the right to receive benefits from
the VIE that could potentialy be significant to the VIE and (vi) related party relationships. The
party that is the primary beneficiary consolidates the financial results of the VIE. The Company
will continue to assess its investments on an ongoing basis as circumstances may change whereby
an entity could be determined to be aVIE. The Company could become a primary beneficiary in
such a VIE, or an entity’ s characteristics could change whereby it isno longer aVIE. All of these
situations could potentially have a corresponding impact on the Company’s consolidated financial
statements.

When the Company does not have a controlling financial interest in an entity but exerts significant
influence over the entity’s operating and financial policies (generally defined as owning a voting
interest of 20% to 50%) and has an investment in common stock or in-substance common stock, the
Company accounts for its investment using the equity method of accounting. For certain limited
partnerships, the threshold for the equity method of accounting is 5%.

See Note 6 for further discussion related to the Company’ s involvement with VIEs.
Use of estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the reported amount of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actua results could differ significantly from
those estimates.

The most significant areas which require the use of management’s estimates relate to the
determination of the fair values of financial assets and liabilities, derivatives and derivative
instruments, impairment of securities, income taxes, deferred policy acquisition costs (“DAC"),
deferred sales inducements (“DSI”), present value of future profits of acquired businesses
(“PVFP"), reinsurance receivables and policy benefit reserves for traditional life insurance policies.
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND
SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in Thousands)

Interest raterisk

The Company is subject to the risk that interest rates will change and cause changes in investment
prepayments and changes in the value of its investments. Policyholder persistency is also affected
by changes in interest rates. The Company manages its interest rate risk by monitoring its asset
and liability durations within a pre-determined range. It will mitigate this risk by rebalancing
assets when it approaches the boundaries of the pre-determined range. To the extent that
fluctuations in interest rates cause the cash flows and duration of assets and liabilitiesto differ from
product pricing assumptions, the Company may have to sell assets prior to their maturity and
redize aloss.

Liquidity risk

Market conditions for fixed income securities could be such that illiquidity in the markets could
make it difficult for the Company to sell certain securities and generate cash to meet policyhol der
obligations. Management believes it has adequate liquidity in its investment portfolio and other
sources of fundsto meet any future policyholder obligations.

Counterparty risk

The Company enters into derivative and repurchase agreements with various financial institution
counterparties. The Company is at risk that any particular counterparty will fail to fulfill its
obligations under outstanding agreements. The Company limits this risk by selecting
counterparties with long-standing performance records and with credit ratings of “A” or above.
The amount of exposure to each counterparty is essentially the net replacement cost or fair value
for such agreements with each counterparty, as well as any interest due the Company from the last
interest payment period less any collateral posted by the counterparty.

Fair value of financial assets, financial liabilities, and financial instruments

The Company can elect an option to record at fair value certain financia assets and financial
liabilities. The election isirrevocable and is made contract by contract. The Company has e ected
to utilize the fair value option for certain fixed income securities designated as hybrid instruments.

Fair value estimates are significantly affected by the assumptions used, including discount rates
and estimates of future cash flows. Although fair value estimates are cal culated using assumptions
that management believes are appropriate, changes in assumptions could cause these estimates to
vary materially. In that regard, the derived fair value estimates cannot be substantiated by
comparison to independent markets and, in some cases, could not be realized in the immediate
settlement of the instruments. Accordingly, the aggregate fair value amounts presented in Note 3
may not represent the underlying value to the Company.

The Company uses the following methods and assumptions in estimating the fair value of its
financial instruments:
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND
SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in Thousands)

Available-for-sale securities

Fair value for fixed maturity and equity securities is obtained primarily from independent pricing
sources, broker quotes and fair value/cash flow models. Fair value is based on quoted market
prices, where available. For securities not actively traded, fair value is estimated using values
obtained from independent pricing services or broker quotes. When values are not available from
pricing services or broker quotes, such as private placements including corporate securities, asset-
backed securities, commercial mortgage-backed and residential mortgage-backed securities, fair
value may be estimated by discounting expected future cash flows using a current market rate
applicable to the yield, credit quality and maturity of the investments.

Mortgage loans

Fair value for mortgage loans is estimated using a duration-adjusted pricing methodology that
reflects changes in market interest rates and the specific interest-rate sensitivity of each mortgage.
Price changes derived from the monthly duration-adjustments are applied to the mortgage portfolio.
Each mortgage modeled is assigned a spread corresponding to its risk profile for valuation
purposes. For fair value reporting purposes, these spreads are adjusted for current market
conditions. Fair value is also adjusted by internally generated illiquidity and default factors.

Short-term investments

The carrying amounts for short-term investments, which primarily consist of money market funds,
direct reverse repurchase agreements and fixed income securities acquired with less than one year
to maturity, approximate fair value due to their short-term nature.

Derivative instruments

Fair value for options is based on interna financial models or counterparty quoted prices.
Variation margin accounts, consisting of cash balances applicable to open futures contracts, held by
counterparties are reported at the cash balances, which is equal to fair value. Fair value for interest
rate swaps, credit default swaps, interest rate floors and other derivatives is based on exchange
prices, broker quoted prices or fair values provided by the counterparties.

Other invested assets

Other invested assets consist primarily of limited partnerships. The Company measures the fair
value of these investments on the basis of the net asset value per share of the investment (or its
equivalent) if the net asset value of the investment (or its equivalent) is calculated in a manner
consistent with the measurement guidance issued by the Financia Accounting Standards Board
(“FASB") for investment companies as of the reporting entity’ s measurement date.
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND
SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in Thousands)

Reinsurance receivables — embedded derivatives from re nsurance ceded

Fair value for embedded derivatives related to coinsurance with funds withheld treaties for indexed
annuities is determined based on fair values of the financia instruments in the funds withheld
portfolios and on models the Company has developed to estimate the fair values of the liabilities
ceded.

Separate account assets

Separate account assets are reported at fair value in the consolidated balance sheets based on
guoted net asset values of the underlying mutual funds.

Palicyholder account balances

Fair value for the Company’s liabilities under investment-type insurance contracts is estimated
using two methods. For those contracts without a defined maturity, the fair value is estimated as
the amount payable on demand (cash surrender value). For those contracts with known maturities,
fair value is estimated using discounted cash flow calculations using interest rates currently being
offered for smilar contracts with maturities consistent with the contracts being valued. The
reported value of the Company’s investment-type insurance contracts includes the fair value of
indexed life and annuity embedded derivatives which are calculated using discounted cash flow
valuation techniques based on current interest rates adjusted to reflect credit risk and an additional
provision for adverse deviation.

Repurchase agreements, other borrowings and collateral on derivative instruments

The fair value of the Company’s repurchase agreements is tied to the fair value of the underlying
collateral securities. The fair value of other borrowings which primarily consists of borrowings
from the Federal Home Loan Bank of Des Maines (“FHLB”), approximates its reported value due
to its short maturity. The fair value of the note payable to Guggenheim Life and Annuity Company
is based on discounted future cash flows using a current market rate applicable to the yield, credit
guality and maturity of the note. The fair value of collatera on derivative instruments
approximates the carrying value due to the short-term nature of the investment. These investments
primarily consist of money market funds.

I nvestments and investment income
Available-for-sale securities

The Company is required to classify its fixed maturity investments (bonds and redeemable
preferred stocks) and equity securities (common and non-redeemable preferred stocks) into three
categories. securities that the Company has the positive intent and the ability to hold to maturity are
classified as “held-to-maturity;” securities that are held for current resale are classified as “trading
securities;” and securities not classified as held-to-maturity or as trading securities are classified as
“available-for-sadle.” Investments classified as trading or available-for-sale are required to be
reported at fair value in the consolidated balance sheets. The Company currently has no securities
classified as held-to-maturity or trading.
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MIDLAND NATIONAL LIFE INSURANCE COMPANY AND
SUBSIDIARIES

(a wholly owned subsidiary of Sammons Financial Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Dollars in Thousands)

Available-for-sale securities are classified as such if not considered trading securities or if there is
not the positive intent and ability to hold the securities to maturity. Such securities are carried at
fair value with the unreaized holding gains (losses) and non-credit related impairment losses
included as a component of other comprehensive income (loss) (“OCI") in the consolidated
statements of comprehensive income. OCI is reported net of related adjustments to DAC, DS,
deferred income taxes, and the accumulated unrealized holding gains (losses) on securities sold
which are released into income as realized investment gains (10sses).

For collateralized mortgage obligations (“CMOs’) and mortgage-backed securities, the Company
recognizes income using a constant effective yield based on anticipated prepayments and the
estimated economic life of the securities. When actual prepayments differ significantly from
anticipated prepayments, the effective yield is recalculated to reflect actual payments to date and
anticipated future payments. The net investment in the security is adjusted to the amount that
would have existed had the new effective yield been applied since the acquisition of the security.
This adjustment is included in net investment income. Included in this category is approximately
$169,228 and $109,464 of mortgaged-backed securities that are all or partiadly collateralized by
sub-prime mortgages at December 31, 2012 and 2011, respectively. A sub-prime mortgage is
defined as a mortgage with one or more of the following attributes: weak credit score, high debt-to-
income ratio, high loan-to-value ratio or undocumented income. At December 31, 2012 and 2011,
58% and 62%, respectively of the Company’s securities with sub-prime exposure are rated as
investment grade.

Mortgage loans

Mortgage loans consist principaly of commercia mortgage loans and are carried at the adjusted
unpaid balances. The Company’s lending policies alow for primarily first-lien mortgages that do
not exceed 75% of the fair market value of the property allowing for sufficient excess collatera to
absorb losses should we be required to foreclose and take possession of the collateral. The
mortgage portfolio invests primarily in larger metropolitan areas across the U.S. and is diversified
by type of property. Property and casualty insurance is required on all properties covered by
mortgage loans at least equal to the excess of the loan over the maximum loan which would be
permitted by law on the land without the buildings. Interest income on non-performing loans is
generally recognized on a cash basis.

The Company’s mortgage loan portfolio includes reverse mortgages, which are first liens on the
related residentia properties located primarily in Cdifornia and Florida. At December 31, 2012
and 2011, the reported value of these reverse mortgages were $26,593 and $29,301, respectively.
Income on reverse mortgages is recognized using an effective yield based on the contractual
interest rate and anticipated repayment of the mortgage. The reverse mortgages have a Principa
Limit Factor (“PLF’) that defines the maximum amount that can be advanced to a borrower. The
PLF isafunction of the age of the borrower and co-borrower, if any, and the appraised value of the
residential property. The maximum PLF in the Company’s reverse mortgage portfolio is 62.5% of
the underlying property value at the time of mortgage origination.

Policy loans

Policy loans are carried at unpaid principal balances.
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Short-term investments

Short-term investments primarily include fixed income securities, stated at amortized cost, acquired
with less than one year to maturity, direct reverse repurchase agreements and money market funds.

Derivative instruments

Derivative instruments consist of options, futures, interest rate floors, interest rate and credit
default swaps. Options, interest rate floors, interest rate swaps and credit default swaps are
reported at fair value. Futures are reported at the cash balances held in counterparty variation
margin accounts, which amount equals fair value.

Other invested assets

Other invested assets are primarily comprised of limited partnerships. Limited partnerships are
recorded on the cost or equity method of accounting depending on the respective ownership
percentage, ability to control or election to apply fair value accounting. In most cases, the carrying
amounts represent the Company’s share of the entity’s underlying equity reported in its balance
sheet. In situations where the Company has an ownership of less than 5%, the limited partnership
is carried at cost. These investments are reviewed for impairment on a periodic basis. The
aggregate carrying value of investments recorded on the cost method was $22,589 and $36,363 as
of December 31, 2012 and 2011, respectively.

Other-than-temporary impair ment losses

The Company reviews its investments to determine if declines in value are other-than-temporary.
If the fair value of afixed maturity security isless than its amortized cost basis at the balance sheet
date, the Company must assess whether the impairment is other-than-temporary. For fixed income
securities, the primary factor the Company considersin its assessment of whether adeclinein value
is other-than-temporary is the issuer’s ability to pay the amounts due according to the contractual
terms of the investment. Additional factors considered in evaluating whether a decline in value is
other-than-temporary are the length of time and magnitude by which the fair value is less than
amortized cost, adverse conditions specifically related to the security, changes to the rating of the
security by arating agency, changes in the quality of underlying credit enhancements and changes
in the fair value of the security subsequent to the balance sheet date.

When an other-than-temporary impairment (“OTTI") has occurred, the amount of the impairment
charged against earnings depends on whether the Company intends to sell the security or more
likely than not will be required to sell the security before recovery of its amortized cost basis. If
the Company intends to sell the security or more likely than not will be required to sell the security
before recovery of its amortized cost basis, the entire impairment is recognized as a charge against
earnings. If the Company does not intend to sell the security and it is not more likely than not it
will be required to sell the security before recovery of its amortized cost basis, the impairment is
bifurcated into a credit related loss and a non-credit related loss. The credit related loss is
measured as the difference between the present value of cash flows expected to be collected from
the debt security and the debt security’s amortized cost. The amount of the credit related loss is
recognized as a charge against earnings. The difference between the unrealized loss on the
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impaired debt security and the credit related loss charged against earnings is the non-credit related
lossthat is recognized in accumulated other comprehensive income.

The Company uses a single best estimate of cash flows approach and uses the effective yield prior
to the date of impairment to cal culate the present value of cash flows. The Company’ s assumptions
for residential mortgage-backed securities, commercial mortgage-backed securities, other asset-
backed securities and collateralized debt obligations include collateral pledged, scheduled interest
payments, default levels, delinquency rates and the level of nonperforming assets for the remainder
of the investments expected term. The Company’s assumptions for corporate and other fixed
maturity securities include scheduled interest payments and an estimated recovery value, generally
based on a percentage return of the current market value.

After an other-than-temporary write-down, the new cost basis is the prior amortized cost less the
credit loss. The adjusted cost basisis generally not adjusted for subsequent recoveriesin fair value.
However, if the Company can reasonably estimate future cash flows after a write-down and the
expected cash flows indicate some or all of the credit related loss will be recovered, the discount or
reduced premium recorded is amortized over the remaining life of the security. Amortization in
this instance is computed using the prospective method and is determined based on the current
estimate of the amount and timing of future cash flows.

During 2012, 2011 and 2010, the Company recorded $15,459, $7,527 and $71,582, respectively, of
realized losses as aresult of OTTI. These losses are included in net impairment loss recognized in
earnings in the consolidated statements of income.

Investment income

Investment income is recorded when earned and includes interest received and accrued,
amortization of purchased premium and discounts on securities, proceeds from derivatives and
equity earnings from limited partnerships. Net realized investment gains (losses) are determined
on the basis of specific identification of the investments. Dividends are recorded on the ex-
dividend date.

See Note 4 for further discussion of the Company’ s investments and investment income.

Cash

Cash congists of demand deposits and non-interest bearing deposits held by various commercia
and custodia banks. The Company has deposits with certain financial institutions which exceed

federally insured limits. The Company has reviewed the creditworthiness of these financial
ingtitutions and believes there is minimal risk of material loss.
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Derivatives and derivative instruments

The Company uses derivative instruments to manage its fixed indexed and policy obligation
interest guarantees and interest rate and credit risks applicable to its investments. To mitigate these
risks, the Company enters into interest rate and credit default swap agreements, futures contracts
and equity indexed call options. To qualify for hedge accounting, the Company is required to
formally document the hedging relationship at the inception of each derivative transaction. This
documentation includes the specific derivative instrument, risk management objective, hedging
strategy, identification of the hedged item, specific risk being hedged and how effectiveness will be
assessed. To be considered an effective hedge, the derivative must be highly effective in offsetting
the variability of the cash flows or the changes in fair value of the hedged item. Effectivenessis
evaluated on a retrospective and prospective basis.

Derivative instruments are carried at fair value, with certain changes in fair value reflected in OCI
in the consolidated statements of comprehensive income (for those derivatives designated as
effective “cash flow hedges’) while other changes in derivative fair value related to non-hedge
derivatives are reflected as net gains (losses) on derivatives and derivative instruments in the
consolidated statements of income.

The Company has certain reinsurance arrangements and debt instruments containing embedded
derivatives due to the incorporation of credit risk exposures that are not clearly and closely related
to the creditworthiness of the abligor.

The agreements between the Company and its derivatives counterparties require the posting of
collatera when the market value of the derivative instruments exceeds the cost of the instruments.
Collateral posted by counterparties is reported in the consolidated balance sheets in short-term
investments with a corresponding liability reported in repurchase agreements, other borrowings and
collateral on derivative instruments. Collateral posted by the Company is reported in the
consolidated balance sheets as a component of other receivables, other assets and property, plant
and equipment.

See Note 5 for further discussion of the Company’ s derivatives and derivative instruments.
Accrued investment income

Accrued investment income consists of amounts due on invested assets. It excludes amounts the
Company does not expect to receive.

Deferred policy acquisition costs

Policy acquisition costs that vary with, and are primarily related to the successful acquisition of
new and renewal insurance contracts are deferred to the extent that such costs are deemed
recoverable from future profits. The costs result directly from and are essential to the contract
transaction and would not have been incurred by the Company had the contract transaction not
occurred. Such costs include commissions, policy issuance, underwriting and medical inspection
fees. For traditiona insurance policies, such costs are amortized over the estimated premium
paying period of the related policies in proportion to the ratio of the annual premium revenues to
the total anticipated premium revenues. For interest sensitive policies, these costs are amortized
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over the lives of the policies in relation to the present value of actual and estimated gross profits.
Recoverahility of DAC is evaluated on an annual basis by comparing the current estimate of future
profits to the unamortized asset balance.

See Note 8 for further discussion of the Company’s DAC.
Deferred salesinducements

The Company defers certain sales inducement costs. Sales inducements consist of premium
bonuses and bonus interest on the Company’s life and annuity products. The Company accounts
and reports for certain sales inducements whereby capitalized costs are reported separately in the
consolidated balance sheets and the amortization of the capitalized sales inducementsis reported as
a separate component of insurance benefits in the consolidated statements of income in accordance
with authoritative guidance.

See Note 8 for further discussion of the Company’s DSI.

To the extent that unrealized investment gains or losses on available-for-sale securities would
result in an adjustment to the amortization pattern of DAC and DSl had those gains or losses
actually been realized, the adjustments are recorded directly to stockholder’s equity through OCI
as an offset to the unrealized investment gains or losses on available-for-sale securities.

Present value of future profits of acquired businesses

The PVFP represents the portion of the purchase price of blocks of businesses that was allocated to
the future profits attributable to the insurance in force at the dates of acquisition. The PVFP is
amortized in relationship to the actual and expected emergence of such future profits. Based on
current conditions and assumptions as to future events, the Company expects to amortize $1,020,
$1,129, $963, $996 and $798 of the existing PVFP over the next five years. Recoverability of the
PVFP is evaluated periodicdly by comparing the current estimate of future profits to the
unamortized asset balance.

See Note 8 for further discussion of the Company’s PVFP.

Retrospective adjustments of DAC, DSI, and PVFP are made periodically upon revision of current
or estimates of future gross profits on interest sensitive and investment-type products to be realized
from a group of policies.

Reinsurance receivables

Liabilities ceded to reinsurance companies and receivables related to obligations due from those
reinsurers to the Company are reported as reinsurance receivables. Funds withheld liabilities and
embedded derivatives associated with certain annuity coinsurance with funds withheld agreements
are aso reported as reinsurance receivables in the consolidated balance sheets. The Company uses
reinsurance for risk mitigation on life and annuity products and, in certain cases, capital relief.
The Company generally reinsures the excess of each individual risk over $1,000 on ordinary life
policies in order to spread its risk of loss. The Company remains contingently liable for the
liabilities ceded in the event the reinsurers are unable to meet their obligations under the
reinsurance agreements. To limit the possibility of such losses, the Company evaluates the
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financial condition of its reinsurers and monitors its concentration of credit risk. The Company
generally reinsures with companies rated “A” or better by A.M. Best. The Company monitors
these ratings on an on-going basis as it is at risk that a reinsurer may be downgraded after an
agreement has been entered.

Separ ate account assets and liabilities

The separate accounts held by the Company are funds on which investment income and gains or
losses accrue directly to certain policyholders. The assets of these accounts are legally separated
and are not subject to the claims that may arise out of any other business of the Company. The
Company reports its separate account assets at fair value. The underlying investment risks are
assumed by the policyholders. The Company records the related liabilities at amounts equal to the
fair value of the underlying assets. The Company reflects these assets and liabilities in separate
account assets and liabilities in the consolidated balance sheets. The Company reports the fees
earned for administrative and policyholder services performed for the separate accounts as a
component of other income in the consolidated statements of income.

Palicy claims and benefits payable

The liability for policy claims and benefits payable includes provisions for reported claims and
