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STATEMENT AS OF JUNE 30, 2012 OF THE  STANDARD INSURANCE COMPANY

7

NOTES TO FINANCIAL STATEMENTS 
 

 

 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

A. Accounting Practices 
 
Standard Insurance Company (the “Company”) is a stock life insurance company domiciled in the State of Oregon and 
licensed to do business in all states except for New York. The Company is also licensed in the District of Columbia, and 
the U.S. Territories of Guam and the Virgin Islands. The Company markets group life and accidental death and 
dismemberment (“AD&D”) insurance, group and individual accident and health (“A&H”) insurance products, group dental 
and group vision insurance, and group and individual annuity products through brokers and its own representatives. 
 
The accompanying statutory basis financial statements of the Company have been prepared in conformity with 
accounting practices prescribed or permitted by the Oregon Department of Consumer and Business Services—
Insurance Division (“Oregon Insurance Division”). Only statutory accounting practices so prescribed or permitted by the 
State of Oregon can be used in determining and reporting the financial condition and results of operations of an 
insurance company under Oregon Insurance Law. 
 
The National Association of Insurance Commissioners’ (“NAIC”) Accounting Practices and Procedures manual, (“NAIC 
SAP”), including the Statements of Statutory Accounting Principles (“SSAP”) as updated by the NAIC, has been adopted 
by the Oregon Insurance Division as a component of prescribed or permitted accounting practices under Oregon 
Insurance Division Bulletin INS 2007-5. The Oregon Insurance Division has not adopted accounting practices that differ 
from NAIC SAP. 
 
A reconciliation of the Company’s net income and capital and surplus between NAIC SAP and practices prescribed and 
permitted by the State of Oregon for the period and prior year-end is shown below: 
 
(In thousands) June 30, 2012 December 31, 2011

Net Income

Statutory Net Income, Oregon basis   
55,934$                     127,158$                      

State Prescribed Practices that increase/(decrease) NAIC SAP: -                                 -                                   

State Permitted Practices that increase/(decrease) NAIC SAP: -                                 -                                   

Net Income in conformity with NAIC SAP 55,934$                     127,158$                      

Surplus

Statutory capital and surplus, Oregon basis   
1,189,373$                1,139,233$                   

State Prescribed Practices that increase/(decrease) NAIC SAP: -                                 -                                   

State Permitted Practices that increase/(decrease) NAIC SAP: -                                 -                                   

Statutory capital and surplus in conformity with NAIC SAP          1,189,373$                1,139,233$                   

 
B. Use of Estimates 

  
No significant change 
 

C. Accounting Policies 
 

No significant change 
 

 
2. ACCOUNTING CHANGES AND CORRECTION OF ERRORS 
 

A. Material Changes in Accounting Principles and/or Correction of Errors  
 

The Company adopted SSAP No. 101, Income Taxes, A Replacement of SSAP No. 10R and SSAP No. 10, (“SSAP No. 
101”), as of January 1, 2012.  SSAP No. 101 determines the amount of deferred tax assets (“DTAs”) which can be admitted 
based upon a three component admission calculation.  One of the calculations is based on the Risk Based Capital (“RBC”) 
Authorized Control Level (“ACL”) ratio calculated without net deferred tax assets.  If the ACL ratio is greater than 300%, then 
the DTAs can be admitted for three years.  If the ratio is between 200% and 300%, then the DTAs can be admitted for one 
year.  If the ACL ratio is less than 200%, then no DTAs can be admitted.  As a result of adopting SSAP No. 101, the $48.5 
million of additional admitted DTAs is no longer reported on Page 3, line 34, Aggregate write-ins for special surplus funds but 
is now included on Page 3, line 35, Unassigned funds (surplus). There was no change in assets or surplus as a result of 
adopting SSAP No. 101. 

 
3. BUSINESS COMBINATIONS AND GOODWILL  

 
Not applicable 
 

4. DISCONTINUED OPERATIONS 
 

Not applicable 
 
 

5. INVESTMENTS 
 
There were no mortgage loans in the process of foreclosure as of June 30, 2012. As of December 31, 2011 there was one 
loan for $59 thousand in the process of foreclosure. 

 
The Company held restructured mortgage loans totaling $23.9 million and $29.0 million as of June 30, 2012 and December 
31, 2011, respectively. 
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As of June 30, 2012, there were no mortgage loans with interest over 180 days past due.  At December 31, 2011 there were 
three mortgage loans with interest over 180 days past due with a total carrying value of $212 thousand. 
 
The Company realized capital losses of $2.5 million for the six months ended June 30, 2012 for other-than-temporary 
impairments of bonds. 
 
Net realized capital gains of $5.7 million for the six months ended June 30, 2012 were related to the disposal of bonds. 
 
Net realized capital losses of $4.2 million for the six months ended June 30, 2012 were related to the disposal of mortgages. 
 
D.   Loan-Backed Securities 

 
1) Not applicable 
2) Not applicable 
3) Not applicable 
4) Not applicable 
5) Not applicable 

 
 

6. JOINT VENTURES, PARTNERSHIPS AND LIMITED LIABILITY COMPANIES 
 

No significant change 
 

 
7. INVESTMENT INCOME 
 

No significant change 
 
 

8. DERIVATIVE INSTRUMENTS 
 
The Company markets equity-indexed annuities. These contracts permit the holder to elect a fixed interest rate return or an 
indexed return, where interest credited to the contracts is based on the performance of the Standard and Poor’s (“the S&P”) 
500 index, subject to an upper limit or cap. Policyholders may elect to rebalance between interest crediting options at renewal 
dates annually. At each renewal date, the Company has the opportunity to re-price the indexed component by changing the 
cap, subject to minimum guarantees. The Company purchases S&P 500 index call spread options in conjunction with its sales 
of indexed annuities.   The Company purchases S&P 500 Index options for its interest crediting strategy used in its indexed 
annuity product.  The S&P 500 Index options are purchased from investment banks and are selected in a manner that 
supports the amount of interest that is expected to be credited in the current year to annuity policyholder accounts that are 
dependent on the performance of the S&P 500 Index.  The purchase of S&P 500 Index options is a pivotal part of the 
Company’s risk management strategy for indexed annuity products.  The S&P 500 Index options are exclusively used for risk 
management.  While valuations of the S&P 500 Index options are sensitive to a number of variables, valuations for S&P 500 
Index options purchased are most sensitive to changes in the S&P 500 Index value and the implied volatilities of this index.  
The Company generally purchases one S&P 500 Index option contract per month, which has an expiry date of one year from 
the date of purchase.  
 
The Company’s derivative instruments do not qualify for hedge accounting and are accounted for at fair value with the related 
changes in fair values recorded as unrealized gains or losses. 
 
The Company held no derivatives that qualified for hedge accounting. 
 
The Company held no derivatives that qualified as cash flow hedges. 
 
The Company’s net unrealized gains from derivatives were $5.1 million as of June 30, 2012 and net unrealized losses from 
derivatives were $6.7 million as of December 31, 2011. 

 
9. INCOME TAXES 

 
The Company adopted SSAP No. 101 as of January 1, 2012.  SSAP No. 101 determines the amount of DTAs which can be 
admitted based upon a three component admission calculation.   One of the calculations is based on the RBC ACL ratio 
calculated without net deferred tax assets.  If the ACL ratio is greater than 300%, then the DTAs can be admitted for three 
years.  If the ratio is between 200% and 300%, then the DTAs can be admitted for one year.  If the ACL ratio is less than 
200%, then no DTAs can be admitted.   
 

10. INFORMATION CONCERNING PARENT, SUBSIDIARIES AND AFFILIATES 
 
The Company purchases mortgage loans originated by its affiliate, StanCorp Mortgage Investors, LLC (SMI).  Total mortgage 
loans purchased from SMI during the first six months of 2012 were $508.4 million.   Mortgage loans sold to SMI at fair value 
during the first six months of 2012 were $15.0 million. 
 
The Company sold mortgage loans at fair value to The Standard Life Insurance Company of New York during the first six 
months of 2012 in the amount of $7.3 million. 
 
The Company sold mortgage loans at fair value to StanCorp Real Estate, LLC during the first six months of 2012 in the 
amount of $6.8 million. 
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D) The Company reported the follow ing amounts due to (from) its parent and affiliates:

(In thousands) June 30, 2012 December 31, 2011
StanCorp Financial Group, Inc. 13$                          793$                          
StanCorp Mortgage Investors, LLC (1,894)                      (63)                             
StanCorp Investment Advisers, Inc. 566                          434                            
StanCorp Real Estate, LLC 173                          259                            
StanCorp Equities, Inc. 184                          601                            
The Standard Life Insurance Company of New  York 110                          258                            
Standard Retirement Services, Inc. 584                          201                            
Standard Management, Inc. (1)                             -                                 
Adaptu (60)                           (21)                             

Total due to (from) (325)$                       2,462$                       

 
 

In March 2012, the Company distributed an ordinary cash dividend of $10.0 million to its parent, StanCorp Financial Group, 
Inc. 
 
Amounts due to or from the Company and its parent, subsidiaries or affiliates are generally settled monthly and accrue 
interest if not settled within 30 days.  For the intercompany tax agreement, amounts are generally settled within 90 days after 
the tax return is filed and accrue interest if not settled within 90 days. 
 
As of January 1, 2012 the modified coinsurance agreement between SIC and SNY was terminated.  

 
11. DEBT 

 
No significant change 
 

 
12. RETIREMENT PLANS, DEFERRED COMPENSATION, POSTEMPLOYMENT BENEFITS AND COMPENSATED 

ABSENCES AND OTHER POSTRETIREMENT BENEFIT PLANS 
 

The funded status of Company sponsored defined benefit plans are evaluated annually.  Given the volatility of equity markets 
and their impact on investments held in these plans the funding status of these plans can change significantly. The Company 
is not obligated to make additional contributions to its pension plans for 2012. 

 
Substantially all eligible employees are covered by a qualified deferred compensation plan under which a portion of the 
employee contribution is matched.  Non-elective employer contributions made to the existing deferred compensation plan are 
intended in lieu of participation in the Company’s defined benefit pension plan. The Company’s contributions to the plan were 
$5.6 million for the six months ended June 30, 2012. 
 
Eligible executive officers are covered by a non-qualified supplemental retirement plan. The unfunded status was $28.8 million 
as of June 30, 2012.  Expenses were $1.3 million for the first six months of 2012. 
 
Eligible executive officers, directors, agents and group producers may participate in one of several non-qualified deferred 
compensation plans under which a portion of the deferred compensation may be matched. The liability for the plans was 
$10.3 million as of June 30, 2012. 
 
 

13. CAPITAL AND SURPLUS, SHAREHOLDERS’ DIVIDEND RESTRICTIONS AND QUASI-REORGANIZATIONS 
 

No significant change 
 
 

14. CONTINGENCIES 
 
The Company had commitments to contribute equity capital to third party joint ventures totaling $94.3 million as of June 30, 
2012.  The contributions are payable on demand. 

 
 

In the normal course of business, the Company is involved in various legal actions and other state and federal proceedings.  A 
number of these actions or proceedings were pending as of June 30, 2012.  In some instances, lawsuits include claims for 
punitive damages and similar types of relief in unspecified or substantial amounts, in addition to amounts for alleged 
contractual liability or other compensatory damages.  In the opinion of management, the ultimate liability, if any, arising from 
these actions or proceedings is not expected to have a material adverse effect on the Company’s business, financial position, 
results of operations, or cash flows. 

 
 

15. LEASES 
 

No significant change 
 

 
16. INFORMATION ABOUT FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND FINANCIAL INSTRUMENTS 

WITH CONCENTRATIONS OF CREDIT RISK 
 

No significant change 
 
 
17. SALE, TRANSFER AND SERVICING OF FINANCIAL ASSETS AND EXTINGUISHMENTS OF LIABILITIES 
 

C. Wash Sales 
 

1) In the course of the Company’s asset management, securities may be sold and reacquired within 30 days of the 
date of sale to enhance investment portfolio yields. 
 

2) No wash sales of NAIC designation 3 or below securities, for unrated securities, occurred during the quarter ended 
June 30, 2012. 
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18. GAIN OR LOSS TO THE REPORTING ENTITY FROM UNINSURED PLANS AND THE UNINSURED PORTION OF 
PARTIALLY INSURED PLANS 
 
No significant change 
 

 
19. DIRECT PREMIUM WRITTEN/PRODUCED BY MANAGING GENERAL AGENTS/THIRD PARTY ADMINISTRATORS 

 
No significant change 

 
 

20. FAIR VALUE  
 
 
 
1) Fair value measurements at June 30, 2012: 
 

(In thousands) Level 1 Level 2 Level 3 Total

a. Assets at fair value
Fixed maturity securities with other-than 
temporary impairments -$                  5,401$           -$                 5,401$          
Commercial mortgage loans measured 
for impairment -                    -                     21,851         21,851          
S&P 500 index options -                    -                     12,391         12,391          
Separate Accounts 4,724,533     142,703         -                   4,867,236     

Total assets at fair value 4,724,533$   148,104$       34,242$       4,906,879$   

b.  Liabilities at fair value
Indexed based interest guarantees -$                  -$                   56,027$       56,027$        

 
 
The Company recognizes transfers between fair value levels at the end of the reporting period. There were no significant 
transfers between Level 1 and Level 2 for the first six months of 2012. 

 

2) Fair value measurements in Level 3 of the fair value hierarchy: 
 

Total gains Total gains
and (losses) and (losses)

Balance at Transfers in Transfers out included in included in Balance at
(In thousands) 1/1/2012 to Level 3 of Level 3 Net Income Surplus Purchases Issuances Sales Settlements 6/30/2012

a. Assets at fair value
          S&P 500 index options 7,167$            -$                    -$                    (667)$              5,088$           4,805$        -$                    -$              (4,002)$          12,391$         

          Total assets at fair value 7,167$            -$                    -$                    (667)$              5,088$           4,805$        -$                    -$              (4,002)$          12,391$         

b.  Liabilities at fair value

          Indexed based interest guarantees 49,518$          -$                    -$                    4,752$            -$                  -$                3,195$            -$              (1,438)$          56,027$         

          Total liabilities at fair value 49,518$          -$                    -$                    4,752$            -$                  -$                3,195$            -$              (1,438)$          56,027$         

 
3) The Company recognizes transfers between fair value levels at the end of the reporting period. Nine commercial 

mortgage loans were measured for impairment and transferred into Level 3 during the first six months of 2012. Fourteen 
commercial mortgage loan  impairments were removed and  transferred out of Level 3 during the first six months of 
2012. 
 

4) Assets and liabilities recorded at fair value are disclosed using a three-level hierarchy. The classification of assets and 
liabilities within the hierarchy is based on whether the inputs to the valuation methodology used for measurement are 
observable or unobservable. Observable inputs reflect market-derived or market-based information obtained from 
independent sources while unobservable inputs reflect our estimates about market data. 
 
The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value into three broad levels: 
Level 1 inputs are based upon quoted prices in active markets for identical assets or liabilities that the Company can 
access at the measurement date. Level 2 inputs are based upon quoted prices for similar instruments in active markets, 
quoted prices for identical or similar instruments in markets that are not active, and model-based valuation techniques for 
which all significant assumptions are observable in the market. Level 3 inputs are generated from model-based 
techniques that use significant assumptions not observable in the market. These unobservable assumptions reflect the 
Company’s estimates of assumptions that market participants would use in pricing the asset or liability. 

 
Commercial Mortgage Loans Measured for Impairment 
The commercial mortgage loans measured for impairment are valued using Level 3 inputs with the inputs evaluated and 
reviewed for reasonableness by management on a quarterly basis. The commercial mortgage loan measurements 
include valuation of the market value of the asset using general underwriting procedures and appraisals. These amounts 
may be adjusted in a subsequent period as additional market information is obtained. 
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S&P 500 Index Options 
The Company calculates the fair value for its S&P 500 Index options using the Black-Scholes option pricing model and 
parameters derived from market sources. The Company’s valuations maximize the use of observable inputs, which 
include direct price quotes from the Chicago Board Options Exchange (“CBOE”) and values for on-the-run treasury 
securities and London Interbank Offered Rate rates as reported by Bloomberg. Unobservable inputs are estimated from 
the best sources available to the Company and include estimates of future gross dividends to be paid on the stocks 
underlying the S&P 500 index, estimates of bid-ask spreads, and estimates of implied volatilities on options. Valuation 
parameters are calibrated to replicate the actual end-of-day market quotes for options trading on the CBOE. The 
Company performs additional validation procedures such as the daily observation of market activity and conditions and 
the tracking and analyzing of actual quotes provided by banking counterparties each time the Company purchases 
options from them. Additionally, in order to further validate the values derived through the procedures noted above, the 
Company obtains indicators of value from representative investment banks. 
 
Separate Accounts 
Separate account assets represent segregated funds held for the exclusive benefit of contract holders.  The activities for 
the account primarily relate to participant-directed 401(k) contracts.  Separate account assets are recorded at fair value 
on a recurring basis with changes in fair value recorded in separate account liabilities.  Separate account assets consist 
of mutual funds.  The mutual funds’ fair value is determined through Level 1 and Level 2 inputs.  The majority of the 
separate account assets are valued using quoted prices in an active market with the remainder of the assets valued 
using quoted prices from an independent pricing service.  The Company reviews the values obtained from the pricing 
service for reasonableness through analytical procedures and performance reviews. 
 
Index-Based Interest Guarantees 
The Company uses the income approach valuation technique to determine the fair value of index-based interest 
guarantees. The liability is the present value of future cash flows attributable to the projected index growth in excess of 
cash flows driven by fixed interest rate guarantees for the indexed annuity product. Level 3 assumptions for policyholder 
behavior and future index interest rate declarations significantly influence the calculation. 

 
 

21. OTHER ITEMS 
 

No significant change 
 

 
22. EVENTS SUBSEQUENT  

 
Type I Subsequent events have been considered through August 3, 2012 for the statutory statement issued as of August 
15, 2012. 
 
There were no subsequent events to be reported. 
 

 
Type II Subsequent events have been considered through August 3, 2012 for the statutory statement issued as of August 
15 2012. 
 
There were no subsequent events to be reported. 
 
 

23. REINSURANCE 
 
No significant change 
 

 
24. RETROSPECTIVELY RATED CONTRACTS AND CONTRACTS SUBJECT TO REDETERMINATION 

 
No significant change 

 
 
25. CHANGE IN INCURRED LOSSES AND LOSS ADJUSTMENT EXPENSES 

 
Reserves as of January 1, 2012 were $3.83 billion.  As of June 30, 2012, $409.2 million had been paid for incurred losses and 
loss adjustment expenses attributable to insured events of prior years.  Reserves remaining for prior years as of June 30, 
2012 were $3.48 billion as a result of re-estimation of unpaid claims and claim adjustment expenses principally on group long 
term disability insurance. There was $64.3 million in unfavorable prior year development from January 1, 2012 to June 30, 
2012.  Original estimates are increased or decreased as additional information becomes known regarding individual claims.  
The resulting increase of prior year development reflects recent elevated incidence levels on the group long term disability 
product line and is not the result of any changes to reserve methodology. There has not been any change in the reserve 
methods during 2012. The increase for prior years is primarily for group long term disability insurance, and represents 
experience that is unfavorable compared to the assumptions used to establish reserves. The prior year development does not 
include net investment income earned on the assets backing these reserves and as such, the prior development should be 
considered with this context in evaluating reserves development.  Prior years' effects are combined with current experience in 
determining retrospective premium, premium refunds, and renewal rates for the larger group contracts. 

 
 

26. INTERCOMPANY POOLING ARRANGEMENTS 
 

Not applicable 
 

 
27. STRUCTURED SETTLEMENTS 
 

No significant change 
 

 
28. HEALTH CARE RECEIVABLES 
 

Not applicable 
 
 
29. PARTICIPATING POLICIES 
 

No significant change 
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30. PREMIUM DEFICIENCY RESERVES  
 

The Company held no premium deficiency reserves as of June 30, 2012. 
 
 
31. RESERVES FOR LIFE CONTRACTS AND DEPOSIT-TYPE CONTRACTS 
 

The reserves for life contracts increased $192.4 million in the first six months of 2012 compared to December 31, 2011. The 
reserves for deposit-type contracts increased $23.0 million in the first six months of 2012 compared to December 31, 2011. 
 
 

32. ANALYSIS OF ANNUITY ACTUARIAL RESERVES AND DEPOSIT LIABILITIES BY WITHDRAWAL CHARACTERISTICS 
 
No significant change  
 
 

33. PREMIUM AND ANNUITY CONSIDERATIONS DEFERRED AND UNCOLLECTED 
 
 No significant change 
 
 
34. SEPARATE ACCOUNTS 
 

Separate accounts assets increased $273.7 million to $4.87 billion as of June 30, 2012 compared to December 31, 2011. 
 

 
35. LOSS/CLAIM ADJUSTMENT EXPENSES 
 

No significant change 
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