Case 2:10-cv-09198-JVS-JDE Document 5-1 Filed 10/29/10 Page 1 of 99 Page ID #:110

EXHIBIT A



Case 2:10-cv-09198-JVS-JDE Document 5-1 Filed 10/29/10 Page 2 of 99 Page ID #:111

MICHAEL B. HORROW (State Bar #162917)
DONAHUE & HORROW, LLP

1960 E. Grand Ave., Suite 1215

El Segundo, California 90245

Telephone: (310) 322-0300 -~

Facsimile: (310) 322-0302

Email: mhorrow@donahuchorrow.com

b

037 4

Attorneys for Plaintiffs, -
BRUCE M. KRALL, on behalf of themselves
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: BRUCE M. KRALL, on behalf of himself and all | Case No.: SACV 09-1043-FVS(RNBx)
others similarly situated,
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v Assigned for all purposes to the Honorable James V.
Plaintiffs, Selna

vs. FOURTH AMENDED CLASS ACTION
‘ - COMPLAINT FOR FRAUD, NEGLIGENT -
LIFE INSURANCE COMPANY OF THE MISREPRESENTATION, AND
SOUTHWEST, and DOES 1 through 10, VIOLATION OF THE UNFAIR
nclusive, COMPETITION LAW; DEMAND FOR
JURY TRIAL
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Plaintiff, BRUCE M. KRALL (“MR. KRALL"), by his attorneys, bﬁngs the action against
LIFE WSURANCE COMPANY OF THE SOUTHWEST (“LSW™), on behalf of himself and all

[\
o

others similarly situated, and for this complaint allege, pursuant to his own investigation and -
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knowledge, and otherwise upon information and belief, as follows:

SYNOPSIS OF CASE
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1. This class action is brought on behalf of all persons who, beginning in 2005, purchased a

N
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Revolutionary Life Policy, California Policy Form number 8212CA in the state of California,

N
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and who have been damaged by LSW’s deceptive misrepresentations concerning
performance of these contracts and the likelihood that benefits illustrated prior to purchase of
the contracts could ever be achieved.

2. The LSW Revolutionary Policy is a life insurance contract where the interest credits to the
contract’s investment portion referred to as the “Accumulated Value”. The “Accumulated
Value” is based on LSW determined factors applied to a contractual formula using the
performance of an external index such as the Standard & Poor’s 500 index without
dividends.

3. To entice purchasers of these high-cost insurance contracts, LSW used printed illustrations
touting the benefits of the “historical performance” of the Standard & Poor’s 500 index in an
amount far greater than the Standard & Poor’s 500 index actually returned. LSW
deliberately misrepresented the actual rates of return of the Standard & Poor’s 500 index in
the printed LSW Revolutionary Life Policy Illustrations to achieve millions of dollars of
sales from unsuspecting policyholders and to maximize its sales and profits.

4. Plaintiffs allege that LSW’s conduct was fraudulent, negligent, in violation of California
Insurance Code Sections 10509.950 et seq. and in violation of the Unfair Competition Law.
Plaintiffs also allege that LSW committed fraud at the point of sale of these insurance
contracts with Plaintiff and class members.

JURISDICTION AND VENUE

5. MR. KRALL purchased his LSW Revolutionary Life insurance policy from Defendant while
living in Orange County, California and he paid his premiums were paid from Orange
County, California. Defendant is incorporated and organized under the laws of the State of
Texas and has its corporate headquarters at 1300 West Mockingbird Lane, Dallas, Texas
75247-4921.

6. Upon information and belief, the amount in controversy exceeds $5,000,000 for
representative Plaintiffs and class members collectively, exclusive of interest and costs, by
virtue of the combined increase of premium to all class members nationwide, and the revenue

and profit reaped by Defendant from its transactions with Plaintiff and the Class, as a direct

Case No. SACV 09-1043-JVS (RNBx) —-2—

FOURTH AMENDED COMPLAINT AND JURY DEMAND




DONAHUE & HORROW, LLP

Cas

0 N N s

O

10
11
12
13
14
15
16
17
18
19‘
20
21
22
23
24
25
26
27
28

10.

2 2:10-cv-09198-JVS-JDE  Document 5-1 Filed 10/29/10 Page 4 of 99 Page ID #:113

and proximate result of the wrongful conduct alleged herein, and by virtue of the statutory

. damages alleged herein and equitable relief-sought.

Venue is proper within the State of California. Defendant maintains offices, has agents,
transacts business, and is found within this state. Moreover, a substantial part of the events
and omissions giving rise to the claims alleged herein arose in part within this state.
PARTIES
Plaintiff, BRUCE M. KRALL, is a former policyholder of a Revolutionary Life insurance
policy issued by the LIFE INSURANCE COMPANY OF THE SOUTHWEST with Policy
Number L.S0136686 and under policy form 8212CA(0305). Plaintiff purchased his policy on
March 27, 2007 from an LSW appointed agent (Gerald Wolfe). MR. KRALL currently
resides in Ladera Ranch, CA. See Exhibit “A”, BRUCE M. KRALL’s LSW Revolutionary
Life policy.
Defendant LIFE INSURANCE COMPANY OF THE SOUTHWEST is a stock life insurer
that is wholly owned by National Life Insurance Company of Montpelier, Vermont, a
member of a mutual holding company. LSW’s life insurance revenue for 2008 was $174
million and annuity revenue was slightly over $1 billion. The company is licensed in all
states of the United States of America except for New York State as well as the District of
Columbia. LSW is a Texas domiciled life insurer with its main administrative office in
Dallas, Texas with an additional administrative office in Montpelier, Vermont. National Life
Insurance Company is wholly owned by its policyholders. See Exhibit “B”, Life Insurance
Company of the Southwest’s 2009 Annual Statement.
The true names or capacities, whether individual, corporate, associate, or otherwise, of
Defendants, DOES 1 through 10, are unknown to plaintiff who therefore sues said
Defendants by such fictitious names. Plaintiff is informed and believes and on such
information and belief alleges that each of the Defendants sued herein as a DOE is legally
responsible in some manner for the events and happenings referred to herein, and will ask
leave of this court to amend this complaint to insert their true names and capacities in place

and instead of the fictitious names when the same become known to plaintiff.
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1 - PLAINTIFF BRUCE M. KRALL
2 11. Plaintiff MR. KRALL purchased policy number L.S0136686 from LSW through its
3 then appointed insurance agent Gerald Wolfe of Juris Wealth Management of 8001
4 Irvine Center Drive, 4t floor, Irvine, CA 92618. Mr. Wolfe used the title when
5 signing letters “Attorney at Law & Wealth Coach.” Mr. Wolfe represented to MR.
6 KRALL at all times that he was a California licensed insurance agent representing
7 LSW. Plaintiff MR. KRALL relied on the special knowledge, training and skill of
8 LSW’s appointed and licensed insurance agent Wolfe and the representations made in
9 the written illustrations dated November 29, 2006 and insurance policy materials
10 when he purchased the LSW Policy. MR. KRALL also relied on Wolfe’s written
11 promises and specialized training and knowledge based on his representations that he
12 was a licensed California insurance agent in purchasing this LSW policy.
13 12. On November 29, 2006, KRALL was presented a Life Insurance Illustration by
14 Wolfe on LSW letterhead and clearly marked as a document from LSW. See Exhibit
15 “C.” In the Life Insurance Illustration, LSW represented the following notable facts
16 about the LSW Revolutionary Life insurance policy form 8212CA(0305):
17 e On Page 10, LSW stated that the “assumed interest rate” for Equity Indexed
18 Strategy I based upon the historical performance, from 1984 to the present, of the
19 S&P 500 Index with a Participation Rate of 140.00% and an Index Earnings Cap
20 of 10.00% was 8.40%.
21 13. Based on the affirmative representations in the LSW Illustration of November 29,
22 2006 and the expectations set forth about its performance, MR. KRALL purchased
23 LSW Revolutionary Life insurance form number 8212CA(0305) with an effective
24 date of March 27, 2007 when he was age 47. The Face Amount was $5,175,000. The
25 planned prémium was $180,000 payable annually. The contract had a Percent of
26 Premium Expense Charge of 5%, Monthly Administrative Charge of $2,462.42 and a
27 Monthly Policy Fee of $5. The surrender charge for accessing the accumulated value
28 was $98,635.50 in the first year, $143,709.75 in the second year then reducing
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annually from there to zero in contract years 11 and later.

After consideration of the suggestions from LSW and Wolfe, MR. KRALL agreed to
Equity Indexed Strategy 1 — Point to Point Index with an Initial Participation Rate of
140% and an initial Earnings Cap of 10%.

MR. KRALL paid two annual premiums or a total of $360,000 as of October 1, 2009.
After seeing the Policy value diminish rapidly, on October 8, 2009, MR. KRALL
surrendered the LSW Policy (See Exhibit “D”). At the time of surrender, the
Accumulated Cash Value in MR. KRALL’s LSW Policy was $273,041.59. MR.
KRALL then paid a $127,719 “Surrender Penalty” and was sent a check for
$145,322.59. As aresult of the misleading representations made to him by LSW in
its Illustration ‘of November 29, 2006, MR. KRALL paid $360,000 in premium
dollars and subsequently received only $145,322.59. MR. KRALL lost $214,677.41
while owning this LSW Policy from March 27, 2007 to October 8, 2009.

MR. KRALL relied on the November 29, 2006 LSW Illustration to his detriment.
LSW falsely represented on Page 10 of the Illustration that the Assumed Interest Rate
for Equity Index Strategy 1 based upon historical performance, from 1984 to the
present, of the S & P 500 Index with a Participation Rate of 140.00% and Index
Earnings Cap of 10.00% was 8.4%. The subsequent pages in the Illustration (i.e.
pages 12 to 15) used a current weighted average interest rate of 7.69% in the first yeér
and then rates greater than 8.01% after policy year two. The Illustration culminates
with a rate of 8.39% in policy year fifty five (55) by estimating a projected
Accumulated Policy Value of greater than 80 million dollars ($80,093,928 on page
13).

LSW knew the representation of the 8.4% rate was false when it authorized ad
ratified the presentation of this November 29, 2006 Illustration to KRALL as part of
the sales process. LSW knew and expected consumers like MR. KRALL would rely

on the Illustration in purchasing the LSW Revolutionary Life Insurance Policy.
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1 19. Attached as Exhibit ”E” is the Declaration of David N. Fuller CFA, ASA. Mr. Fuller
2 is an experf in financial valuation consulting services with more than twenty years
3 experience in this field. Mr. Fuller recreated the historical performance as
4 represented by the LSW November 29, 2006 Illustration using the same parameters-
5 notably from Page 10 of the Illustration “from 1984 to the present, of the S & P 500
6 Index with a Participation Rate of 140.00% and Index Earnings Cap of 10.00%” and
7 found that “...8.4% was not historically achievable over any 10-year period or
8 longer.” According to Mr. Fuller, “.. .since 1926 to 2006, there were only two five-
-9 year periods when this level of return could have been achieved or éxceeded. The
10 first was 1984-1989 and the second was 1994-1999. Historically, the highest 10-year
11 and 20-year periods for Index Strategy 1 were 7.5%.” See Paragraph 11 of the
12 Declaration of David N. Fuller CFA, ASA, attached hereto as Exhibit “E”.
13 20. Based on the LSW Illustration dated November 29, 2006, MR. KRALL purchased the
14 LSW Policy and paid $360,000 in premiums. He justifiably and reasonably relied on
15 the Policy values based on the specialized nature of the producf as it was presented by
16 LSW and its appointed agent Gerald Wolfe. As a result, MR. KRALL lost more than
17 $200,000 when he surrendered the Policy on October 8, 2009.
18
19 LSW VIOLATED CALIFORNIA INSURANCE CODE SECTION 10509-955 (b) BY
20 MISLEADING KRALL AS TO THE “NONGUARANTEED” ELEMENTS IN THE
21 REVOLUTIONARY LIFE POLICY
22
’ 21. At Page 10 of the November 29, 2006 Illustration presented to Mr. Krall by Wolfe
” and titled “Non-Guaranteed Assumed Interest Rate Disclosure”, LSW represented
’s that there were nonguaranteed Participation Rates and Index Earnings Cap for the
o Equity Indexed Strategies. However, LSW never identified the Participation Rate
- and Earnings Rates that were “nonguaranteed”.
- A\
Case No. SACV 09-1043-JVS (RNBx) —6—

FOURTH AMENDED COMPLAINT AND JURY DEMAND




DONAHUE & HORROW, LLP

Casf 2:10-cv-09198-JVS-JDE Document 5-1 Filed 10/29/10 Page 8 of 99 Page ID #:117
1 22. A reasonable consumer reading Page 10 of the November 29, 2006 Illustration would
2 not be able to determine that the contractually guaranteed Participation Rate was
3 really 100% and not the 140% quoted throughout the Policy Illustration or that the
4 Indexed Earnings Cap was actually only guaranteed minimally at 3% and not the
5 10% as used throughout the Policy Illustration to show potential Accumulated Policy
6 Values. There was nothing in the Illustration presented to MR. KRALL on that day
7 or ever that clearly showed the contractually guaranteed elements for the Participation
8 Rate and Earnings Cap versus the nonguaranteed elements. Instead, LSW mixed and
9 matched the guaranteed and nonguaranteed rates and caps together confusing the

10 purchaser and in violation of California law. This is a misleading description of non-
11 guaranteed elements prohibited by California Insurance Code 10509.955 (b)(2).

12 23. The LSW Illustration presented to Mr. Krall on November 29, 2006 violated the

13 following statutory requirements contained in the California Insurance Code Sections
14 because: :

s 1) Under 10509.955 (a) (2), it failed to identify the business address of the
16 producer or insurer’s authorized representative, Mr. Gerald Wolfe;

17 2) Under 10509.955 (a) (5), it failed to identify the form number as the Policy
18 Form stated on the illustrations was 8212(0305) and the policy form issued to
19 Mr. Krall was 212CA(0305);

20 3) Under 10509.955 (b) (4), LSW is prohibited from using a Policy Illustration
2; that did not comply with the requirements of the California Insurance Code;
3 4) Under 10509.956 (a) (8), the guaranteed elements were not shown before the
24 corresponding nonguaranteed elements;

25 5) Under 10509.956 (c) (1) (C) (ii), LSW was required to use the nonguaranteed
26 credited interest at rates that were the average of the guaranteed rates and the
27 rates contained in the Illustration scale and LSW did not.

28
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CLASS ACTION ALLEGATIONS

24. Plaintiff brings this action on behalf of himself and on behalf of all other members of

the Class, defined as:

All LSW former and current policyholders who purchased the LSW
Revolutionary Life policy form number 8212CA(0305) or predecessor or
subsequent forms from LSW from 2005 to the present in the State of California, -
and who at the time of purchase or policy delivery were presented with a Policy
ustration that misrepresented the historical rate of return of the S&P 500 Index
as filtered through the LSW Revolutionary Life Policy’s parameters.

Upon information and belief, there are hundreds of class members throughout the
State of California. Therefore, individual joinder of all members of the Class would
be impracticable. |

Common questions of law or fact exist as to all members of the Class. These
questions predominate over the questions affecting only individual class members.

These common legal or factual questions include:

a. Whether LSW falsely presented the Accumulated Policy Values as part of its
Revolutionary Life Policy Illustrations for policy form number 8212CA(0305)
or predecessor or subsequent forms from LSW from 2005 to the present in the
State of California;

b. Whether LSW’s actions described herein violate California’s Unfair
Competition Laws;

c. Whether LSW breached its contracts with the Plaintiff and the Class; and

d. The appropriate measure of damages, restitution and/or other remedies.

Plaintiff’s claims are typical of the claims of the Class, in that Plaintiffs are LSW
Revolutionary Life policyholders who were not informed of LSW’s conduct alleged
throughout this Third Amended Complaint, and Have received notice that LSW is not
providing expected benefits under the contract.

Plaintiff is an adequate representative of the Class because his interests do not
conflict with the interests of the class members he seeks to represent, and he has

retained counsel competent and experienced in conducting complex class action
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litigation. Plaintiff and his counsel will adequately protect the interests of the Class.
29. A class action is superior to other available means for the fair and efficient

adjudication of this dispute. The damages sufféred by each individual class member
likely will be relatively small, especially given the burden and expense of individual
prosecution of the complex litigation necessitated by LSW’s conduct. Thus, it would
be virtually impossible for the class members individually to effectively redress the
wrongs done to them. Moreover, even if the class members could afford individual
actions, it would still not be preferable to class wide litigation. Individualized actions
present the potential for inconsistent or contradictory judgments. By contrast, a class
action presents far fewer management difficulties and provides the benefits of single
adjudication, economies of scale, and comprehensive supervision by a single court.

FIRST CAUSE OF ACTION

(Fraud)

30. Plaintiff hereby repeats and realleges the foregoing paragraphs of this Third
Amended Complaint and incorporates the same as though fully set forth herein.

31. LSW falsely represented on Page 10 of the Illustration that the Assumed Interest Rate
for Equity Index Strategy 1 based upon historical performance, from 1984 to the
present, of the S & P 500 Index with a Participation Rate of 140.00% and Index
Earnings Cap of 10.00% was 8.4%. The subsequent pages in the Illustration (i.e.
pages 12 to 15) used a current weighted average interest rate of 7.69% in the first year
and then rates greater than 8.01% after policy year two. The Illustration culminates
with a rate of 8.39% in policy year fifty five (55) by estimating a projected
Accﬁmulated Policy Value of greater than 80 million dollars ($80,093,928 on page
13).

32. LSW knew the representation of the 8.4% rate was false when it authorized ad
ratified the presentation of fhis November 29, 2006 Illustration to KRALL as part of
the sales process. LSW knew and expected consumers like MR. KRALL would rely

on the Illustration in purchasing the LSW Revolutionary Life Insurance Policy.
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33. Attached as Exhibit ”E” is the Declaration of David N. Fuller CFA, ASA. Mr. Fuller
is an expert in financial valuation consulting servjces with more than twenty years
experience in this field. Mr. Fuller recreated the historical performance as
represented by the LSW November 29, 2006 Illustration using the same parameters-
notably from Page 10 of the Illustration “from 1984 to the present, of the S & P 500
Index with a Participation Rate of 140.00% and Index Earnings Cap of 10.00%” and
found that “...8.4% was not historically achievable over any 10-year period or
longer.” According to Mr. Fuller, “...since 1926 to 2006, there were only two five-
year periods when this level of return could have been achieved or exceeded. The
first was 1984-1989 and the second was 1994-1999. Historically, the highest 10-year
and 20-year periods for Index Strategy 1 were 7.5%.” See Paragraph 11 of the
Declaration of David N. Fuller CEA, ASA, attached hereto as Exhibit “E”.

34. Mr. Fuller stated under oath that “The stated period “from 1984 to present” for Index
Strategy 1...would not have grown at an 8.4% CAGR [compounded annual growth rate].
Depending on the actual dates applied, the actual CAGR for SPX with the portfolio
restrictions from 1984 would have been approximately 6.8%. If the historical average five-
year growth rate had been applied in the Defendant’s projections, the results in the
Defendant’s presentation to the Plaintiffs would have been materially different. The average
5-year return for Index Strategy 1, with the Portfolio Restrictions, was 5.9% since 1926
through the end of 2006, as calculated in Schedule A.2. In the 55-year example, if a
hypothetical client invested $1.00 at 8.38%, at the end of 55 years, the $1.00 would have

compounded to $83.60. If the same client invested $1.00 at the 20-year historical average of

6.0%, he would have $24.65 at the end of 55 years. By increasing the rate approximately

2.4% over 55 years, the projected ending value is inflated by approximately 240%.” See

Declaration of David N. Fuller CFA, ASA, attached hereto as Exhibit “E”.
35. LSW made these affirmative misrepresentations to MR. KRALL, and engaged in this
fraudulent conduct, with the purpose of inducing Plaintiff to rely upon them and to

act in reliance thereon. Plaintiff justifiably relied upon LSW’s written representations
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and specifically the November 29, 2006 Illustration and KRALL further reasonably
relied upon LSW to not conceal from him material information regarding the
historical performance, from 1984 to the present, of the S & P 500 Index with a

Participation Rate of 140.00% and Index Earnings Cap of 10.00% and its impact on

" cost, benefits, cash values, and out of pocket premiums payable by LSW under this

36.

37.

38.

39.

40.

Policy.

As aresult of Plaintiff’s reliance on these representations and lack of knowledge of
such fraud, Plaintiff suffered economic losses as outlined above and incorporated
herein and consequential damages in an amount to be proven at the time of trial.
Based on the LSW Illustration dated November 29, 2006, KRALL purchased the
LSW Policy and paid $360,000 in premiums. He justifiably and reasonably relied on
the Policy values based on the specialized nature of the product as it was presented by
LSW and its appointed agent Gerald Wolfe. KRALL lost more than $200,000 when
he surrendered the Policy on October 8, 2009. See Exhibit “D”.

The aforementioned acts were performed by LSW with malice, fraud, and oppréssion
and were authorized and ratified by directors, officers and managing agents of
defendant compelling and warranting the imposition of punitive damages.

SECOND CAUSE OF ACTION

(Negligent Misrepresentation)
Plaintiff hereby repeats and realleges all of the foregding paragraphs of this Third
Amended Complaint and incorporate the same as though fully set forth herein.
LSW negligently failéd to reveal the accurate Accumulated Policy Value information
to Plaintiff KRALL, and intended by this misrepresentation and omission to induce
Plaintiff KRALL to alter his position and purchase the LSW Policy (Exhibit “A”)
with the expectation that the income provided by such Policy would be greatly in
excess of the income LSW was aware was likely to be provided. Plaintiff was
ignorant of the truth concealed by LSW, and acted in justifiable relianpe on LSW’s

misconduct in purchasing and paying on the Policy.
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W

THIRD CAUSE OF ACTION

(Unfair Competition)

41. Plaintiff hereby repeats and realleges the foregoing paragraphs of this Third Amended
Complaint and incorporate the same as though fully set forth herein.

42. As alleged herein, LSW prepared a false and misleading illustration that indicated a
certain result even though LSW knew that such a result was not échievable thereby
misleading consumers and misrepresenting what the Policy could actually do. LSW’s
Policy language itself also provided no language informing a reasonable person that
its sales promises and representations should be ignored and were not true. Plaintiff
relied on these materials, including LSW’s affirmative false disclosure when
evaluating whether to purchase the Policy.

43. After selling the Policy in this manner, and despite providing written literature and
statements to Plaintiff encouraging the retention of the Policy, LSW did not inform
Plaintiff that its illustrated result was not sustainable and that it was impossible for the

. results to occur as promised on the illustration.

44. As aresult of Plaintiff’s reasonable reliance on these representations and lack of
knowledge of such false statements, Plaintiff purchased the Policy and suffered
economic losses as outlined above and incorporated herein and consequential
damages in an amount to be proven at the time of trial.

45. Such conduct constitutes unfair competition as defined under California law and
California Business & Professions Code section 17200 et seq. (“UCL”), constituting
unfair, fraudulent, and/or unlawful business practices, and further constitutes false
advertising under California Business & Professions Code section 17500 et seq. and
California Insurance Code section 790.03, et. seq. Plaintiffs have suffered the
required injury in fact, and have lost money or property, as the result of LSW’s
misconduct described above, conferring Plaintiff with standing to proceed with this

UCL claim.
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47.

Plaintiff respectfully requests that the Court enjoin LSW from future acts of those
described herein and to apply equitable remedieé to cure the harms suffered by
Plaintiff and others as a proximate result of defendants’ conduct.

Such injunctive relief will confer on the general public significant benefits. Such
enforcement of these rights under their policies is necessary to halt defendants’
conduct and to restore the benefits lost to thousands of covered persons, and the
financial burden of such enforcement is, in the interests of justice, borne by the
responsible parties. Thus, an award of attorney’s fees for prosecution of this cause of
action, and all fees incurred in proving the merits of same, to Plaintiff’s counsel
payable by defendants, is appropriate under Code of Civil Procedure section 1021.5

or upon any other basis approved by the Court.

WHEREFORE, Plaintiff prays for judgment against defendants as follows:

1.

Compensatory damages against defendants in an amount to be proven at trial,
including any damages as may be provided for by statute;

Punitive damages in an amount appropriate to punish or set an example of these
defendants;

Reasonable attorneys’ fees;

An injunction restraining LSW from engaging in the above-referenced UCL
violations and notifying affected California policyholders of certain facts;

For costs of suit incurred herein; and |

For such other and further relief as the court deems just and proper.

DATED: October 22, 2010 DOM & H OW, LLP

W

MICHAEL B. HORROW
Attorneys for Plaintiff
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DEMAND FOR JURY TRIAL

Plaintiff hereby demands a trial by jury on all causes of action and/or issues so triable.

DATED: October 22, 2010 ?AH HORROW, LLP

“‘MICHAEL B. HORROW
Attorneys for Plaintiff

Case No. SACV 09-1043-JVS (RNBx) - 14—

FOURTH AMENDED COMPLAINT AND JURY DEMAND







We, Life Insurance Conipaﬁy of the Southwest, agree to pay the Death Benefit to the Beneficiary, suhject
to the terms of this policy, when we receive at our Administrative Office due proof that the Insured died

while this policy was in force. _
Equity-Indexed Flexible Premium Adjustable Benefit Life Insurance. Flexible premmms are payable

through the end of the Premiwm Payment Period or until the prior death of the Insured. The ad;us!able .
Death Benefit is 9ayabie upon the death of the Insured. This policy is nonparticipating.

Right 1o Review Policy. This policy, at any time within ten days after ite reccipt by the Owner, may be
returned in person or by mail to us or to the agent through whom it was bought. Upon such return, the
policy will be deemed void as of its Effective Dare. We will then refund any premium paid.

Effective Dates 0312772007
Policy Number: 150136686

Face Amount: $£5,175,000

Insured: _ Bruce M Krail

Issue Age: 47

O;Pfhef: As stated in the application unless later changed
Beneficiary: As stated in the application unless later changed

The data and the terms on this and all following pages are part of this pelicy.

This contract is a legal contract between the conmact Owner and Life Insvrance Company of the
Southwest. READ YOUR POLICY CAREFULLY.

Signed for Life Insurance Company of the Southwest at Dailas, Texas, as of the Date of Issue, by

o A el AL N Mg
Chai:_maﬁ of the Board ' President '

%ue/ ﬁmﬁ-'

Secretary

ZSW

LIFE INSURANCE COMPANY OF THE SOUTHWEST

ADMIN]STR?&TWE OFFIEE MAILING ADDHESS!
LIFE INSURANGE COMPANY OF THE SOUTHWEST, ONE NATIONAL LiFE DRIVE, MUNTPELIER, VT 05604

CUSTOMER SERVICE! BOO-732: 8939

HDME QFFIGE ADDRESS!
LiFeE lﬂsumucs CoMPANY OF THE SOUTHWEST, 1300 WEST MOCKINGSIRD LANE, DALLAS TX 75247

LSW i5 A STOCK COMPANY.

8212CA( 0305 )




CUSTOMER SERVICE INFORMATION

* We are here to serve yon

As our policyholder, your satisfaction is very important to us. Should you have a valid
claim, or any guestion about the policy or the premium for it, we fully expect to
provide service promptly and fairly. If you do have any questions, please contact the
agent who sold the policy or write or call our administrative offices:

Life Insurance Company of the Southwest (“LSW”)
‘One National Life Drive
Montpelier, Vermont 85604
Artention: Customer Service

Telephone: 1-800-732-8339

Should you feel you are not being treated faitly, we want you to know you may contact
the California Department of Insurance with your complaint and seck assistance from’

the governmental agency that regulates insurance,
To contact the Department, write or catl
Consumer Services Division
California Department of Insurance

300 So. Spring Street
Los Angeles, California 90013

Consumer Hotline: 1-800-233-9045

Faaaa

8016CA(0697) Cat. No. 44599



DATA SECTION

UAS3HM

EFFECTIVE DATE: MAR. 27, 2007

POLICY NUMBER: LS0136686
: MATURITY DATE: MAR. 27, 2080

INSURED: BRUCE M KRALL

ISSUE AGE: 47 FACE AMOUNT: $5175000

_ OWNER: AS STATED IN THE APPLICATION UNLESS LATER CHANGED
BENEFICYARY: AS STATED IN THE APPLICATION UNLESS LATER CHANGED
MONTHLY POLICY DATE: 27TH
DEATH BENEFIT OPTION: B

MINIMOM MONTHLY PREMIUM: $4641,36
PLANNED PERIODIC PREMIUM: = $180000.00 PAYARLE ANNUALLY

FOR PREMIUM PAYMENT PERICD: MAR. 27, 2007 TO MAR. 27, 2080

THIS POLICY HAY TERMINATE PRIOR TO THE END OF THE PREHIﬁH PAYMENT PERIOD IF
PREMIUMS PAID ARE INSUFFICIENT TO. CONTINUE COVERAGE. PREMIUMS IN ABDDITION
TO THE PLANNED PERIODIC PREMIUM MAY BE WECESSARY TO KEEP THIS COVERAGE IN TFORCE.

Mt

POLICY LOANS AND WITHDRAWALS WILL REDULE THE CASH SURRENDER VALUE OF THIS
POLICY AND MAY RESULT IN TERMINATION OF THIS POLICY PRIOR TO THE DEATH OF

THE INSQRED

MINIMUM FACE AMOUNT: $25000.00
WITHDRAWAL FEE: $25 0C FOR EACE WITHDRAHAL

ADDITIONAL BENEFIT RIDERS:
RIDER FOR ACCELERATED BENEFIT

n TB AN ACORYT TR ATER TTTO
LR R0y 1 YN AuLLIDLOO L A2 DErﬂI.'ar i

RIDER FOR ACCELERATED BENEFITS 3
OVERLOAN PROTECTION RIDER

1
2

THE LOAN INTEREST RATE IS5 VARIABLE.
DATE IS 5.80%.

THE LOAN INTEREST RATE AT THE EFFECTIVE

DATA SECTION
PRVR 1801346686 ) COVER PAGE
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DATA SECTION

GUARANTEED BASIS OF CALCULATIONS

FACE AMOUNT: $5175000
EFFECTIVE DATE: MAR. 27, 2007

ACCUMULATED VALUE INTEREST RATE: 0.16516% COMPOUNDED MONTHLY, WEICH IS
EQUIVALENT TO 2.00% COMPOUNDED PER YEAR

MORTALITY TABLE: COMMISSIONERS 2001 CSO ULTIMATE MALE NON-SMOKER
AGE LAST BIRTHDAY

THE INSURED HAS BEEN CLASSIFIED A PREFERRED NON-TOBACCO.

TABLE OF GUARANTEED MAXIHUH COST OF INSURAHCE RATES
{PER 31,000 PER MONTH)

ATTAINED AGE RATE ATTAINED AGE RATE ATTATINED AGE RATE
47 .03710 72 2.60426 97 26.65342
48 .04859 73 2.88497 98 28.14901
49 . 05963 S 74 3.18679 99 © 29.96423 .
50 .07509 75 3,51565 . 100 31.70427
51 ,09497 .76 3.88671 101 33.25265
52 .34679 - 77 4.31857 102 34.90475
53 .38431 .. 78 4.82063 103 36.66691
54 . 43185 79 5.38383 104 38.53573
55 48524 80 6.01260 105 . 40.511453
56 54029 B1 6.69705 106 - 42.61697
57 .59369 82 7.42303 167 44, 86020
58 . 64709 - 83 8.21697 o108 47.25110
59 . 70967 84 9.10123 . 109 £9,79713
60 78562 85  10.08656 110 52.50694
61 . .87827 86 11.17261 111 55,39319
62 .98597 ' .87 12.34897 12 58.46521
63 1.10372 88 13.60255 113 . 61.73550
6% 1.22550 89 1492103 114 65.21324
65 1.35433 90 16.23779 115 . 68.91185
66 1.48387 ‘ 91 17.53725 116 72.84242

.87 1.61928 92 18.90234 117 77.01849
- 68 - 1.76227 93 20.34569 118 81.45131
69 1,92286 94 21.87059 119 83.33333
70 2.11028 95 - 23.38520 MATURITY 83.33333

71 2.33795 96 24, 86843 DATE

DATA SECTION

FRYR LS0136686 FIRST OF FOUR PAGES-



( DATA SECTION

DEFINITION OF LIFE INSURANCE TEST: GUIDELINE PREMIUM TEST

GUIDELINE SINGLE PREMIUM: $1323512.31
GUIDELINE LEYEL PREMIUM: 5281426.79

TABLE OF DEATH BENEFIT STANDARD FACTORS

ATTAINED DEATH ATTAINED - DEATH

AGE BENEFIT " AGE BENEFIT
FACTOR FACTOR

47 2.030 59 1.340
48 1.970 60 "1.300
49 1.910 " 61 1,280
50 1.850 62 1.260
51 . 1.780 : 63 1.240
52 1.710 - 64 ~ 1.220
53 1.640 65 1.200
54 1.570 66 1,190
55 1.500 . 67 1.180
56 1.460 68 1,170
57 , 1.420 69 1.160
58 1.380 70 1.150

: . DATA SECTION
PRVR 130136686 SECOND OF FOUR PAGES

© ATTAINED

AGE

71

75 -

72
73
74
30
91
92
23
Q4+

10/29/10.-Page-21-0£ 99 Page 1D #:130

DEATH
BENEFIT
FACTOR

1.130
1.110
1.090
1,070
1,050
1.040
1.030
1.020
1.010




L

PRVR

"DATA SECTION

_ FACE AMOUNT: $5175000

EFFECTIVE DATE: HMAR. 27, 2007

AS OF THE EFFECTIVE DATE, THE FOLLOWIRG RATES ARE APPLICABLE TO INTEREST
CREDITING STRATEGYES TO WHICH YOU MAY DIRECT YOUR PREMIUM. THESE RATES

_ARE IN EFFECT UNTIL FURTHER NOTICE.

FIZED-TERM STRATEGY
FIXED-TERM SEGMENT LENGTH:
MINIMUM FIXEP-TERM SEGMENT INTEREST RATE:

INITIAL FIXED-TERM SEGMENT INTEREST RATE:

EQUITY INDEXED STRATEGY 1 - POINT 0 POINT
" INDEX:

EQUITY INDEXED TERM:

INITIAL PARTICIPATION RATE‘
GUARANTEED MINIMUM PARTICIPATION RATE:
INITIAL INDEX EARNINGS CAF:
CUARANTEED MINIMUM INDEX EARNINGS CAP:

EQUITY INDEXED STRATEGY 2 — POINT TO AVERAGE
INDEX:

EQUITY INDEXED TERM:

INTTTAL PARTICTPATION RATE:

GUARANTEED MINIMUM PARTICIPATION EATE:
INITIAL INDEX EARNINGS CAP:

GUARANTEED MINIMUM INDEX EARNINGS CAP:

. DATA SECTION
L50136686 " THIRD OF FOUR PAGES

] YEARS
2.00% ANNUAL EFFECTIYE RATE
4,25% ANNUAL EFFECTIVE RATE

STANDARD & PCOR'S 500
INDEX

5 YEARS

1407

1007 -

10.00%

3.00%

STANDARD & POOR'S 500
INDEX
5 YEARS
130%
304
NO CAP
KO CAP



{
DATA SECTION
FACE AMOUNT: '$5175000
EFFECTIVE DATE: MAR. 27, 2007
' PERCENT OF PREMIUM EXPENSE CHARGE: 5%
" MONTHLY ADMINISTRATIVE CHARGE:. $2462.42
MONTHLY POLICY FEE: $5.00
SURRENDER CHARGES
POLICY YEAR
1
s 2
3
4
5
6
7
8
9
10

11 AND LATER

DATA SECTION

" PRVR ‘ L50136686 FOURTH OF FOUR PAGES

$98635.50
143709.75
127719.00
1131728.25
95789.25
79850.25
53859,50
47920.50
31981.50
15990.75
0.00

“_Dngplhif1ﬁ2@muw

SURRENDER CHARGE



_Case.2:10-cv-09198-JVS-IJDE__Document 5-1 _Filed 10/29/1(._Page 24 0of-99 Page 1D #:133

DATA SECTION

ACCEﬁERATED BENEFITS RIDER 1

POLICY NUMBER: ’ L30136686

INSURED: BRUCE M KRALL

EFFECTIVE DATE: MAR. 27, 2007

MONTHLY COST: NOKE

i

: DATA SECTION
ACCELERATED BENEFITS RIDER 1 - PAGE 1 OF 1



.Case 2:10-cv-09198-JVS-IDE . Daocument 5-1__Eiled.1Q/29/10. Page 25 0f 99 . Page 1D #:134

DATA SECTION

ACCELERATED BENEFITS RIDER 2

 POLICY NUMBER: L50136686
INSURED: | ERUCE M KRALL

. EFFECTIVE DATE: ' MAR. 27, 2007
MONTHLY COST: ' NONE

DATA SECTION
ACCELERATED BENEFITS RIDER 2 - PAGE 1 OF 1



POLICY NUMBER:
INSURED:
EFFECTIVE DATE:

MONTHLY COST:

DATA SECTION

ACCELERATED BENEFITS RIDER 3 .
LS0136686
BRUCE M RRALL
MAR. 27, 2007

NONE

DATA SECTION
ACCELERATED BENEFITS RIDER 3 ~ PAGE 1 OF

1




_- Case 2:10-cv-09198-1VS-IDE. Document. 5-1.. Eiled. 10/29/10.. . Page 27.0f99 Page |1D #:136 ..

~
. DATA SECTION
OVERLOAN PROTECTION RIDER
POLICY NUMBER : LS0136686
INSURED : BRUCE M KRALL
EFFECTIVE DATE: MAR. 27, 2007
THE INSURED HAS BEEN CLASSIFIED A PREFERRED NON-TOBACCO.
PERCENT OF ACCUMULATED VALUE EXERCISE CHARGE
ATTATNED EXERCISE ATTAINED  EXERCISE ATTAINED EXERCISE
AGE CHARGE AGE CHARGE AGE CHARGE
PERCENTAGE PERCENTAGE PERCENTAGE
75 3,33 84 3.88 93 1,75
76 3.40 85 3.94 . 24 0.89 .
77 3.47 86 4,00 95 0.90
) 78 3.55 87 4.03 96 6.91
{‘ . 79 3.60 88 4.10 97 0.93
. 80 3.65 89 4,13 98 0.94
81 3.73 90 4.17 99+ 0.97
82 3.79 91 3.39
83 3.85 92 2.59

DATA SECTION :
RIDER FOR OVERLOAN PROTECTION - PAGE 1 OF 1
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Entire Contract
Representations
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Payment of Benefits
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Rasic Strategy
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We, Life Insurance Cmﬁp'zmy of the Southwest, agree to pay the Death Bencfit to the Beneficiary,
subject to the terms of this policy, when we receive at our Administrative Office due proof that the

Insured died while this policy was in force.

GENERAL TERMS OF THIS PoLICY

CONSIDERATION

. This policy is issued in consideration of the application and payment of the first
premium. We will incur no ability if no premium is paid.

ENTIRE CONTRACT

On the Effective Date the entire contract between the parties is this policy and 2
copy of the application and all riders and endorsements which are attached at
issue. Any change of this contract must be written and may be made only by
one of our authorized officers or registrars, We will send the Owrer a copy of
any application for a change which we approve. It and any additional Data
Section shall become part of this contract on the cffective date of such change.

REPRES‘ENTATI'ONS

e

Any statement made by or for the Insured shall be deemed a representation and
not a warranty. Unless such statement is in the attached application or in any

subsequent application, it shall not be used to:

make this policy void; or

make any increase in Face Amount void; or
make any Reinstatement void; or

defend any claim.

B

INCONTESTABILITY

After this policy has been in force during the life of the Insured for two years
from the Effective Date of the policy, we will not contest it; however,

1. we may contest any increase in Face Amount for which an application is
required until such increase has been in force during the life of the

Insured for twe years from its Efféctive Date; and
2. we may contest any Reinstatement until such Reinstatement has been in

force during the lifc of the Insured for two years from its Effective Date.

Life Insurance Compary. of the Southwest

" Adsministrative Office: One National Life Drive * Montpelier, Vermont 05604 * (800) 732-8935
Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
: - Pggz 1

3212CA[0305)



Poricy EFFECTIVE
DaTrs

Poricy MonNTHS,
YEARS AND .
ANNIVERSARIES

MISSTATEMENT OF
AGE OR SEX

The insurance coverage goe$ into effect on the Effectwe Date shown in the Data
Section.

Any increase in Face Amount for which an af;pﬁcation is required shall become
effective on the Monthly Policy Date on or next following the date we approve
the application for such increase in Face Amount.

Any increase in Face Amount for which an application is not reqﬁireﬂ shall
become effective on the Monthly Policy Date on or next following the date we
receive the request for such increase un]ess otherwise provided by the policy.

Any decrease in Face Amount requested shall become effective on the Monthly
Policy Date on or next following the date we receive the request for such

decrease. -

Any Reinstatement of this policy shall become effective on the Monthly Policy-
Date on or next following the date we approve the application for.

Rﬁinstatement

Any change of Death Beneﬁt Option shall become cffective on the Monthly
Policy Date on or next following the date we receive the request for such

change.

Policy Months, Years and Anniversaries shall be measured from the Effective
Date. The Monthly Policy Date shown in the Dara Section occurs on the same
day each month or on the last day of any month having no such date. The

TLi abh Eaase & sl lee ThAll
J‘LI.ELLI.V‘I .L)d-LC IB i SJJ.EL Fs .Lu.u.uu} I.Gu\-f D&Lﬁu

The Tssue Age shown in the Data Section is the age of the Insured on his or her
last birthday as of the Bffective Date. It is based on the information shown in

the applicaton.

If the age or sex of the Insured has been misstated, we will adjusr the Face
Amount t0 be the amount it wonid have been had the Monthly Deduction on
the date the adjustmient takes effect been based on the correct age and sex of the
Insured. The adjustment shall take effect on the Monthly Policy Date on or next
following the date we receive proof to our satisfaction of such misstatement. If
the Insured has died, we will adjust the Face Amount as of the last Monthly
Policy Date prior to the Insured’s death.

Life Insurance Company of the Soutbwest
Administrative Office: One National Life Drive * Monrpelzer, Vermont 05604 * (800) 732- 8939

Home Offise: 1300 West Mockingbird Lane * Dallas, Texas 75247

8212CA(0305)

- Page 2



AtTamEn AcGE

PAYMENT OF

" BENEFITS

POSTPONEMENT OF

BENEFITS

Basis oF VALUES

The Attained Age of the Insured on any date is the Issue Age shown in the Data
Section plus the number of Policy Years and Months which have passed since

. the Effecdve Date.

We will pay all benefirs under this policy at cur Administrative Office. Before
payment of any Death Benefit we may investigate the death.

We may delay payment of any amounts which are payable as a result of Cash
Surrender or Withdrawal for up to six months after we receive written request
in a form satisfactory to us. If we defer such payment for more than 30 days,
we will pay interest at a rate not less than 2.00% per year or as mandated by
state Jaw, from the date we receive such request to the date of payment.

We may also delay payment of any amounts which are payable as a result of a
Policy Loan for up to six months after we receive written request in 2 form

satisfactory to us.

We have the right to postpons payment which Js derived from any amount
recently paid to us by check or draft, until we are satisfied the check or draf
has been paid by the bank or other financial institution on which it is drawn.

The guaranteed values for this policy are equal to or greater than those required

by the law of the state where this policy is delivered. The guaranteed valves are
based on the Accurmulated Value Irterest Rate and Mortality Table shown in the
Data Section. A detailed statement of the method of computing values has been

filed in the state in which this policy is deliversd.

This policy meets the minimum nonforfeiture requirements of the state where
this policy is delivered. :

The Paid Up Anmuity Values, and all tbled values in Paymeﬁt Qptions, are
based on the 2000 Table for Individual Annuitant Mortlity (JAM} and

compound interest at a rate of 1.50% per year.

Life Insumnce Company of the Sowtbwest

Administrative Office: One National Lxﬁs Drive * Momipelier, Vermomnt 05604 * (800) 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

8212CA[0305)
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NOTICES

Unless this policy provides otherwise, any requests for changes or notices:

1. from us to the Ownef shal] be sent to the last address known to us of

' the Owners and
2. from us to an assignee shall be seat to the last address known to us of

such assigneey and
3. from the Owner or an assignee to us must be in writing dnd received by

us at our Adminiscrative Office in Montpelier, Vermont.

AwNUAL REPORT

At least once each Policy Year we wﬂl send a report to the Owner. The report
will show, as of its date:

1. the Accumulated Value; and

2. the Cash Surrender Value; and

3. any debt to us on this policy; and
4, the Death Benefit. ,

The report will also show a summary of transactions of the previous year and
any information required by law.

PROJECTION
RerorT

The Owner may request, in writing, 2 report which projects future values and
future Death Benefits for this policy. The report will also show any information
required by law. We may charge a fee for the report, not to exceed $25. The
Projecrion Repore will be based on:

1. data the Owner gives us as to Face Amount and premiwms; and
2. sach assumptions as either the Owner or we specify.

RovLes in Ta1s Poricy

OWNER
The Owner may:

exercise the rights under this policy; and

assign the policy; and

telease or discharge the policy; and

change the policy if we agree 1o such change; and
enjoy the benefits under this policy.

NSRS

¥

Life Insurance Company of the Soutlvest
Administrative Office: One National Life Drive * Montpelier, Vermont 05604 * {800} 732- 8939 -

Home Office: 1306 West Mockingbird Lane * Dallas, Texas 75247
. 8212CA[0305)
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_Case 2:10-c\v=09198-IVS-IDE. -

~

BENEFIGIARY

T_RUST
BENEFICIARY

CHANGE OF
BENEFICIARY

Document 5:1_ Filed 10/29/10 Page 33 0f 99 PagelD #:142. . ..

These actions may be taken withour the consent and against the interest of any
Beneficiary and any contingent owner. If the Owner cannot change the
Beneficiary, these actions may be taken only by the Owner and the Bencficiary
jointly. These actions may be teken only while the Insured is alive.

The Owner has the right wo change the Beneficiary. If the Owner expressly
waives this right, no change can be made. Unless later changed, the Benefidary
shall be as stated inn the application. The interest of any Beneficiary who dies
before the Insured shall vest in the Owner unless otherwise stated.

If used, the term “children” of any person shall include only lawful children
born to or legally adopted by that person. _

We may rely on an affidavit by any person whe in owr judgment knows the
facts to identify any Beneficiary or payee not specified by name. All our liability
shall cease when we pay on the basis of such affidavir.

Unless an authonzed officer or registrar of the Company explicitly agrees in
writing, the following provision shall apply when a trust is mamed as

Beneficiary.

In no event is the Company responsible for the application or dispoxiu‘on of any
proceeds it pays to a Trust Beneficiary. Payment to a Trust Beneficiary is a fufl
discharge of the lability of the Company‘ If 2 designated trust provides for
successor _trustees, the designation in this policy includes successor trustees.
Likewise, if the trust allows amendments, the trust, if s0 amended, remains asa

designated Bcneﬁczary

A Trust Beneficiary is r_:_.nsid;ed. 10 be a Beneficiary who did not survive the

Insured ifs

1. the trust has been terminated; or
2 the specified testamentary trust does not qualify as such; or
. for any other reason a Trust Beneficiary is not entitled 1o any proceeds.

Tf the Owmer has the right, 2 new Beneficiary may be named from time to time
during the life of the Insured by filing ar our Administrative Office written
notice in such form as we may require. When notice is received at our
Administrative Office, the change shall take effect on the date the notce is
signed whether or not the Jusured is living at the time of receipt. We will not be

 liable for any payment we make before receipt of the written notice at our

Administrative Oﬁﬁcc

Life Insurance Company of the Sowshwest

Admmtmtwe Office: One National Life Drive * Montpelier, Vermont 05604 * (800} 732-8939

Home Office: 1300 West Mockmg&wd Lans * Dallas, Texas 75247

‘8212CA{0305)
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ASSIGNMENTS

SPENDTHRIFT
Provision

PrREMIUMS

" We are ot responsible for the validity or effect of any aséignment of this policy.

We will not recognize any assignment until it has been filed at our
Administrative Office. The interest of any Beneficiary whom ‘the assignor can
change and of any contingent owner shall.be transferred to the assignee by the
terms of any assignment. If the assignee acquires a right to proceeds ‘they shall
be paJd in one sum even though a Payment Option may be in effect at the time
the assignment was signed. ‘

If we receive at our Administrative Office written reguest by the Owner for this
Spendthrift Provision, then, to the extent allowed by law:
1. only the Owner may transfer, anticipate, commute, or encumber the

proceeds of this policy; and
2. only legal process against the Owner may affect the proceeds of this

policy.

Any proceeds payable after this request is withdrawn by the Owner shall not be-
affected by this provision.

Poricy
PROTECTION
PErIOD

PAYMENT COF
PrEMIUMS

The first 60 policy months following the Effective Date of this policy is referred
to as the Policy Protection Péried. An increase in coverage does not initiate a
new Policy Protection Period.

The first premium js due on the Date of Issue. This first premivm cannot be less
than the Minimum Monthly Premium shown iz the Data Section. -

During the Policy Protection Period the payment of cumulative premiums, in
excess of withdrawals and loams, at least equal to the Minimum Monthly
Premiums payable since the Bffective Date of the policy will keep the policy in
force to the next Monthly Policy Dats, as long as the Accumulated Value is
sufficient to provide for Monthly Deductions. Otherwise, this policy will remain
in foree as long as the Cash Surrender Value is sufﬁcient 1o provide for Monthly

Deductzons.

Life Insurame Cossparny of the Soutbwest
Adminisirative Office: One National Life Drive * Monrpeher, Vermont 03604 * (800} 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

8212CA([0305)
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NeT PREMIUM

GRrACE PERIOD

The Planned Periodic Premivms are the prersiams the Applicant has chosen to
pay. Planned Pericdic Premiums may be paid on an annual, semi-anmwal,
_ quarterly, or monthly basis. The Owner may change the amount or fraquency of
such premiums at any time by sending a written notice to us at owr
Administrative Office. However, we may limit any increase in cither amount or

frequency

Premiums in addition to the Planned Periodic Premiums may be necessary to
keep this pohcy and the coverages provided by this policy and any addirional
benefit riders in force.

We will accept Unscheduled Premiums, which are prcrmums'm addition to the
Planned Periodic Premiums. We may limit the nnmbcr and amonnt of .

Unscheduled Pre;mums

Al p';:e:mums are limited by a minimum and a maximum. The minimum is $25
per premium. The maximum is the limit imposed by the Internal Revenus Code
for qualifying the policy as “Life Insurance™ for Federal Income Tax purposes,
or such lower amount as we may set. We will not accept any premium in excess
of the maximum. We will return any premiums not accepted and any interest
eredited to such premiums to the Owner within 60 days after the end of the
Policy Year in which the premiums were received.

The first preminm may be paid to us cither throngh our duly authorized agent
in exchange for a receipt signed by that agent or at our Administrative Office.
All later premiurms must be paid to us at our Administrative Office.

No premium will be accepted on or after the Maturity Date.

A Net Premium is detsrrined by multiplying a premium received times 1 minus
the Percent of Premium Expense Charge stated In the Data Section.

¥ om any Monthly Policy Date the Cash Surrender Value is less than the
Monthly Deduction on sach date, a Grace Period shall start, nnless:

1. the policy is within the Policy Protection Period; and
2. the Accumulated Value less any debt to us on this policy is greater than

the Monthly Deduction on that date; and
3. the cumulative premiums paid since the policy’s Effective Date, less any

withdrawals and less any debt to us on this policy, are greater than or
‘equal to the cumulative Minimum Monthly Premiums due since the

policy’s Effective D&té

A Gtace ‘Pcnad sha.ll be 61 days. Durmg a Grace Period this policy shall remain
in force.

L:fe' Insurance Company of the Soutlwest

Administrative Office: One National Life Drive * Mompelier, Vermont 05604 * (800) 732-§939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

8212CA(0305)
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The premium needed to keep the policy in force beyond a Grace Period which -
ends during the Policy Protection Period shall equal the greater of (a} or (b)
where: .

a}) equals the sum of the Minimum Monthly Premiums in effect on the
policy over all of the months from the Effective Daw of the policy
to.the start of the Grace Period, plus all withdrawals, plus three
times the Minimum Monthly Premium in effect at the beginning of
the Grace Period, plus zmy debr to us on this pelicy, less all

: premijums pzaid; and where
'b} equals the premium which will be sufficient to produce an

Accumulated Value, met of policy debt, equal 10 two times the
Monthly Deduction due on the date the Grace Period began.

The preminm needed to keep the policy in force beyond 2 Grace Period which
ends after the Policy Protection Period shall be the premium sufficient o
produce a Cash Surrender Value equal to three times the Monthly Deduction
due on the date the Grace Period began.

We will mail notice of the premium needed to the Owner. If such premium is
znpaid on the later of: _

1. the Jzst Vday of the Grace Period; or
2. the 31%day after such notice is sent

then this policy shall terminate without value.

A Grace Period will not begin solely because payments of Planned Periodic
Premiums are discontinned. Whether or not premiums are paid, Monthly
Deductions will be made from the Accumulated Value. No interest will be
credited to this policy during a Grace Pediod. The terms of this Grace Period
provision will détermine if and when a Grace Period starts,

Life Insurance Compary of the Soutbest
Administrative Office: One National Life Drive ‘Montpefzer, Vermonz 05604 * (800) 732-8939

Home Office: 1300 West Mockingbivd Lane * Dallas, Texas 75247

8212CA{0305) Page 8 .
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REINSTATEMENT

¥f this policy terminates after the end of a Grace Period, it may be reinstated. It
must be reinstated on a Monthly Policy Date within five years from the start of
such Grace Period and prior to the Maturity Date.

For Reinstatement we will require:

1. an application for Reinstatement; and
2. proof to our satisfaction that the Insured is insurable; and
3. payment of an amount determined as follows:

a) K Reinstatement occars dunng a Policy Protection Period, the
required payment shall be an amount equal to the premium which
will be sufficient to produce an Accumulated Value, net of policy
debt, four times the Monthly Deduction due on the date the Grace

Period began, or, if greater:

i. the sum of the Minimum Monthly Premiums in effect on the
policy over all the months from the Effective Date of this

. policy to the start of the Grace Period; plus

f. all withdrawals; plus
iii. three times the Minimum Monthiy Premium shown in the Data

{ , ' " Section; plus
iv. any debt to us on this policy; less
v. sl premiums paid.

b) If Reinstatement occurs after the Policy Protection Period, the
required payment shall be a premium whn:h will make the Cash
 Surrender Value sufficient to provide:

i. two times the Monthly Deduction due on the date the Grace

Period began; plus
ii. three times the Monthly Deduction due on the date of

Reinstatement.

We will send the Owner notice of the required payment upon request.

" Life Insurance Company of the Soutinvest
Administrative O}“fice One National Life Drive * Momtpelier, Vernont 05604 * (800} 732-8939

Home Qffice: 1300 West Mockingbird Lane * Dallas, Texas 75247
Page 9
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In the event of Reinstatement:

1. the Accumulared Value of the ;}o}icy at the dme of final lapse will be
restored along with the Cash Value avzilable for deduct:ons at the fime

" that the Grace Period began; and
2. the schednle of Surrender Charges for the policy months following the

date the Grace Period began shali become the schedule of Surrender

Charges for the policy months following the date of Reinstatemesnt; and
3. the schedule of Monthly Administrative Charges per Thousand for the
policy months following the date the Grace Period began shall become

the schedule of Monthly Admiristrative Charges per Thousand for the
policy mouths following the date of Reinstarement. '

DEATH BENEFIT AND PoLicy CHANGES

DraTH BEwEFIT

We will pay the Death Benefit to the Beneficiary when we receive at our
Administrative Office due proof that the Insured died while this policy was in
force. We will pay the Death Benefir in one sum unless a Payment Option is
chosen. If the Death Benefit is paid in ome sum, it shall be increased by imterest
from the date of the Insured’s death to the date of payment. We will set the rate
of interest at not less than 2.00% per year or as mandated by state Jaw. :

DEaTH BENERIT
OrTIONRS

The Owner may elect either of two Death Benefit Options, Option A or Gptwn
B, for the period pnor to the Insured’s Attained Age 120. The Death Benefit

up‘ﬁf}ﬂ is stated in the Data Secon.

Option A. Under Option A, the Death Benefit is equal ro the greater of: -

1. the Face Amount of the policy on the date of the Insared’s death; or
2. the Death Benefit Factor shown in the Data Section mulnphcd by the

Accurnulated Value on the date of the Insured’s death;

Jess the amount of any Monthly Deductions then due and any debt to us on this
policy, _
Opuon B. Under Option B, the Death Bencﬁt is equal 10 the greater of

1. the Face Amount phis the Accunmiated Value of the policy on the date

of the Insured’s death; or
2. the Death Benefit Factor shown in the Data Section multlphed by the

Accurnulated Value an the date of the Insured’s death;

Life Insurance Comparny of the Southwest
Adsministrative Office: One Nationzl Life Drive * Montpelier, Vermont 05 604 (800) 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
8212CA(0305) '
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CoaNGEs IN FACE
AMOUNT AND
DeATH BENEFIT
OPTION

less the amount of any Monthly Deductions then due and any debr to us on this
policy. .

The Owner may request any of the following changes. We will make a change
subject to the conditions stated. These changes may be made only while the
Insured is living and after the first Policy Anniversary. We will send the Owner
a revised or additional Data Section if any of these changes is made. .

Face Amount Increases. We will require an application from the Owner and
proof to our satisfaction that the Insured is then insurable. An increase in Face
Amount must satisfy the minimum Face Amount requirements of the policy and
shall be effective upon the Monthly Policy Date on or next following our

approval. '

Face Amount Decreases. We will require a written request from the Owner. A
dectease in Face Amount shall be effective upon the Monthly Policy Date on or

next following our receipt of the request.

Decreases shall not be permitted which would reduce the sum of the Face
Amount to fess than any of the following: :

1. the minimum insurance amount for which the policy would qualify as
“Life Insurasice™ for Federal Income Tax purposes under- the Internal

Revernue Code; or
2. the Minimum Face Amount shown in the Data Section; or .
3. 75% of the largest total Face Amount in force at any time in the twelve

policy months prior to our receipt of the request.

A decrease in Face Amount will affect units of Face Amount in the reverse order
in which they were created.

Life Ir:suraﬁce'Compm of the Southwest

Administrative Office: One National Life Drive * Montpelier, Vermont 05604 ¥ (800) 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

8212CA{0305)
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Death Benefit Option Changes.The Death Benefit Opton may be changed once
each Policy Year after the first Policy Anniversary prior to the Insured’s Attained
Age 120. We will require a written reguest from the Owner. A change will be
effective ‘on any Monthly Policy Date requested. The change may be made only
if after such change the policy wounld qualify as “Life Insurance” for Federal
Tncome Tax purposes under the Internal Revenue Code. The Minimum Monrhly
Premium will be recomputed 1o reflect the change in Options. :

1. Upon a change from Option A to Option B, the Face Amount shall
decrease by an amount equal to the Accumulated Value of the pelicy
jast prior to the Effective Date of the change. However, the change may
be made only if after such change the Face Amount would not be less
than the Minimum Face Amount shown in the Data Section. . o

2. Upord a change from Option B to Option A, the Face Amount shall
increase by an amount equal to the Accumulated Valuve just prior to the
Effective Date of the change. No additional Surrender Charges shall be

imposed solely because of this change.

STHICIDE
LIMITATION

Tf the Insured dies within two years of the Effective Date as the resule of suicide,
while sane or insane, we will pay only a sum equal to: '

1. the premiums paid; less
2. any withdrawals made; less
3. any debt to us on this policy.

A similar two-year period shall apply to any increase in Face Amount for which
an application is required. Such period shall begin on the Effective Date of any
such increase. During such period if the Insured dies as the resnlt of suicide,
while sane or insane, we will pay, in lieu of any such increase in Face Amount,
only 2 sam equal to the Cost of Insurance that we have deducted from the

Accumulated Value for such increase.
Payment will be made to the Beneficiary.

If this policy is.reinstated, a similar two-year period shali start from the
Effective Date of Reinstatement. During such period, if the Insared dies as the
result of suicide, while sane or insane, we will pay oaly a sum equal 0

1. the premiums paid since the Effective Date of Reinstatement; less
2. any withdrawals made since the Effective Date of Reinstatement; less

3. any debt to us on this policy.

Lifeinsmance Comparny of the Southwest . _
Adminisirative Office: One National Life Drive * Montpelier, Vermont 05604 * {800) 732-833%

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
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INTEREST CREDITING STRATEGIES

BASIC STRATEGY

- FixeD-TERM
STRATEGY

-

ﬁccnmulatcd Valne in this policy is apporutmcd into one or more Segments
distinguished by their interest crediting strategies. Four imterest crediting
strategies are made available under this policy- .

Interest will be credited to the Accumufated Value in the Basic Strategy on a
daily basxs at a rate not less than 2.00% per year.

The Basic Strategy Minimum Value for a Policy Year is equai to 12.5 Hmes the
Monthly Deduction due on the first day of thar Policy Year. It will remain
unchanged unt) the first day of the next Policy Year. :

All Net Premiums are paid into the Basic Strategy, On the 21%day of each
month, the Accomulated Value in the Basic Strategy that is in excess of the
Basic Strategy Minimum Value, subject to 2 minimum amount of $50.00, will
be transferred to one or more of the following three interest crediting strategies
according to an allocation selected by the Applicant at the time of policy
application. The Owner has the right to change the allocation selection.

Each transfer of Accumulated Value made to this strategy creates a distince
Fizxed-Term Segment. Each Fixed-Term Segment will have a duradon of five
years. Interest will be credited to the Accummulated Value in each Fixed-Term
Segment on a daily basis at a rate not less than 2.00% per year. Interest rates
payable on Accumulated Value in any given segment may vary over the liferime
of that segment, and different Fixed-Term Segments may be credited interest at

different rates.

Accumulated Value cannot be transferred out of any Fixed-Term Segment prior
to the end of its five-year duration unless the interest rate credited to
Accumuiated Value in such segment falls below the interest rate initially credited
to the segment. Under that scenario, the Owner may request thet the
Accumulated Value in this Fixed-Term Segment be immediately transferred to
the Basic Strategy. Otherwise, the Accumulated Value within a segment will be
automatically wransferred to the Basic Strategy at the end of the segment’s

five-year duratior.

Life Insumme Company of the Southwest

Adm:mstmtwe Oﬁ'zz:e One Mational Life Drive * M ontpelier, Vermont 05604 * (800} 732-893%

Home Office: 1300 West Mockinghird Lane * Dallas, Texas 75247

8212CA(0305)

Page 13



- Page.42.0£99..Page.lD.#:151....

EquiTy-INDEXED
STRATEGIES

Bach transfer of Accumulated Valze made to an Equity-Jndexed Strategy creates
a distinct Equity-Indexed Segment. Each Equity-Indexed Segment will have a
duration of five years. Index Earnings will be credited to the Accumulated Value
in each segment on each anniversary of the creation of :hat segiment,

Equity- Indexed Stratcgy 1 (Point- to-Pomt} Index Ea:mugs will be credited o
Accumulated Value in each segment within this Eqmty-Iudexed Strategy on sach
anniversary of the creation of that segment based on the performance of the

Index on such anniversary.

Equity-Indexed Strategy 2 (Point-to-Average). Index Earnirigs will be credited to”
Accumutated Value iz each segment within this Equity-Indexed Strategy on each

anniversary of the creation of thar segment based on the performance of the

Index averaged throughout the preceding tweive months. ,

Index. Index refers to the Standard & Poor’s 500 Index, excluding dividend
income. It will be used in the determination of Index Earnings made to each
segment within an Equity-Indexed Strategy. If the publication of the Index is
discontinued, a suitable index will be substituted and you will be notificd of

such index.

s

Index Value, The Index Value as of any date is the published value of the Index
at the close of business on that date. If no value was gnbhshed on that date, the
last published value of the Index wili be used.

Annual Index Growth. The Anmmal Index Growth for an Equity-Tndexed
Segment is calculated on each anniversary of the creation of that segment.

The Amnual Index Growth for the Equity-Indexed Strate_gy 1 is the following:

1. the Index Value as of the current anniversary of the Equity Indexed

Segment} minus
2. the Index Value as of the preceding anniversary of the Equity Indexed

Segment; this difference divided by
3. the Index Value as of the preceding anniversary of the Equity Indexed

Segment.

.Lt'fe Insurance Company of the Southwest o
Administrative. Office: One National Life Drive * Montpelier, Vermont 05604 * (800) 732-893%

Home Office: 1300 West Mackingbird Lane * Dallas, Texas 75247
8212CA(0305)
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Annual Index Gfowth for the Equity-Indexed Strategy 2 is the following:

1. the sim of the Index Values for each day the Index Value was published
between thé preceding anniversary of the Equify-Indexed Segment and
the current anniversary of the Equity-Indexed Segmens, excluding the
index Value, for the preceding anniversary bt including the Index Value

for the current anniversary; divided by

2. the number of days the Index Vahe was pubhshed between the
preceding anniversary and the current anniversary excluding the
preceding anniversary but including the current anniversary; minus

3. the Index Value as of the preceding naniversary of the Equity-Indexed -
Segment; this difference divided by A _

4. the Index Value as of the preceding anniversary of the Eqmty-lndexcd

Segment,

Participation Rate. Each Equity-Indexed -Segment will have a Participation Rate.

The Participation Rate is determined in advance for each twelve-month period -
and is subject to change on each anniversary of the creation of a segment. The

Participation Rate will never be less than the Guaranteed Minimum
Participation Rate for the applicable strategy shown in the Data Pages.

Index Earnings Cap. Each Equity-Indexed Segment will have an Index Earnings
L Cap. The Index Rarnings Cap is determined in advance for each twelve-month
' period and is subject to change on each anniversary of the creation of a
segment. The Index Earnings Cap for a segment will never be less than the
Guaranteed Minimum Cap for the applicable strategy shown in the Data Pages.

Index Earnings. The Index Eamnings for each Equity—lndexeﬂ Segment are
calculated on each anniversary of the creation of a segment as follows:

1. the Apnual Index Growth for the segment multiplied by the segment’s
Participation Rate, with this product adjusted so that it is no less than
zero and no greater than the segmeat’s dex Barnings Cap; multiplied
by

2. the value of the Equity-Indexed Segment at the end of the previous day.

Index Farnings are not calenlated or eredited Between aniversaries of a given
segment. :

On the Bfth anniversary of each Equity-Indexed Segment, Index Barnings will be
increased as necessary so that the amnnuval rate of Index Farnings over the
five-year length of the segment s at least equal to the guarantecd minimum rate

of 2.00%. _ N

The Owner may not elect to transfer Accumulated Value in an Equity-Indexed
Segment out of that segment prior to its fifth ahniversary. On the fifth
anniversary of the creation. of a segment, the Accummlated Value in the
Equity-Indexed Segment is automatically transferred to the Basic Strategy.

Life Brsurance Company of the Sauthwest

Admmzsimrwe Office One National foe Drive * Mormpelier, Vermont 03604 * (800} 732-8939
Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
Page 15
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—..Case 2:10-cv-09198-IVS-JDE ...

If the. Accumulated Value of the policy is being calculated In copnection with
the. termination of the policy, the Index Farnings for each Equity-Indexed
Segment over all full years completed during its clapsed duration will be
increased as necessary so that the annual rate of Index Eamnings dver those full
years is at least equal 10 2.00%. -

Poricy VALUES

ACCUMULATED

VALUOE
The Accomitlated Value on the policy Effective Date is the initial [Net Premium
minus the initial Monthly Deduction.
The Accurnulated Value on a.ny other date is equal to the sum of|the values of
the Pasic Strategy, the Fixed-Term Strategy, the Equity-Indexed Strategy 1, and
the Equity-Indexed Strategy 2.

MONTHLY

DEpUCTION

The Monthly Deduction due on 2 Monthly Policy Date shall bef the Monthly
Cost of Insurance, plus the Monthfy Administrative Charge Ber Thousand
Dollars of Face Amount, plus the Monthly Policy Fee, plus the monthly cost of
any additional benefit riders in force on this policy.

Monthly Deductions will be taken from: the Accurmlated Value of the policy in
the following order: ,
1. first, from the Basic Strategy until exhausted;

2. :-:na-a‘ud fenum tha n'vné_"l"nrm erg{:gg}r I!ﬂh! nv]'ln‘ne{zd

3. third, ﬁ'or_n the Equity Indexed Strategy 2 entl exhausted;
4. fourth, from the Equity Indexed Strategy 1 until exhausted.

If the Fixed-Term Strategy and/or the Equity Indewed Strategies have multiple
segments, deductions are made in the reverse order in which the segments were

created.

Life Insurance. Company of the Sontbwest
Administrative Office: One National Life Drive * Monépelier, Vermont 05664 ™ (800} 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
8212CA(0303) '
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MentHLY Cost -
OF INSURANCE.

The -Monthly Cost of Insurance shall be based oni

duration of this policy, and the Insured’s sex and Issy

The Monthly Cost of Insurance for a given segment |

1. the applicable Monthly Cost of Insurance Ra
- 2. the excess of:

a} the Death Benefit pius any debt to us o

the' risk classification and

e Age.

5 equal tor

res multiplied by

n such date, divided by the

swm 1 plus the monthly Accumuiated Vhlue Interest Rate shown in

the Data Section; over

b} the Accumulated Value of this pohcyr on

CASH SURRENDER AND WITHDRAWALS

such date,

CASH SURRENDER
VALUE

The Owner may, by written request to us, sur

d
Insared is living for its Cash Surrender Value, We 1;1
cl, it shall be null and void

returned to us. When this policy has been surrénderg
and all dghts shall cease.

The Cash Surrender Valus on any day shall be equal

1. the Accumulated Value on such day; less
2. any Surrender Charge which applies on such ¢

3. aov debi o us o0 tEs pohcy
T dﬂy UTDL iU Uy Uil Uy PUH(..?-

The Surrender Charges are shown in the Data Section]

Life Insurance

Admzmstratwe Office: One National Life Drive * Montpelier, Vermd
Home Office: 1300 West Mockingbird ]

der this policy while the
require that the policy be

1344

days less

Company of the Southwest
it 05604 * (800) 732-8939
Larne * Dallys, Texas 75247
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WITHDRAWALS

" Poricy LOANS

After the first Policy Anmiversary and prior to the last day of
Payment Period, the Owner mzy make withdrawals by written
Withdrawals shall be subject to all of the following terms.

1. Withdrawals may be made only on a Monthly Policy

follows receipt of such request.
2. A Withdrawal Fee of $25.00 will be charged for each with

the Premium
request t0 uS.

Date which

wal made.

3. The amount withdrawn may not exceed the Cash Surrender Value on

the Monthly Policy Date less three times the Monthly

such Monthly Policy Date.
4. The Accumulated Valme will be decreased by the

withdrawal,

eduction for

mount of the

5. If Death Benefit Option A is in effect on the date of the mthdrawa[ the

Face Amount of the policy will be rediced by an amount
amount of the withdrawal plus the Withdrawal Fee.

Withdrawals, - including the Withdrawal Fee, are made from the
Value in the following order: _

1. first, from the Basic Strategy until exhansted;

2. second, from the Fixed-Term Strategy until exhausted;

3. third, from the Equity Indexed Strategy 2 until exhansted;
4. fourth from the Equity Indexed S?xategy 1 mml cxhausted

Jf the Fixed-Term Strategy and/or the Equity Indexed Strategxes

equal to the

Accumulated

have muitiple

segrotents, withdrawals are made in the reverse. orde: of which the segments were

creared.

We may defer payment of any withdrawal for not more than six genths. If we

defer such payment for more than 30 days, we will pay imterest

we receive such request to the daie of payment at a rate not less than

as mandated by state law.

om the date

gy 2.NO9% or

i ok gy

Poricy Loans

Life Insurance Compeny of the Sawtbwest :
Administrative Office: One National Life Drive * Montpelier, Vermont 05604 * (800) 732

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

We will loan an amount up to the Loan Value of the policy less the amount of

any outstanding debt, at any time after the first Policy Year. At the
loan the policy must be in force. The policy shall be the sole se¢
loan and must be duiy ass:gncd to us.

b time of the
lurity for the

4-8939
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LOAN VALUE

L.OAN INTEREST
RATE ’

Administrative Office: One National Life Drive * Montpelier, Verm

The Loan Valuc on any day is equal to:

1. ‘the Accumulated Value on such day; less
2. the Surrender Charge on such day; less
3. three times the Monthly Deductions due

Mbonthly Policy Date.

Any loan shall bear interest from the date the loan
Rate may change from Policy Year to Policy Year.

The Loan Interest Rate on the Effective Date of the
Section. Such rate shall apply to any debt to uvs on

ge ID:#:156

on ‘the most recent prior

is made. The Loan Interest

policy is stated in the Data
this policy undl the rate is

changed by us. We may change the Loan Intcm‘st Rate only on a Policy

Anniversary, after which the changed rate will apply

‘to us on the policy. The Loan Interest Rate is suk
interest rate of 3.00% and shall not exceed the M

Maximum Rate allowed is the greater of:

to any new or existing debt
ject to a minimum anaual
Lximum Rate allowed. The

1. the Published Monthly Average for the cilendar month ending two

months before the calendar month in whi

OCCHIS; OF '
2. the yearly Accumulated Value Interest Ra

plus 1%.

The Published Monthly Average shall be the Mog

ch the Policy Anniversary

shown in the Data Section

dy’s Corporate Bond Yield

Average -~ Monthly Average Corporates, as published by Moody’s Investors

Service, Inc., or any successor to it. If at any tr

he that Published Monthly

Avetage is no longer published, a substantially similar average, established under
the law of the state where this policy was delivered, $hall be used.

¥f on any Policy Anniversary the Maximum Rate then allowed is at least 0.50%
per year less than the Loan Interest Rate in effect for this policy during the prior

Policy Year, we will decrease the Loan Interest Ra

for this policy. If on any

Policy Anniversary the Maximum Rate then allowed is at least 0.50% per year
more than the Loan Interest Rate in effect on this palicy during the prior Policy
Year, we may increase such Loan Interest Rate. H im ased, it shall be increased

t0 a rate pot-greater than the Maximum Rate then

We will give to'the Owner:

owed.

1. notce of theioér_l Intere_strRate in effect for this policy at the time a

loan is made; and

2. at least 30 days’ advance notice of any inj

o ' Rate, if there is any debt to us on this policy
Life Insuranc

Home Office: 1300 West Mockingbird

rrease in the Loan Interest

: Comparny of the Soutfnvest
st 35604 * (800} 732-853%9
T.anz * Dallas, Texas 75247
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rems,

GeNERAL LoAN
TeERMS

PavymMeNT OPTIONS

In no event shall the Loan Interest Rate exceed the highest loan
allowed by law of the stare in which this policy is delivered.

Page |ID #:157 -
4 -

interest rate-

After the loan is made, loan intrest shall be due on the next and 4l fater Policy
Anniversaries. If gny interest is not paid when due, it shall be addfd to the loan

and bez: interest pn the same terms.

The debt secured by this policy includes 1oans, unpald loan interest and accrued

loan interest not otherwise due.
All or any part of the debt may be paid t0 us at any time prior to:

1. the death of the Insured; and
2. surrender of the policy.

However, during a Grace Period the debt may not be repaid. Unless the Owaer
. specifies, any payment to us shall be deemed a premium payment and not

payment of the debt. At the death of the Insured or upon the

nder of the

policy, all debt shall become due at once. It shall be paid from the policy values.

We may defer any policy loan, other than one to pay premiums o our policies,

for ot more than six months.

OrPT10N EFFECTIVE
DaTE

Life Brsurance Ccmpany of the Soatkwest
Administrative Office: One National Life Drive * Montpelier, Vermosnt 05604 * (800) 734

Home Office: 1300 West Mockingbird Lane * Dallgs, Texas 75247

In lien of 2 luinp sum setlement, all or part of the proceeds of this policy may
be applied under 2 Payment Option. When proceeds are applied under a
Payment Option, all other rights and benefits under this policy shall cease.

In 2ddition 1o the following options, other payment options may be available.

The Option Effective Date is the date the proceeds become payable

-8939

8212CA(0305)
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GENERAL PAYMENT -
OrTioN TERMS

CHGICE OF
OvrioN

CHANGE OF
Paymenr OPFTI

I

[

Lump Sum
REMOVAL OF

PROCEEDS AFPPLIED

TUnDER A PAYMENT
OPTION '

Tf the proceeds to be placed under a Payment Optign are less than $5,000, we -
may pay them in one sum to the payee who otheryise would receive the first
payment under the option. If any payments would be less than $100, we will

change the frequency to provide payments of at least$100.

If the proceeds are assigned on the Option Effective Date, we will pay the
assignes’s share in one sum and place only the belapce under the option. After

the Option Effective Date neither the payments nor the remaining value may be
assigned or encumbered. To the extent the law permits, they ate not subject to

any claims against the payee.

We may requi:e- proof to our satisfaction that any pdyce is alive on the date any
payment is due.

Choice of an opﬁon may be made:

1. by the Owner if the Insured is living; or
2. by the Beneficiary if the Insured is not living and if no opdon is in

effect.

Eguoivalent paymens for 12-, 6, 3»,‘ or 1-month intervals mey be chosen. The
options are described in terms of monthly payments) We will quote the amount

of other payments on request.

We may issue a document stafing the terms of the opton.

The right to change Payment Options exists under Qptions 1, 2, and 4. At the
time of change the remaining value under the old option shall become the
proceeds to be placed under the new option.

Lump sum payments may be taken from the remaihing proceeds placed under

Payment Options 1, 2, and 4.
Under Options 1 and 4 all or any part of the remaiking value may be taken at
any time, though no more than four transactions|may be made during any
calendar year. ' : _

Life Insurancy Company of the Southwest

Administrative Office: One National Life Drive * Montpelier, Verm Lot 05604 * (800) 732-8939

8212CA(0305)

Home Office: 1300 West Mockingbird[Lane * Dailas, Texas 75247
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Orr10N 1
~-PAYMENT OF
INTEREST ONLY

OPTION 2
-PAYMENTS FOR A
StaTED TwmE

Under Option 2 the entire remaining value may be taken at any tn

No lump sum removal of proceeds may be made under Options 3,

Interest at a rate of 1.50% per year shall be paid either for:

1. the life of a choser human being; or
2. a chosen period. '

. We may.pay more interest in any given year. Upon the carlier of

the chosen human being or the end of the chosen period, any res
will be paid. The first payment shall be made one month afte
Effective Date. I the payee is not a human being, payments may
for more than 30 years. :

Equal monthly payments shall be made for a stated number of ys

monthly payment is shown in the table. The monthly payments

1C.

5, 6, or 7.

the death of

maining value
r the Opticn
1ot confinue

2ars. The ﬁrsc
based on an

payment shall be made on the Option Effective Date. The a%rnnt of each

interest rate of 1.50% per year. We may pay more interest in any
: per ¥ ¥

Life Insumnce.(?ompany of the Sonthwest

Administrative Office: One National Life Drive * Montpelier, Vermont 05604 * {800} 73

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

ear.

2-8932

8212CA{0305)
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OFTION 3
~-PAYMENTS FOR
Lirz

Administrative Office: One National Life Drive * Monpelier, Verm

Option 3 Table on request.

Option 2 Table
Monthly Payments for Each $1,000 of Procesds

Stared Number of Years Monthly Payments
5 1728
a 14151
7 12(53
8 1104
g 589

10 8i%6
11 821
12 7158
13 - 7105
14 - 659
15 &20
i6 385
17 5L55
18 5127
19 503
20 4L81
21 462
2 44
23 328
24 13
25 3199
26 386
27 3175
28 364
2% 3154
30 T 344

Equal menthly payments shall be made for any gugranteed period chosen and

thereafter during the life of a chosen human being:
made on the Option Effective Date. The amount

The first payment shall be

of each monthly payment

depends on the age and sex of the chosen human being on the Option Effective
Date and on any guaranteed period chosen. We [may require proof to our
sarisfaction of such age. We may require like proof that such human being is -
alive on the dare any payment is due. The guarantced period may be five or ten
years or a Refund period. A Refund period extinds until the sum of the

payments is equal to the proceeds placed under

the option. The monthly

payments are based on an interest rate of 1.50% per year. We may pay more

interest in any year during the guaranteed period. We will quote the amount of

monthly payments for lower ages and guaranteed

pericds not shown in the

Life Insurance Company of the Southwest

prt 03604 * (800} 732-8939

Horte Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

8212CA{D305)
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98-1VS-1DE . Dacument.5-1 .. Filed 10/29/10..-Page '-'w?-.n.f..Q.Q....... Page ID#:161 e

- Option 3 Table
Mont[rﬂy Payments for Each $1,000 of Proceeds
{Amounts shown are for the age nearest birthday on the Option Effective Date}
Guaranteed Period
Male Female -
Age None 10 Years Refund None 10 Years Refund
S0 3324 T $3.22 33.02 $3.00 $2.99 - $2.86
51 3.31 3.29 308 3.06 3.05. 2.91
52 3.39 336 3.13 3.13 31 2.96
33 3.47 344 3.19 - 319 - 3.13 3.02
54 3.55 3.5 3.23 326 325 3.07
55 3.63 3.60 331 3.34 3.32 3.13
36 3.73 3.68 3.38 3.41 3.38 319
57 3.82 3.77 3.45 3.50 3.47 3.26
58 3.5z 3.87 3.52 3.58 3.56 3.32
59 4.03 3.57 3.60 3.68 3.64 3.3%
.60 4.15 4.07 3.67 3.78 -3.74 3.46
61 4.27 4.13 3.76 3.88 3.83 3.54
62 4.40 430 '3.84 3.99 3.94 3.62
&3 4.54 4.42, 3.93 4.11 4.05 3.7G
54 4.69 - 4.55 4.02 423 416 3.79
65 4.85 - 4.69 4.12 4.37 428 3.88
66 5.02 4.83 423 4.51 4.41 3.98
67 5.20 4.98 4.33 4.66 4.55 4.08
68 3.39 513 445 4.83 4.69 4,19
£2 5.60 . 5.29 4.57 5.00 4.84 4.30
70 5.82 545 4.7 - 5.1% 5.00 4.43
71 6.05 5.62 4,82 539 517 4.55
72 6.30 579 496 5.61 5.34 4.68
73 £.57 5.96 5.11 5.85 3.52 4.82
74 6.85 6.14 325 6.11 571 4.98
75 7.15 6.32 5.41 6.39 3.51 513
76 7.47 6.51 3.59 6.69 6.11 “5.30
77 7.82 6.62 5.75 7.01 - 631 5.47
78 8.1% 6.87 5.93 7.36 6.52 .66
79 8.59 7.05 &.14 774 - 8.73 533
80 -2.61 722 6.34 8.16 6.93 6.04
81 2.47 7.39 6.55 8.60 7.13 529
82 - 395 7.56 6.77 2.69 7.33 6.50
83 10.47 7.71 7.00 9.61 7.52 6.76
84 11.02 7.86 7.25 10.18 7.69 7.00
B85+ 11.61 8.00 7.52 10.79 7.86 726
+ Higher ages the same -
Life Insurance Comparny of the Soutlwest
Administrative Office: One National Life Drive * Montpelier, Vermont 05604 * (800) 732:8939
Home Office: 1300 West Mackingbird Lane * Dallgs, Texas 75247
: ' Page 24
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OPrIoN 4 -
-PAYMENTS OF A
STaTED AMOUNT

OFTION § - LIFE
ANNUITY

OPTION 6 - JOINT
AND Two-THIRDS
AnNUITY

Adminisirative Office: One National Life Drive * Montpelier, Verm

Equal menthly payments of a stated amount shall §
with interest at 1.50% per year on the. unpaid bal

payment shall be made on the Option Effective Da

be at least $10 per month for each $1,000 of p

2:53.0£99..Page ID#:162. .

ie made unti! the proceeds,
nce, are used up. The first
. The amount chosen must
s placed under this option.

We may add more-interest to the unpaid balance in any year, which will extend

the mumber of payments. The last payment will be fo

Equal monthly payments shall be made in the same o

1. the amount of each payment shall be baseq

tates on the Opton Effective Date; and
2. no additional interest shall be paid.

Equal monthly payments shall be made while twg
both living. Upon the death of either, two-third

r the balance only.
nanner as Option 3 excepr:

on our current settlement

chosen human beings are
: of the amount of such

payments shall continue during the life of the survivor. The first payment shall

be made on the Option Effective Date. The amoun;
depends on the ages and sexes of the chosen hu
Effective Date. We may require proof to our satisfa
require like proof that any chosen human being is ali
conditioned on the life of sach human being is due.
monthly payment is shown in the table. We will q
payments for any other age combination on request.
based on an interest rate of 1.50% per year. No
paid.

Life Insuranc

Home Office: 1300 West Mockingbird

- of eacli monthly payment
an beings on the Option
ipn of their ages. We may
¢ on the date any payment -
The initial amount of each
the amount of monthly
The monthly payments ate
dditional interest shail be

: Comparry of the Southwest
orat OS604 * (800) 732-8939
Lane * Dallas, Texas 75247

8312CAI0305)
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’ Option 6 Table _
Monthly Payments for Each $1,000 of Proceeds

{Amounts shown are for the age nearest birthday on the Option Bifective Brate)

Page 1D #:163

Ages One Male Ages Oze Male
of and of and
RBoth One Female Both Oné Femal
50 £2.97 &8 3’72 -
5 3.03 653 ' 4.89
52 3.09 70 5.06
‘53 3.16 -7 5.5
54 322 T ' 15.46
55 3.28 ' 73 5.68
56 3.37 74 5.91
57 345 75 6.16
58 3.53 .76 - 5.43 -
59 3.62 77 572
1] 372 78 7.04
&1 3.82 79 7.37
&2 3.92 30 7. 74
63 4.04 . 3 ' 8.12
&4 4156 33 ‘ 8.54
65 428 83 ~ gos
&6 4.42 . 84 : 9.48
Y 457 835+ ' 9,99
+ Higher ages the same

Qr1iION 7 - 50%
SURVIVOR
ANNUITY

Life Insurance Company of the Southwest o .
. Administrative Office: One National Life Drive * Montpelier, Vermont 03604 * (800} 734-8539

Howme Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

Equal monthly payments shall be made during the Iife of the chosen psimary
human being. Upon the death of the chosen primary human being) 50% of the
amount of such payments shall continue during the life of the ch
human being. The first payment shall be made on the Option

The amount of cack monthly payment depends on the ages and|sexes of the
chosen human beings on the Option Bffective Date. We may reqnire proof to
our satisfaction of their ages. We may require like proof that any chosen buman
being is alive on the date any payment conditioned on the life off such human
being is due. The initdal amount of cach monthly payment is showr} 1
We will quote the amount of monthly payménts for any other age combination
on request. The monthly payments are based on an interest rate £ 1.50% per

year. No additional interest shall be paid.

8212CA(0305)
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Option 7 Table
Monthly Payments for Bach $1,000 of Proceeds

{Amounts shown are for the age nearest birthday on the Option| Effective Date)

Male Femnale Male . Female
Ages Pritary Primary Ages Primary ~ Primary
of - Female Male © o of Female - Male
Both Secondary - Secondary Both Secondary Secondary
50 $2.96 $2.85 68 $4.567 3444
51 . 3, 2.9¢ €9 4.83 4.60
- 52 307 2.96 70 . 5.00 4.76
53 3.14 302 71 5.19 4.93
34 3.20 3.08 - - 72 5.38 - 512
55 3.27 3.15 73 5.59 532
56 3.35 3.22 74 5.82 5.53
57 3.43 3.29 75 6.06° 5.77
58 - 3.51 .37 76 6.31 6.01
59 3.60 345 77 6.59 6.28
60 3.69 ©3.53 78 6.88 6.57
&1 379 3.62 79 7.20 6.89
62 3.89 372 80 7.54 7.22
;o _ 63 4.00 3.82 : 81 7.90 7.59
5 &4 432 3.93 82 8.29 7.98
%) 4.24 405 a3 3.71 3.40 -
&6 438 417 84 9.16 ‘B.86
&7 452 4.30 85+ 9.64 9.34
+ Higher ages the same

' Life Insurance Company of the Southwest
Admmzstmtwe Office: One National Life Drive * Montpelier, Vermpnt 05604 * (800} 732-893%
Home Offices 1300 West Mockmgbtrd Lane * Dallas, Texas 75247

Pgge 27
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Fixep NeT CosT LoAN ENDORSEMENT

This endorsement _inﬁoduc:s'a Fixed Net Cost Loan option into the policy to
which it is attached. The following text is added to the Policy Loans secrion of

the policy:
“Fixed Net Cost Loan

As an alternative to loans on which interest is charged as describeé within the
Loan Interest Rate provision of this policy, a loan may be tmken which has a -
fixed net cost known in advance.

When a Fixed Net Cost Loan is made, Accumulated Value in the amount of the
loan and any unpaid loan interest will be removed from the Interest Crediting

Strategies in the following order:

first, from the Basic Strategy until exhausted;

second, from the Fixed-Term Strategy until exhausted; :
third, from the Bquity Indexed Strategy 2 until exhausted; and
fourth, from the Equity Indexed Strategy 1 until exhansted.

Pl

If the Fixed-Term Strategy andfor the Equity Indexed Strategies have multiple
segments, deductions will be made in the reverse order in which the segments

were created.

The Accumulated Value removed from the Interest Crediting Strategies will be
held apart from other Accamutated Value in this policy in a collateral account
where it will be credited the same interest rawe that will be charged on the Fixed

Net Cost Loan. :

Repayments of a Fixed Net Cost Loan, including payments of loan interest, will
be applied to the outstanding loan balance, and the amount repaid will be
deposited into the Basic Strategy. The amount of Accumulated Value held in the
collateral account will alse be reduced by the amount of the repayment.

'This option may not be selected until the beginning of the tenth policy year.
Any outstanding Policy Loans made prior to that time must be repaid before a
Fixed Net Cost Loan can be taken. The policy may not have a Fixed Net Cost
Loan on it 2t the same time that a non-Fixed Net Cost Loan is in effect.”

The second paragraph of the Accumulated Value provision of this policy has
been revised as follows: -

“The Accumulated Value on any other date is equal to the sum of the values of
the Basic Strategy, the Fixed-Term Strategy, the Equity Indexed Strategy 1, the
Equity Indexed Straregy 2, and the value of any loan collateral account.”

Life Insurance Companja of the Soutbwest

Administrative Office: One National Life Drive * Montpelier, Vermont 05604 * (800) 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

Page 1




Signed for Life Insurance Company of the Southwest at Dallas, Texas, by

Qacgus: um (soitie

Secretary

Life Insurance Co;npgny of the Southwest .
Adntinistrative Office: One National Life Drive * Monipelier, Vermomnt 05604 * (800} 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
2314{0206)
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~Case 2:10-cv-09198-JVS-JDE .. Document.5:1... Filed 10/29/10....Rage.59.0£.99...Rage 1D #1168

OVERLOAN PrROTECTION RIDER

We, Life Insurance Company of the Southwest, agree to the excrcise of this rider
subject to the conditions stated below.

In the absence of this Overloan Protection Rider, when the debt 1o us on the
policy causes the policy to enter a Grace Period, additional premium must be
paid or the policy will lapse. Alternarively, exercise of this rider before the
policy lapses will maintzin life insurance protection. This rider may be
exercised, subject to the Conditions of Rider Exercise enumemte-:i below, if all

of the following conditions are met:
1. the Insured’s Attained Age is greater than or equal to 75; and
2. the policy to which this rider is attached must have been in force for at

least fifteen years from the policy Effective Date; and
3. outstanding debt on the policy must excesd the total Face Amount of

the policy; and
4. the outstanding debt to us divided by the excess of the Accumulated

Value over the Sutrender Charge must exceed 0.95.

Notification will be sent to you when these conditions have been met. The rider
must be excrcised within sixty days of the date we mail notification. If not
exercised within that sixty days, the rider will be terminated.

EXERCISE OF RIDER

Upon exercise of thjs rider, the policy to which it is attached will be modified as
described below.

INTEREST
CREDITING
STRATEGIES

The Index Earnings for each Eqmty Indexed Segmanr will be increased as
necessary so that the annual rate of Index Earnings for the eiapsed term of that
segment is at least equal to 2.00%.

Al values from the Rixed Term.Strategy and the Equity Indexed Strategies will
then be transferred to the Basic Strategy. No further transfers from the Basic

Strategy to any interest crediting strategy may be made.

EFFECT ON PoLicY
Loans

Any Pohcy Loan which is not a Fxxed Net Cost Loan will be rewtiten as =
Fixed Net Cost Loan. No additional pollcy loans may be made on the poliey.

Life Insurance Company of the Southvest

Administrative Offices One National Life Drive * Momtpelier, Vermont 05604 * (800} 732-8933
Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
Pzzge 1
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s

CoNDITIONS OF
Rines EXERCISE -

The following conditions will becoms effective:

no additional premiums may be paid mto the policy;
. withdrawals will no longer be allowed;
Moanthiy Deductions will cease; ‘
any additional benefit riders whose monthly cost was incladed in the
Monthly Deduction will be terminated; and '
S. the policy Death Benefit Option will be switched to Option A if Option
"B is in effect. No further change in Death Benefit Option will be

permitted.

A

CosT OF THIS RIDER

When this rider is exercised, there will be 2 one time Exercise Charge. The
Exercise Charge will be equal to the product of the Exercise Charge Percentage
shown on the Overloan Protection Rider Data Page for the Atteined Age at the
fime of exercise multiplied times the Accumulated Value of the policy. The
Exercise Charge will be deducted from the Basic Strategy of the policy.

GENERAL TERMS

REINSTATEMENT

If this rider is in force at the time of policy lapse, it may be reinstated upon
policy reinstatement.

TERMINATION
This rider will terminate on the earliest of the following:

1. the date that the policy to which this rider is atrached terminates or

matures; Of
2. sixty days following our mailing of notification that the conditions for

exercising this rider have been met; or
3. the Monthly Policy Date following the receipt of written request

terminate this rider.

e,

'Life Irsurance Compary of the Southwest o _
Adsministrative Office: Ore National Life Drive * Montpelier, Vermont 05604 * {800) 732-893%

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
83‘15(0206) ’
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ErFECTIVE DATE

The effective date of this rider is the pohcy Effective Date unless 2 iater date’ i3
- shown below. . ,

Signed for Life Insurance Company of the Southwest at Dallas, Texas, by

Secretary

Rider effective date if different from policy Effective Date:

Life Insurance Company of the Southrvest

Administrative Office: One Naﬁo:mzf Life Drwe *+ Momtpelier, Vermont 05604 * (800) 732-893%
H ome Office: 1300 West Mockmgbtfd Lane * Dallas, Texas 73247 .
FPage 3
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ACCELERATED BENEFITS RIDER 1

This rider adds bepefits to your policy. It is issued in consideration of the
application and your request for coverage. There is no additional cost for this

benefit.
BeNEFIT
We will pay the Accelerate Benefits Amount to the Owner during the lifetime of
the Insured. Such benefit will be paid:
1. upoan clection by the Cwner; and
2. in lien of payment of the full death benefit of the policy or Other
Insured Rider upon death of the Insured; and
3. subject 1o the terms of this rider.
ACCELERATED
BENEFITS AMOUNT
The Accelerated Benefits Amount {“Amount” ) will be determined when the
Owner clects Accelerated Benefits. It will be determined as of the Election Date.
- The following factors may be used in the determination of the Amount:
[ .
' 1. the Cash Surrender Value of the policy or rider; and
2. future premiums payable under the policy or rider; and
3. fumre expected lifetime of the Insured; and
4. any administrative fee assessed; and
5. the Accelerated Benefits Intetest Rate in effect.
ACCELERATED
BeNEFTTS INTEREST
RaTte
We will declare the Accelerated Benefits Interest Rate. r will not exceed the
greater of:
i. the yield on 90-day U.S. Treasury Bills on the Election Date; and
2. the maximum adjustable policy loan interest rate allowed by law on the
Election Date. :
The Amount will be paid in one fump sam.
MaxiMoMm
AMOUNT

We reserve the right to set a maximum amount that we will péy under this and
any other Accelerated Benefits Rider on the life of any insured pérson. If we do
so, it will be no less than $500,000. )

o , : Life Insurance Company of the Southwest
Admisnistrative Office: One National Life Drive * Montpelier, Vermont 05604 * (800} 732-893%
Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
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~ Furw ELECTION

"ParTiAL ELECTION

TERMINAL ILLNESS

PHyYsICIAN

Under a Full Election, the Amount will be paid in lien of any fumre death
benefit under this policy or rider. The Amount mmust first be applied to pay all
debt to us on this policy or rider. The policy or rider to which this rider is
zttached will terminate on the Blection Date.

Under a Partial Blection, the Amount will be paid in lien of a portion of any
future death henefit payable under this policy or rider.

The Amount must fifst be applied on a pro rata share of a:§1y outstanding debt
to us on this policy. A pro rata share of such debt will remain. The debt will be

reduced by the percentage of the death benefit accelerated.

The portion of the life insurance coverage that remains in force must not be less
than our minimum issue limit for this plan of inserance. The new premiums and
charges for the remaining portion will be as if the contract had been originally
issued at the reduced amount.

Accelerated " Benefits can be elected only if the Insured is Terminally IIL
Terminally Il means that the Insured under this rider has been certified by a-
Physician as having an illness or chronic condition which can reasonably be
expected 10 result in death in 24 months or less from the date of certification.

A Physician is a duly licensed medical Physician who is recognized by the law of
the state in which treatment is received. Physician does not include the Owner,

 the Insured, or a member of the Owner or the Insured’s immediate families.

DISPOSITION OF
ADDED BENEFTT
RipERS

Upon a Full Eleétfon, all riders attached to the policy will terminate as if che
Insured had died on the clection date.

Upon a Partial Election, all riders will continue w0 be effective subject to the
terms and conditions of each rider.

Upon a Full Election or Accelerated Benefits for coverage under an Other

Insured Rider, all riders providing additional bencfits to the Other Insured will

terminate as if the Other Insured had died on the election date. The policy and.
all other attached riders will contimue to be in force and effective subject to the
terms and-conditions of the policy and the other ridets. :

Life Insurance Compm:y of the Southwest ) ,
Administrative Office: One National Life Drive * Montpelier, Vermont 05604 ~ (800) 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

8052(0798)
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Upon a Partial Election of Accelerated Benefits for coverage under an Other
Insured Rider, the policy and all the attached riders will continue to be in force
and effective subject to the terms and conditions of the policy and the other

riders. -
E1LECTION DATE

The Election Date is the date that the Application for Election of Accelerated
Benefits is signed by the Owner of this policy. '

EizcTiON
To elect Accelerated Benefits, the Owner-must complers an Application for .
Election of Accelerated Benefits. We will -provide this Application at the
Owner’s request. The Owner mist provide us with the written consent of any
assignee and any Irrevocable beneficiaries. We may request that the contract
accompany the Application to our Administrative Office. :
LecaL
REQUIREMENTS
1f the Owner is required by law to elect Accelerated Benefits to meet the claims
;- . of creditors, whether in bankruptcy or otherwise, Accelerated Benefits will not
{ be available. :
If the Owner is required by a government agency to elect Accelerated Benefits to
apply for, obtain, or keep a government benefit or entilement, Accelerated
Benefits will not be available.
INCONTESTABILITY
This rider is contestable on the same basis as the policy or rider to which it is
attached. '
PROOF OF
TERMINAL [LLNESS

We must receive written proof satisfactory to us that the Insured is Terminally
Hl. Such written proof must include a statement from a Physician certifying that

the Insured is Terminally I

We have the right to have the Insured examined by a physician of our own
choice when and as often as we may reasonably require while an election of -
Accelerated Benefits is pending. Such examination will be made at our expense.

Life Insurance Company of the Southwest

Administrative Office: One Nationa! Life. Drive * Morntpelier, Vermont 05604 * {800} 732-8939
' Home Office: 1300 West Mockingbird Lane * Dallas, Texas 73247

. Pege 3
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TERMINATION OF
ACCELERATED
BeNEFIT FOR EACH
INSURED

Coverage for each Insured under this tider shall terminate on the earliest of:

1. the Election Date for Accelerated Bencfits of the Tnsared; oz
2. the date the life coverage for the Insured terminares; or
3. the Monthly Policy Date following onr receipt of the Owner’s written

request to terminate the Insured’s coverage under this rider.

TERMDNATION OF
RIDER

This entire rider shall terminate an the earliest of

1. the Election Date for Accelerated Benefits of the last reniaining covered
Insured; or ' . .

2. the date the policy terminates; or .
3. the Monthly Policy Date following our receipt of the Owner’s written

request to terminate this rider.

EFFECTIVE DATE

The Effective Date of this rider is the policy’s Date of Issue or Other Insured
Rider’s Effective Date unless a later date is shown in the policy’ Data Section.

Qaguer dgnn Leoitie

Secretary

Life Insurance Company of the Southwest _ :
Administrative Office: One National Life Drive * Montpelier, Vermont 05604 * {800} 732-8939

Home Office: 1300 West Mockingbird Lane * Dallgs, Texas 75247
8052{0798)
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ACCELERATED BENEFITS RIDER 2

BEMEFITS

TAXATION

ACCELERATED
BENEFITS AMOUNT

This rider adds benefits to your policy. I is issued in consideration of the
application and your request for coverage. There is no addmonal cost for this

benefit.

We will pay the Acceélerated Benefits Amount to the Owner during the lifetime
of the Insured. Such benefit will be paid:

1. upon clection by the Owner; and

2. in lien of payment of the full death benefic of the policy or Other
Insared Rider upon death of the Insured; and

3. subject to the terms of this rider.

The Accelerated Bencfits prcmded under this rider may or may not qualify for |
favorable tax treatment under the Internal Revenue Code. Benefits that are used
to pay for qualified longterm care services may qualify for favorable tax
treatment. Certain benefits not exceeding a per diem limit specified in the
Internal Revenue Code may also qualify for favorable tax treatment. Accelerated
Benefits that qualify for favorable tax treatment will be excludable from your
income and not subject to federal taxation. Tax laws relating to Accelerated
Benefits are complex. You mre advised to consult with a qualificd tax advisor
about drcumstances umder which you could receive Accelerated Benefits

excdudable from income under federal Taw.

The Accelersred Benefits Amounr {*Amount™ ) will be determined when the
Owner elects Accelerated Benefits. Tt will be determined as of each Election
Date. The following factors may be used in the determination of the Amount:

The Death Benefit accelerated; and
the Cash Surrender Value of the policy or rider; and
. futare premiums payable under the policy or rider; and
future expected lifetime of the Insured; and
any administrative fee assessed; and
the Accele:ated Benefits Interest Rate in effect.

R

Each Amount will be paid in a lump sum.

Life Insurance Company of the Southwest

Administrative Oﬁ‘ ice: One National Life Drive * Montpelier, Vermont 05604 * (800) 732-3939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
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ACCELERATED
BENEFITS INTEREST
RATE
- We will declare the Accelerated Benefits Interest Rate. It will not exceed the
greater of:
1. the yield on 90-day U.S. Treasury Bills on the Election Date; and
2. the maximnm adjustzble policy loan interest rate allowed by law on
each Election Date.
MaxiMumMm
BENEFITS AMOUNT
The maximum Death Benefit accelerated in any year is the lesser of 24% of the
life insurance coverage on the initial Election Date or $240,000. This amount is .
prorated over other periods of time for either Periodic or Final Elections. :
We reserve the right to ser a maximum amount that we will pay under this and
any other Accelerated Benefits Rider on the life of any insured person. ¥ we do
so, it will be no less than $500,000.
PERIODIC
ELECTIONS

Under a Periodic Election, the Amonnt will be pzid in lieu of a portion of any
future death benefit payable under this poliey or tider. Pericdic elections can not
be made more frequently than once cach month.

The Amount must first be _appﬁcd on a pro rata share of any outstanding debt
10 us on this policy. A pro rata share of such debt will remain. If applicable, the
Cash Value, Cash Surrender Value, Accumulated Value, and Surrender Charge

will also be reduced by the percentage of the death benefit accelerazed.

“The portion of the life insurance coverage that remains in force may be less than
our minimum issue limit for this plan of insurance. The new premiums and
charges for the rernaining portion will be as if the contract had been originally

issued at the reduced ameount.

Fmear BErzcrioN

Under a Final Election, the Amount will be paid in lieu of any remaining foture
death benefit under this policy or rider. The Amount must first be applied to
pay all debt to us on this policy or rider. The policy or rider to which this rider
is attached will terminate on the Election Date. _

Life Insurance Comparny of the Southwest
Administrative Office: One National Life Drive * Montpelier, Vermant 05604 * (800} 732-8939

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
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CHRONICALLY f1L

! LicensEDp HeaLTH
CARE
PRACTITIONER

LIMITATION ON
PAYMENTS

Accelerated Benefits can be clected under this rider only If the Insured is
Chronically Hl. Chronically Il means that the Insured has been certified, within
the last 12 months, by 2 Licensed Health Care Practitioner as:

1. being unable t perform {wii.:heut substantial assistance from another
person) at least two Activities of Daily Living for 2 period of at least 90

consecutive days; or
2. requiring substantial supervision for a period of at least 90 consecntive

days by another person to protect oneself from threats to health and
safety due to Severe Cognitive Impairment.

Activities of Daily Living are bathing, continence, dressing, cating, toileting, and
transferring.

Severe Cogritive Impairment means deterioration or loss in intellectual capacity
that is measured by clinical evidence and standardized tests which reliably

measure impairment im:

1. shert-term or long-terrn memory; or
2. orientation to people, places, or dme; or
3. dedactive or abstract reasoning.

A Licensed Health Care Practitioner is 2 duly licensed medical Physician, a
registered professional nurse, or 2 licensed social worker and does not include
the Owner, the Insured, or a member of the Owner or Insured’s immediate

families. “Immediate Family” means a child, spouse, pareat, grandparent, or
grandchild of the Licensed Health Care Practitioner.

Daring the first two years that this rider is in effect, we will not accept an
Application for Election of Accelerated Benefits under this rides.

Benefits will not be available under this rider if the Insured is eligible for
Accelerated Benefits under another rider.

Life Insurance Comparny of the Souzbwesz‘

Adm:mszmtwe Office: One Natzomzf Life Drive * Montpelier, Vermont 05604 * (800} 732-893%

Hame Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

8095(039%)

Page 3



Disposmmion oF
ADDED BENEFIT
Ripers

Upon = Periodic Election, all riders will continuc to be effective subject to the
terins and conditions of each rider. )

Upon a Final Election, all riders attached to the policy will terminate as if the
Insared had died on the election date.

Upon a Periodic Election of Accelerated Benefits for coverage under an Other
Insured Rider, the policy and all the attached riders will continue to be in force
and effective sub]ect to the terms and conditions of the pohcy and the other

riders.

Upon a Final Election of Accelerated Benefits for coverzge under an Other
Insured Rider, all riders providing additional benefits to the Other Insured will
terminate as if the Other Insured had died on the election date. The policy and
all the other attached riders will continae to be in force and effective subject to
the terms and conditions of the policy and the other riders.

ELECTION DATE

{ The Election Date is the date that the Application for Election of Accelerated
Benefits is signed by the Owner of this poh(:jr

ELECTION

To clect Accelerated Benefits, the Owner must complete an Application for
Election of Accelerated Bencfits. We will provide this Application at the
Owner’s request. The Owner must provide us with the written consent of any
assignee and any irrevocable beneficiarics. We may request that the contract
accompany the Application to our Administrative Office.

LEGAL

REQUIREMENTS
If the Owner is required by law to elect Accelerated Benefits to meet the claims
of creditors, whether in bankruptcy or otherwise, Accelerated Benefits will not
be available.

If the Owner is required by a government agency to elect Accclerated Benefits to
apply for, obtain, or keep 2 government beneﬁt or entitlement, Acceleraced

Benefits will not be available.

INCONTESTABILITY

This rider is contesmbic on the same basxs as the pohcy ot rider to which itis
attached.

Life Irzsmam:e Company of the Southwest
Administrative Office: One National Life Drive *Morztpelzer, Vermont 05604 * {800) 732-8939

Home Offica: 1300 West Mockingbird Lune * Dallas, Texas 75247
8095(0399)
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ProoF OF
CHRONICALLY I1LL

We must receive written proof satisfactory to us that the Insured is Chronically
1), Such written proof must include 2 statemnent from 2 Licensed Health Care .

Practitioner certifying that the Insured is Chronically IH.

We have the right to have the Insured examined by a Licensed Health Care
Practitioner of our own choice when and as often as we may reasonably require
while an election of Accelerated Benefits is pending. Such examinations will be

made at our expense.

TERMINATION OF
ACCELERATED
BENEFITS FOR
FacH INSURED

Coverage for each Insured under this rider shall terminate on the earliest of:

1. the Final Election Date for Accelerated Begefits of the Insured; or

2. the dare the life coverage for the Insured terminates; or

3. the Monthly Policy Date following our receipt of the Owner’s written
request to terminate the Insured’s coverage under this rider.

] TERMINATION OF
- Riper

This entire rider shall terminate on the carliest of:

1. the Final Election Date for Accelerated Benefits of the last remaining

covered Insured; or
2. the date the policy terminates; or
3. the Monthly Pelicy Date following our receipt of the Owner’s written

reguest W terminaie this rider.

ErreeTive DATE

The Effective Date of this rider is the policy’s Date of Issue or Other Insured
Rider’s Effective Date unless a later date is shown in the policy’s Data Section.

Qecgue: Gnm (vt

Secretary

R _ : Life Insurance Company of the Soatbwest
Administrative Office: One National sze Drive ® Montpelizr, Vermont 05604 * (800} 732-8939

Home: Oﬁ:ce: 1300 West Mockingbird Lane * Dallas, Texas 75247
Page 5
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ACCELERATED BENEFITS RIDER 3

This rider adds benefits to ‘your policy. It is issued in consideration of the
application and your request for coverage. There is no additdonal cost for this

benefit.

BENEFITS

We will pay the Accelerated Benefits Amount to the Owner during the lifetime
of the Insured. Such benefit will be paid:

1. upon election by the Owner; and

2. in lien of payment of the full death benefit of the policy or Other
Insured Rider upon death of the Insured; and

3. subject 10 the terms of this rider.

TAaxATION

The Accelerated Benefits provided under this rider may or may not be taxable.
Tax laws relating to Accelerated Benefits are complex. You are advised to
consult with a gqualified tax advisor regarding the tax treatment of any bencfit
paid under this rider.

i ACGELERATED
BeNEFTTS AMOUNT

The Accelerated Benefits Amount ("Amount” } will be determined by us when
the Owner files a claim for Accelerated Benefits. It will be determined as of
each Election Date. The following factors may be used by us in the
determination of the Amounn

the Death Benefit accelerated; and -

the Cash Surrender Value of the policy or rider; and

foture premiums payable uader the policy or rider; and

our assessment of the furure expected lifetime of the Insured; and
any administrative fee assessed; and

the Accelerated Benefits Interest Rate in effect.

Ot

Each Amount will be péid in a lump sum. The Amount paid will never excesd
the Death Benefit accelerated. It will never be less than the Cash Surrender
Value, if any, corresponding to the portion of the Death Benefit accelerated,

v,

Life Insurme Company of the Southwest

Administrative Off ice: One Nationgl Life Drive * Montpelier, Vermtont 05604 * {800} 732-8939
Home Office: 1300 West Mockmgbzrd Lare * Dallas, Texas 75247
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ACCELERATED
BENEFITS INTEREST
RaTte

We will declare the Aceelerated Benefits Interest Rare. Ir will not exceed the
greater of
1. the yield on 90-day U.S. Treasury Bills on the Election Date; and
2. the maximum adjustable policy loan interest rate allowed by law on
each Election Dare.

QuUALIFYING EVENT

An Accelerated Benefit can be elected under this rider enly if the Insured
experiences a Qualifying Event covered under this rider while the policy and this
rider are in force. The Qualifying Events covered under this rider are: .

1. Heart Attack {myocardia! infarction) - The death of a portion of the
heart muscle resulting from inadeqguate blood supply to the relevant
area. Heart Attack does not include angina or the chance finding of
electrocardiographic {BKG) changes indicative of a previous heart
attack. The diagnosis of Heart Atteck must be based on the presence of
all of the following: .

a) Chest pain '
b) Associated new EKG changes which support the diagnosis; and
¢} Elevation of cardiac (heart) enzymes above stendard laboratory

levels.

2. Stroke - A cerebrovascular accident or infarction {death} of brain tissue
cansed by hemorrhage, embolism, or thrombosis lasting more than 24
hours and producing measurable neurological deficit which persists for
at least 30 consecutive days following the occurrence of the Swoke.
Stroke does not inclade transient ischemie attacks.

3. Diagnosis of Cancer. Cancer means a disease manifested by the presence.
of one or more malignant tumnors and characterized by the uncontrolled
growth and spread of malignant cells and the invasion of normal tissue.
Cancer does not inclode:

a) Any skin cancer, except invasive malignant melanoma into the
~ dermis or deeper;
b) Pre-malignant lesions, benign mmoss, or polyps; and
¢} Carcinoma m—sxtu.

4, Diagnosis of End Stage Renal Failure. End Stage Renal Failure means
the irreversible and total failure of both kidneys which requires the
undergoing of renal transplantation or regular renal dialysis.

. Life nsurance Company of the Southwest

Administrative Officer One National Life Drive ¥ Montpelier, Vermoint 05604 * {809) 732—8939
Home Office: 1300 West Mockingbird Lane * Dallgs, Texas 75247

£165(0703) Page 2
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5. Major Organ Transplant - The receipt by transplant of any of the
following organs or tissues: heart, hing, liver, kidney, pancreas, or bone
MALLOW, . ) ' )

6. Diagnosis of ALS{Amyotrophic Lateral Sclerosis) by a qualified
Physician.

7. Blindness - The total and permanent loss of sight in both eyes as a result
of disease or injury. Total loss of sight in an eye is defined as corrected
vision of 20/200 or worse.

Maxivum DEATH
BENEFIT THAT
May Be
ACCELERATED

The Owner may elect to accelerate all or a portion of the Insured's Death
Benefit in force under the policy on the Election Date. '

{_ We resetve the ﬁght to set a maximnm death benefit that may be accelerated
under this and any other Accelerated Benefits Rider on the life of any insured

person. I we do so, it will be no less than $500,000.

LIMITATION ON
PAYMENTS

No Accelerated Benefit will be'-paid under this rider for any Qualifying Event
that ocenrs on or before the 30th day following the effective date of this rider
unless such Qualifying Event directly resulted from accidental injury.

No Accelerated Benefit will be paid under this rider for any Qualifying Event
that directly results from self-inflicted injury or attempted suicide.

Life Insurance Company of the Southwest

Administrative Office: One National Life Drive * Mortpelier, Vermont 05604 * (800) 732-8939
Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
' Page 3

8165(0703)



(_ﬁ

CLAIMS

Fuil FrecTiONR

ParTiaL ELECTION

_Page 75 0f 99...Page.-1D. #:184

You must send us a written request to file a claim under this rider utilizing a
form provided by uvs. Any claim for benefits for a given Qualifying Event must
be filed within 365 days following the occurrence of such Qualifying Event.

Before any benefit can be paid under this rider, you must furnish us with
written proof satisfactory to us that the Insured has experienced a Qualifying
Event covered under this rider. Such proof will include but not be limited to:

1. A certification from a Physician that the Insured has experienced a

Qualifying Event covered under this rider; and
2. Complete records of the Insured’s medical history, diagnoses, and

Teatments,

We have the right to have the Insured examined by 2 Physician of our own'
choice when and as often as we may reasonably require while a claim for
Accelerated Benefits is pending. Such examinations will be made at our expense.

Physician mcans a doctor of medicine or osteopathy, practicing within the scope
of his or her license issucd by the jurisdiction in the United States of America in
which his or her services are rendered. Physician does not inciude the Owner,
the Insuted, or a member of the Owner's or the Insured’s Immediate Families.
Immediate Family means a person’s parents, stepparents, grandparents, Spouse,
children (adopted, nawural, or step), siblings, grandchildren, ot in-laws. :

Under a Full Elecrion, the Amount will be paid in liew of any fumre death
benefit under this policy or rider. The Amount st first be applied to pay all
debt o us on this -policy or rider. The policy or rider to which this rider is
attached will rerminate on the Election Date.

Under a Partial Election, the Amount will be paid in lieu of a portion of any
future death benefit payable under this policy or rider. '

The Amount must first be applied to pay a pro rata share of any outstanding
debt to us on this policy. Upon a Partial Election, the Insured’s life insurance
Face Amount or Coverage Amount, and if applicable, the Cash Value, Cash
Surrender Value, Accumulated Value, Surrender Charge, and outstanding debt
under the policy will be reduced in the same proportion as the reduction in the

Insured’s death benefit. o

The portion of the life insurance coverage that remains in force may be less than
our minimum issue limit for this plan of insurance. The mew premiums and

* charges for the remaining portion will be as if the contract had been originally

issued ar the redoced amount.

Life insurance Comp:mjr of the Southwest _
Administrative Office: One National Life Drive * Montpelier, Vermont 05604 * (800} 732-893%9

Homee Office: 1300 West Mockingbird Lane * Dallas, Texas 75247

83165(0703}
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DISPOSITION OF
ADDED BENEFIT
RIDERS

Upon a Partial Election, all riders will continuc to be effective subject to the
rerms and conditions of each rider. ¥ the Insured is eligible for periodic elections
of Accelerated Benefits under another rider, the maximum death benefit that
may be accelerated under future periodic elections under such other rider will be
reduced in the same proportion as the reduction in the Insured’s death benefit
upon a Partial Election of benefits under this rider.

Upon a Full Election, all riders attached to the policy will terminate as if the
Insured had died on the Election Date.

¥LECTION DATE

The Election Date is the date that the Application for Election of Accelerated
Benefits is signed by the Owner of this policy.

ELECTION

To elect Accelerated Berefits, the Owner must complete an Application for
Election of Accelerated Benefits, We will provide this Application to the Owner
once we determine that Accelerated Bemefits are payable under this rider. To
elect Accelerated Benefits, the Owner must complete this Application and retwrn
it to us within 60 days following its receipt. The Owner must provide vs with
the written consent of any assignee and any irrevocable beneficiaries. We may
request thar the contract accompany the Application to our Administrative

Office.

LEGAL .
REQUIREMENTS

If the Owner is required by law to elect Accelerated Benefits to meet ilie claims
of creditors, whether in bankruptcy or otherwise, Accelerated Benefits will not
be available. '

¥f the Owner is required by a government agency to elect Accelerated Benefits to
apply for, obtain, or keep a government benefit or entitlement, Accelerated
Benefits will not be available.

INCONTESTABILITY

This rider is contestable on the same basis as the policy or rider to which it is
attached. ' ' : '

Lifa Insurance Company of the Soutlwest

Administrative Office: One National Life Dme * Montpelier, Vermont 05604 * (800) 732-893%
" Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
: ’  Pages
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TERMINATION OF -
ACCELERATED
BENEFTTE FOR
Eacy INSURED

Coverage for each Insured under this rider shall terminate on the earfiest of:

1. the Full Blection Date for Accelerated Benefits of the insured; ot
2. the date the life coverage for the Insured terminates; or
3. the Monthly Policy Date following our reccipt of the Owner’s written

request to terminate the Insured’s coverage under this rider.

TERMINATION OF
RiDER

This entire rider shall terminste on the carliest of:

1. the Full Election Date for Accelerated Benefits of ;he. last remaining

covered Insured; or
- 2. the date the policy terminates; or
3. the Monthly Policy Date following our receipt of the Owner’s written

request vo terminate this cider.

;
- EFFECTIVE DATE

13

The Effective Date of this rider is the policy’s Date of Issue or Other Insured
Rider’s Effective Date unless 2 later date is shown in the policy’s Data Section.

Life Insurance Company of the Soutbwest _
Administrative Office: One National Life Drive * Montpelier, Vermont 05604 * (800} 732-8933

Home Office: 1300 West Mockingbird Lane * Dallas, Texas 75247
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Anassmmiepar@or LR Insurance Company of the Southwest
EXHIBIT OF NONADMITTED ASSETS
- 1

z 3
Cument Yaar Frier Yaar Changaln Tl
Tokt Total Nonadnited Aasals
fommdmifed MotadmiEiad Assels (G2 -Cok. 9} °

Bonds{Schetia D).
Stacks (Sefiedule Oy
24 Palredsince
(2% Common sioks
8. Meorigoye koars o seal estale choduls BR
31 Frsiems.
22 (herthenimit
4 Redlesaniithonds A%
41 Properier anugied by ha Company
42 Properishe for e prodioin of
43 Preperfos hokd for sala
$ Cash {Schedels EPad 1), cosh ayrivalens [Sehwtiule EFat 2
and shodfem frstzents {Schedifa A}
£ ot loans
7. Otervestsdassets (Siiedule BA) _—
3, Rocshmbias oy Seoaifes
8. Aggepatr wiiohs brivesied assels : ]
5. Subitsts cochand It sasets Lt 3 i 4 &
, Thleplens flor T § ) . e
12, Ivestment ieote due and semed
13, Premhsas and considerations:
131 Uncoliocied prendioms and sgents’ balances dn the wwrse of collastion
132 elered wemkims, soenis' belancas s atalments hoaked b
dolerrec and ret yet dus.
133 Acoreet mimspesive premiums.
14, - Rehsumemde:
131 Amoasts rcaveraiis Fom reb
143 Fipds hets by or deposited with minaured compenies
145 Ofheramrs meeietds nder w6 et
%A teabls elaliegy ¥ risized plans
181 Curent festeral ared orelgn e dax i and Inksst Shesooa,
62 Mot defered ot asted A5 A 839,
. Campindy S tocalheanie of oo gapoal, y
18, Elechoric daia processing aquipment end softwars 5h2 307 _— 553365
1. Fumbure ad equipmand, Sickng heakhoars dallery ssete i 172,938 T2 [nnsommrsucrmincenn SHO 50}
2. Netadjosimentin asseis and Mabdinas due o leslgn eXhangs Talss
. Rershvables bam parst, sy and st
22 Healfh cam avd hher arocurls eotiuahd 151922 {om v T TEZAT
20 Apyegetewmiisiodrodier Ban lvesiad aseels 45248 384083 34T 235
4. “Tpi assels enioding Separeia Accounts, Segregated Anowtvend Protecied
Call Aecstnts{Lices 1) frotgh 2T X
35 Srom Separats Acemunls, Segragates Anounts and Fioeried Co Acaoumin
25, TOTALS {Unes 242nd 25
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sort S i re e sorse. L0 Insurance Company of the Southwest

4. Summary of Significant Accounting Policias

A Actounting Praclives

Tha fnancil slatements of Life suranca Company of the Seuithwes filvs Company are prasentsd on the
basis cfarx:stgﬁiag oracicss praseribed or permnilied by the Texas Deparimant of nstrance.

The Texas Depariment of insurance recognizes oy stalutory ecmu:‘éng practices presmh&d or pema’ted
by the state of Texas for determining amd tepoerlfing the finendial condition and rasudts of operations of an
instrance company for determining & solvency under the Texas insurance Law. The Natonal Assosialion of
fnsurance Cammissioners’ (NAIC) Accouniing Praciices and Procedures manusi (NAIC SAP) has been
adopted es a cormponent of prescribed or permitted praciices by the State of Toxas.

With parmission of s Texas Department of Inswrance, subsianiive amendmonts 1o fhe NAIC Accounting
Practoss and Procsdures Manual for SSAP No. 10R, lncoms Taxes — Revised, 8 Temporary Replecemert of
SSAP Mo 14, is permitied. The Coempany recognized & gain in surplus of 38,246,081 with the 3;331@110:3 of
SSAP No, R,

A recongiliziion of the Company's net income and capaal and surphus befwenn NAIC SAP and practices

pmsa‘bed and pormited by the State of Texas Is shown baelows

Stata of

Domicity 2008 2008
{1) Net Income (Loss) Texas State basis 3 51774524 . $(37.005.454)
£ Sielo Proseribed Prastice (ncome} % £ -
(3 State Permited Practices {Income) TX ¥:8 0
{4)  NetIncome, NAIC SAP BA,774524  {37.005.404)
(5) Sidutory Surplus Texas hasis ABA0GIASE 420,121,367
(8)  Stefe Prescribed Practics {Surplus) T ;3 -G~
{7) Siste Permitied Practics {Suphis) ™ £,248 06+ -
@) Stiuiory Surplus, NAIC BAP $482,309515  $420,121,367

. Lise of Sstimstes In the Prepasstion of $he Finencial Statements

The preparation of financla] statement s cmﬁamﬂtywim Seihulory Accounting Princloles requiies
management e make sstimatss and szsumptions fat affect the reporied amounts of assets and habiltes.
it also Tequires disciosurs of contingent sssats ang fabiifios at Tie dale of the Hnundal statements ani the
reported amounts of revenue and expenses during T period. Achual fesuﬂs el differ from those
gstimates.

. Accouniing Policy
Lifs pramitams s2¢ recognized a5 income over the premitan payiog pem:-d of the relafed ;wlémea Annuity
sonsiisratons sre recognized a6 revanue when recelved. Health promiums are earned ratably over e

ternis of the refaled insuianca and reinsurance conirscts o polices. Evpenses incurred in tonpsciion with
scquirne new Insurancs business, Inchuding acquisition costs such as sales commissions, me charged o

. uperaions as hcurred,

ins addition, the company uses the following accounting palides:

(1) Shor-emn investments are stated 8t amortized cost.

{2} Bondsnot backes by other loans are sizfed at amoriized cost using the intensst method.
{3} Common stocks are shated at &ir markst value.

)  Preferred stocks are stated in accordance with the guidance provided in SSAP No. 32
{8) Morigags lonns an nea! estate are stated at e sggregate unpaid belanca.

{8) Loandacked securitias and siruciised securities ars stated at the Iower of smortized costor fair
market vaiuo, The rebrospeciive sdjusiment method i used to value ali securities,

(7}  Not applicable.
(8} The Company kas minor swnershis inforast in joint verdures. The Company canies & Perinership

Interest basad on the undedying sudBed GAAP squily of the investes, hweshrentin
Non-Cuarantead Faderal Low Boorise Housing Tax Credits are carried ot ammizstt cost

12
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(8) Al dorivetives are stated at Tair valus,

(0 The Cempany anticpates investment incoms as a facior in the premium deficiancy calculation, in
accordance with SSAP No. B4, Ingtvidual and Group Acvidend and Heafth Contradly. ’

{11} Limbifties for losses and lossiciaim adjusiment expenses for ascident and heslth condracts are
esimated by the Company’s vafimtion actery using siatistical daim development modsls to davelop
best estimates of Tebilies for medica expense businass and using tabular Teserves amploying
enoriaiyimorkidity hles snd discount rates spesifisd by regulatory authoriies for disability incoms
busiross.

#12) The Compeny has not modiflsd iis capitalization poficy from the prior yoar.

{13} Mot applieable.

Z,  Accounting Changes and Corraclions of Errors
A, Matorial Changss In Accoursting Pringiples aad Correction of Emors
Nons

3. Business Combinafions and Goodwil
A, Siatubery Purchase Meﬁmd
Mot
8. Smpory Marger
None
©. Assumgtion Reinsurance
MNons
D. fnpaizmeont Loss
Nore
4. Discondinued Operalions
None
5.- frwestraents
A, Moresas § cong, ncluding Mezzanine Real Estals Loans
{1} The maximum and minimus lending fates for morigage loans during 2008 were: 7.5% and 85%.
{7} During 2609 the Company did nod resdussd interast rates of any sulstanding morgage foame,

{3} The maximum peroentage of any one foan to He vaiue of securily al the e of e loar, exclusive of
insured or guaraniced or purchase money merigages was: 75%

Currend Year  Prior Yesr

{4 As of year end, the Company held
morigages with bferest mors
than 180 days past dus with a
racorded investment, axcluding
zecnied interest

£
i
P

a. Tofsl interest due on monsages
with interest more than: 180 days _
past dus g & % i

(B} Tewes, assessmsenis and any smouis
advanced and not included in the
mortgzge loan lols! § G- $ E: 2
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