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Cautionary Statement Regarding Forward Looking Information

This Form 10-K includes statements pertaining to anticipated financial performance, business endeavors, product
development, and other similar matters. These statements which may include words such as "expect," "anticipate,"
"believe," "intend," and other like expressions, constitute forward-looking statements under the Private Securities
Litigation Reform Act of 1995. A variety of factors could cause actual results and experiences to differ materially
from the anticipated results or other expectations expressed in forward-looking statements. The risks and uncertainties

that may affect the operations, performance, and results of business include, but are not limited to, the following:

Difficult conditions globally and in the U.S. economy may materially and adversely affect our business and
results of operations.

Our investment portfolio is subject to several risks which may lessen the value of our invested assets and the
amounts credited to policyholders.

The determination of valuation and impairments of fixed income securities include estimations and assumptions
that are subjective and prone to differing interpretations and could materially impact our results of operations or
financial condition.

Changing interest rates and credit spreads, market volatility and general economic conditions affect the risks and
the returns on both our investment portfolio and our products.

We are subject to incurring difficulties in marketing and distributing our products through our current and future
distribution channels.

We are subject to a downgrade in our financial strength ratings which may negatively affect our ability to attract
and retain independent distributors, make our products less attractive to consumers, and may have an adverse
effect on our operations.

We are subject to competition from new sources as well as companies having substantially greater financial
resources, higher ratings, and more expansive product offerings which could have an adverse impact upon our
business levels and profitability.

We are subject to regulation and changes to existing laws which may affect our profitability or means of
operation.

Changes in accounting standards issued by standard-setting bodies may adversely affect our financial statements
and affect the management of business operations.

We may be subject to unfavorable judicial developments, including the time and expense of litigation, which
potentially could affect our financial position and results.

We could be liable with respect to liabilities ceded to reinsurers if the reinsurers fail to meet the obligations
assumed by them.

We are subject to policy claims experience which can fluctuate from period to period and vary from past results
or expectations.
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We are subject to assumption inaccuracies regarding future mortality, persistency, and interest rates used in
determining deferred policy acquisition costs which may require us to accelerate our amortization.

Occurrence of natural or man-made disasters and catastrophes could adversely affect our ability to conduct
business operations and the financial condition and results of operations.

We are dependent upon effective information technology systems and on development and implementation of
new technologies.

The Company could be adversely affected by changes to tax law or interpretations of existing tax law which
reduce the demand for certain insurance products.

The Company may be required to establish a valuation allowance against its deferred tax assets which could
materially affect the Company's results of operations and financial condition.

Competition for employees is intense and the Company may not be able to attract and retain highly skilled people
needed to support its business.

See Part 1A, Risk Factors, for additional information.
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PART 1
ITEM 1. BUSINESS
General

National Western Life Insurance Company (hereinafter referred to as "National Western", "Company", or
"Registrant") is a stock life insurance company, chartered in the State of Colorado in 1956, and doing business in
forty-nine states, the District of Columbia, and four U.S. territories or possessions. National Western is also licensed
in Haiti, and although not otherwise licensed, accepts applications from and issues policies to residents of various
countries in Central and South America, the Caribbean, the Pacific Rim, Eastern Europe and Asia. Such policies are
underwritten, accepted, and issued in the United States upon applications submitted by independent contractors. The
Company provides life insurance products for the savings and protection needs of approximately 137,000
policyholders and for the asset accumulation and retirement needs of 140,000 annuity contract holders.

The Company's total assets increased to $9.7 billion at December 31, 2011, from $8.8 billion at December 31, 2010.
The Company generated revenues of $572.7 million, $576.0 million and $568.4 million in 2011, 2010 and 2009,
respectively. In addition, National Western generated net income of $55.6 million, $72.9 million and $45.5 million in
2011, 2010 and 2009, respectively.

The Company's financial information, including information in this report filed on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and any amendments to the above reports, are accessible free of charge
through the Company's Internet site at www.nationalwesternlife.com or may be viewed at the United States Securities
and Exchange Commission ("SEC") Public Reference Room in Washington, D.C. or at the SEC's Internet site at
WWW.SEC.ZoV.

Products

National Western offers a broad portfolio of individual whole life, universal life and term insurance plans, and
annuities, including supplementary riders. In the following discussion, the Company reports sales and other statistical
information. These statistics are derived from various sales tracking and administrative systems and are not derived
from the Company's financial reporting systems or financial statements.These statistics are used to measure the
relative progress of our marketing and acquisition efforts. Sales data for traditional life insurance is based upon
annualized premiums, while universal life sales are based on annualized "target" premiums which are those premiums
upon which full first year commissions are paid. Sales of annuities are measured based on the amount of deposits
received. These statistics attempt to measure only some of the many factors that may affect future profitability, and
therefore, are not intended to be predictive of future profitability.

Life Products. The Company's life products provide protection for the life of the insured and, in some cases, allow for
cash value accumulation on a tax-deferred basis. These product offerings include universal life insurance ("UL"),
interest-sensitive whole life, and traditional products such as term insurance coverage. Interest sensitive products such
as UL accept premiums that are applied to an account value. Deducted from the account value are costs of insurance
charges which vary by age, gender, plan, and class of insurance, as well as various expense charges. Interest is
credited to account values at a fixed interest rate generally determined in advance and guaranteed for a policy year at a
time, subject to minimum guaranteed rates specified in the policy contract. A slight variation to this general interest
crediting practice involves equity-indexed universal life ("EIUL") policies whose credited interest may be linked in
part to an outside index such as the S&P 500® Composite Stock Price Index ("S&P 500 Index®") at the election of the
policyholder. These products offer both flexible and fixed premium modes and provide policyholders with flexibility
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in the available coverage, the timing and amount of premium payments and the amount of the death benefit, provided
there are sufficient policy funds to cover all policy charges for the coming year. Traditional products generally provide
for a fixed death benefit payable in exchange for regular premium payments.
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Annuity Products. Annuity products sold include flexible premium and single premium deferred annuities,
fixed-indexed annuities, and single premium immediate annuities. These products can be tax qualified or nonqualified
annuities. A fixed single premium deferred annuity ("SPDA") provides for a single premium payment at the time of
issue, an accumulation period, and an annuity payout period commencing at some future date. A flexible premium
deferred annuity ("FPDA") provides the same features but allows, generally with some conditions, additional
payments into the contract. Interest is credited to the account value of the annuity initially at a current rate of interest
which is guaranteed for a period of time, typically the first year. After this period, the interest credited is subject to
change based upon market rates and product profitability subject to a minimum guaranteed rate specified in the
contract. Interest accrues during the accumulation period generally on a tax-deferred basis to the contract holder. After
a number of years specified in the annuity contract, the owner may elect to have the proceeds paid as a single payment
or as a series of payments over a period of time. The owner is permitted at any time during the accumulation period to
withdraw all or part of the annuity account balance subject to contract provisions such as surrender charges and
market value adjustments. A fixed-indexed deferred annuity performs essentially in the same manner as SPDAs and
FPDAs with the exception that, in addition to a fixed interest crediting option, the contract holder has the ability to
elect an interest crediting mechanism that is linked, in part, to an outside index such as the S&P 500 Index®. A single
premium immediate annuity ("SPIA") foregoes the accumulation period and immediately commences an annuity
payout period.

The following table sets forth information regarding the Company's sales activity by product type. Life insurance sales
are measured by annualized first year premiums.

Years Ended December 31,

2011 2010 2009

(In thousands)
Annuities:
Fixed-indexed deferred $916,188 915,883 486,262
Other deferred 431,839 494,094 324,138
Single premium immediate 40,925 21,353 24,907
Total annuities $1,388,952 1,431,330 835,307
Life:
Universal life insurance $33,221 30,819 28,950
Traditional life and other 3,370 3,147 4,212
Total life $36,591 33,966 33,162

Operating Segments

The Company manages its business between Domestic Insurance Operations and International Insurance

Operations. For segment reporting purposes, the Company's annuity business, which is predominantly domestic, is
separately identified. The Company also has a Corporate segment, which consists of the assets and activities that have
not been allocated to any other operating segment.

Domestic Insurance Operations. The Company is currently licensed to do business in all states and the District of
Columbia, except for New York. Products marketed are annuities, universal life insurance, and traditional life
insurance, which include both term and whole life products. The majority of domestic sales are the Company's
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annuities. National Western markets and distributes its domestic products primarily through independent national
marketing organizations ("NMOs"). These NMOs assist the Company in recruiting, contracting, and managing
independent agents. The Company's agents are independent contractors who are compensated on a commission

basis. At December 31, 2011, the Company's NMO relationships had contracted approximately 13,000 independent
agents with the Company. More than 27% of these contracted agents submitted policy applications to the Company in
the past twelve months. At December 31, 2011, the Company had nearly 63,000 domestic life insurance policies in
force representing $2.3 billion in face amount of coverage and 140,000 annuity contracts representing account
balances of $7.0 billion.
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The following table sets forth the Company's domestic life insurance sales as measured in annualized first year
premium for the past three years.

Years Ended December 31,

2011 2010 2009

(In thousands)
Fixed-indexed life $5,315 1,738 2,576
Universal life 117 486 848
Traditional life 44 53 135
Total $5,476 2,277 3,559

International Insurance Operations. National Western's international operations generally focus on foreign nationals in
upper socioeconomic classes. Insurance products are issued primarily to residents of countries in Central and South
America, the Caribbean, the Pacific Rim, Eastern Europe, and Asia. Issuing policies to residents of countries in these
different regions provides diversification that helps to minimize large fluctuations that could arise due to various
economic, political, and competitive pressures that may occur from one country to another. Products issued to
international residents are almost entirely universal life and traditional life insurance products. However, certain
annuity and investment contracts are also available. At December 31, 2011, the Company had in excess of 74,000
international life insurance policies in force representing over $18.6 billion in face amount of coverage.

International applications are submitted by independent contractors, consultants and broker-agents, many of whom
have been submitting policy applications to National Western for 20 or more years. The Company had relationships
with approximately 3,500 of these independent international individuals at December 31, 2011, 37% of which
submitted policy applications to the Company in the past twelve months.

The following table sets forth the Company's international life insurance sales as measured in annualized first year
premium for the past three years.

Years Ended December 31,
2011 2010 2009
(In thousands)

Fixed-indexed life $19,962 20,235 17,970
Universal life 7,827 8,393 7,559
Traditional life 3,326 3,062 4,075
Total $31,115 31,690 29,604

There are some inherent risks of accepting international applications which are not present within the domestic market
that are reduced substantially by the Company in several ways. As previously described, the Company accepts
applications from foreign nationals in upper socioeconomic classes who have substantial financial resources. This
targeted customer base coupled with National Western's conservative underwriting practices have historically resulted
in claims experience, due to natural causes, similar to that in the United States. The Company minimizes exposure to
foreign currency risks by requiring payment of premiums and claims in United States dollars. In addition, experience
with the international products for over forty years and the Company's longstanding business relationships further

10
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Geographical Distribution of Business. The following table depicts the distribution of the Company's premium
revenues and deposits.

Years Ended December 31,

2011 2010 2009

(In thousands)
United States domestic products:
Annuities $1,381,057 1,381,057 821,361
Life insurance 71,635 55,465 58,825
Total domestic products 1,452,692 1,436,522 880,186
International products:
Annuities 49,954 49,954 16,215
Life insurance 152,118 143,602 133,923
Total international products 202,072 193,556 150,138
Total direct premiums and deposits collected $1,654,764 1,630,078 1,030,324

Although many agents sell National Western's products, the Company's annuity sales in any year typically reflect
several NMOs whose contracted independent agents sold 10% or more of the Company’s total annuity sales. In 2011,
there was one NMO that accounted for approximately 15% of the Company’s annuity sales. Similarly, domestic life
insurance sales in any year may include several NMOs who accounted for 10% or more of total domestic life
insurance sales. In 2011, there were two NMOs who generated 46% and 12%, respectively, of total domestic life
insurance sales. Given the lower level of domestic life insurance sales relative to international life sales and annuity
sales, the larger percentage of domestic life sales for these particular NMOs is not considered a significant
concentration of business within the total context of new business. In addition, with the independent distribution
model the Company employs, the concentration of sales within a particular NMO is not as an acute concern as with
other distribution channels given that the underlying agents are free to contract with the Company through any NMO
the Company has a relationship with.

International life insurance sales are much more diversified by independent consultants and contractors and in 2011
were geographically attributed to Latin America (88%), the Pacific Rim (11%), and Eastern Europe (1%). In terms of
international countries, Brazil, Taiwan, and Venezuela were the only countries exceeding 10% of total international
sales with shares of 38%, 10%, and 13%, respectively.

12
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Segment Financial Information. A summary of financial information for the Company's segments is as follows:

Domestic Life International

) Annuities All Others Totals

Insurance Life Insurance

(In thousands)
Revenues, excluding realized gains
(losses):
2011 $47.,436 135,181 343,267 40,800 566,684
2010 45,015 137,117 348,020 40,365 570,517
2009 53,937 148,624 343,502 27,510 573,573
Segment earnings (losses): (A)
2011 $460 17,674 20,253 13,299 51,686
2010 912 ) 21,722 34,316 14,212 69,338
2009 426 14,663 25,460 8,294 48,843
Segment assets: (B)
2011 $403,868 1,023,942 7,997,407 225,716 9,650,933
2010 387,873 1,025,103 7,101,720 209,179 8,723,875
2009 383,844 1,056,087 5,955,734 107,581 7,503,246

Notes to Table:

(A) Amounts exclude realized gains and losses on investments, net of taxes.
(B) Amounts exclude other unallocated assets.

Additional information concerning these industry segments is included in Note 13, Segment and Other Operating
Information, of the accompanying consolidated financial statements.

Competition and Ratings

National Western operates in a mature and highly competitive industry. We compete with hundreds of life and health
insurance company groups in the United States as well as other financial intermediaries such as banks and securities
firms who market insurance products. Competitors in our international markets include Pan-American Life Insurance,
American Fidelity Life Insurance, Manhattan Life Insurance Company and Best Meridian Insurance while domestic
market competitors include, among others, American Equity Investment Life, Sammons Financial Group (Midland,
NACOLAH), AVIVA, Allstate (Lincoln Benefit), Lincoln National Life, Equitrust Life Insurance Company and Old
Mutual Financial Network (F&G). Competitive factors are primarily the breadth and quality of products offered,
established positions in niche markets, pricing, relationships with distribution channels, commission structures, the
perceived stability of the insurer, quality of underwriting and customer service, scale and cost efficiency. Operating
results of life insurers are subject to fluctuations not only from this competitive environment but also due to economic
conditions, interest rate levels and changes, performance of investments, and the maintenance of strong insurance
ratings from independent rating agencies.

In order to compete successfully, life insurers focus initiatives toward distribution, technology, defined end market

targets, speed to the market in terms of product development, and customer relationship management as ways of
gaining a competitive edge. The Company's management believes that it competes primarily on the basis of its

13
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longstanding reputation for commitment in serving international markets, its financial strength and stability, and its
ability to attract and retain distribution based upon product and compensation. With respect to international markets,
the Company is of the opinion that the home office infrastructure to support languages other than English, and the
knowledge needed to effectively underwrite risks outside of the United States is a significant barrier to entry for
potential competitors.
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Ratings with respect to financial strength are an important factor in establishing the competitive position of insurance
companies. Financial strength ratings are generally defined as a rating agency’s opinion as to a company’s financial
strength and ability to meet ongoing obligations to policyholders. Accordingly, ratings are important to maintaining
public confidence and impact the ability to market products. The following summarizes the Company's current
financial strength ratings.

Rating Agency Rating Outlook
A.M. Best A (Excellent) Stable
Standard & Poor's A (Strong) Stable

A.M. Best has 13 financial strength ratings assigned to solvent insurance companies which currently range from A++
(Superior) to D (Poor). Standard & Poor’s has eight financial strength ratings assigned to solvent insurance companies,
ranging from “AAA” (Extremely Strong) to “CC” (Extremely Weak). Both rating agencies further qualify their current
ratings with outlook designations of “Positive”, “Stable”, and “Negative”.

A.M. Best and Standard & Poor’s ratings are an independent consideration of the Company’s claims paying ability and

are not a rating of the Company’s investment worthiness. The rating agencies formally review the Company and its

rating on an annual basis with interim analysis performed as necessary. In June 2009, A.M. Best upgraded the

Company’s rating to “A” from “A-*. This was particularly noteworthy given the financial crisis backdrop that framed this
time period and the number of companies that were negatively impacted, often significantly, during this time. In June
2010, Standard & Poor’s upgraded its outlook of the Company from “negative” to “stable”. Generally speaking, there is no
assurance that the Company's ratings will continue for a certain period of time. In the event the Company's ratings are
subsequently downgraded, the Company's business may be negatively impacted.

Risk Management

Similar to other insurers, the Company is exposed to a wide spectrum of financial, operational, and other risks as
described in Item 1A “Risk Factors”. Effective enterprise risk management is a key concern for identifying, monitoring,
measuring, communicating, and managing risks within limits and risk tolerances. The Company’s Board of Directors
and senior management are knowledgeable of and accountable for key risks. The full Board of Directors meets at

least every other month and regularly hears reports from the President and Chief Operating Officer, the Chief

Financial Officer, the Chief Actuary, the Chief Investment Officer, and the Chief Compliance Officer. In addition, the
Board has several committees which include the Audit Committee, the Investment Committee, and the Compensation
and Stock Option Committee that regularly convene to address various aspects of risk.

Enterprise Risk Management (ERM) Governance Framework

Board of Directors and Sub-Committees of the Board

0
Company Senior Management
0
ERM Committees
0 0 0 0 0
Disclosure Asset/Liability Product Pricing/ Compliance/Fraud Underwriting/
Committee Matching Development Unit Claims
0 0 0 0 0
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Corporate Risk Function

Insurance Risk Market Risk Credit Risk Operational Risk Strategy Risk
0 0 0 0 0

Lines of Business / Functional Areas
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The Company maintains several management groups and committees that meet regularly to monitor, discuss and
manage a variety of issues and risks associated with the business. These groups and committees include numerous
areas such as regulatory compliance, financial reporting process and controls, fraud unit investigations, product spread
management, and business strategy. Key members of senior management are involved with these groups and
committees providing direction and oversight and serve as a reporting liaison with the Company’s Board of Directors
and sub-committees.

The Company maintains a system of disclosure controls and procedures, including internal controls designed to
provide reasonable assurance that assets are safeguarded and transactions are properly authorized, executed and
recorded. The Company recognizes the importance of full and open presentation of its financial position and operating
results and to this end maintains a Disclosure Controls and Procedures Committee comprised of senior executives who
possess comprehensive knowledge of the Company's business and operations. This Committee is responsible for
evaluating disclosure controls and procedures and for the gathering, analyzing, and disclosing of information as
required to be disclosed under the securities laws. It assists the Chief Executive Officer and Chief Financial Officer in
their responsibilities for making the certifications required under the securities laws regarding the Company's
disclosure controls and procedures. It ensures that material financial information is properly communicated up the
Company's hierarchy to the appropriate person or persons and that all disclosures are made in a timely fashion. This
Committee reports directly to the Audit Committee of the Company.

The Company's product designs, underwriting standards and risk management techniques are utilized to protect
against disintermediation risk and greater than expected mortality and morbidity risk. Disintermediation risk is limited
through the use of surrender charges, certain provisions not allowing discretionary withdrawals, and market value
adjustment features. Investment guidelines including duration targets, asset allocation tolerances and return objectives
help to ensure that disintermediation risk is managed within the constraints of profitability criteria. Prudent
underwriting is applied to select and price insurance risks and the Company regularly monitors mortality experience
relative to its product pricing assumptions. Enforcement of disciplined claims management serves to further protect
against greater than expected mortality.

A significant aspect of the Company’s business is managing the linkage of its asset characteristics with the anticipated
behavior of its policy obligations and liabilities, a process commonly referred to as asset-liability matching. The
Company maintains an Asset-Liability Committee (“ALCO”) consisting of senior level members of the Company who
assist and advise the Company’s Board of Directors in monitoring the level of risk the Company is exposed to in
managing its assets and liabilities in order to attain the risk-return profile desired. Certain members of the ALCO
meet as frequently as necessary, to review and recommend for Board of Director ratification, current period interest
crediting rates to policyholders based upon existing and anticipated investment opportunities. These rates apply to
new sales and to products after an initial guaranteed period, if applicable. Rates are established after the initial
guaranteed period based upon asset portfolio yields and each product’s required interest spread, taking into
consideration current competitive market conditions.

Substantially all international products contain a currency clause stating that premium and claim "dollars" refer to
lawful currency of the United States. Policy applications submitted by international insurance brokers are generally
associated with individuals in upper socioeconomic classes who desire the stability and inflationary hedge of dollar
denominated insurance products issued by the Company. The favorable demographics of this group typically results
in a higher average policy size, and persistency and claims experience (from natural causes) similar to that in the
United States. By accepting applications submitted on residents outside the United States, the Company is able to
further diversify its revenue, earnings and insurance risk.

17
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Reinsurance

The Company follows the industry practice of reinsuring (ceding) portions of its insurance risks with a variety of
reinsurance companies. All reinsurance is yearly renewable term. We do not use financial or surplus relief
reinsurance. The use of reinsurance allows the Company to underwrite policies larger than the risk it is willing to
retain on any single life and to continue writing a larger volume of new business. New sales of life insurance products
are reinsured above prescribed limits and do not require the reinsurer’s prior approval within certain guidelines. The
maximum amount of life insurance the Company normally retains is $500,000 on any one life. However, the use of
reinsurance does not relieve the Company of its primary liability to pay the full amount of the insurance benefit in the
event of the failure of a reinsurer to honor its contractual obligation. Consequently, the Company avoids concentrating
reinsurance risk with any one reinsurer and only participates in reinsurance treaties with reputable carriers. No
reinsurer of business ceded by the Company has failed to pay policy claims (individually or in the aggregate) with
respect to our ceded business. The Company continuously monitors the financial strength of our reinsurers and has
been able to obtain replacement coverages from financially responsible reinsurers when making changes. The
Company’s primary reinsurers as of December 31, 2011 were as follows.

Reinsurer A.M. Best Rating égzlzgn(;%i)g}:;ome
Hannover Life Reassurance Company A $1,930,768
Transamerica Life Insurance Company A+ 910,912
SCOR Rueckversicherung (Cologne) A 177,923
SCOR Global Life America Reinsurance (Texas) A 245,603
A
A

SCOR Global Life S.E. (Paris) 809,075
Mapfre Re (Madrid) 812,715
Canadian Life Assurance Co. (US) A+ 401,456
RGA Reinsurance Co. A+ 209,940
All others 59,711

$5,558,103
Regulatory and Other Issues

Regulation. The Company's insurance business is subject to comprehensive state regulation in each of the states it is
licensed to conduct business. The laws enforced by the various state insurance departments provide broad
administrative powers with respect to licensing to transact business, licensing and appointing agents, approving policy
forms, regulating unfair trade and claims practices, establishing solvency standards, fixing minimum interest rates for
the accumulation of surrender values, and regulating the type, amounts, and valuations of permitted investments,
among other things. The Company is required to file detailed annual statements with each of the state insurance
supervisory departments in which it does business. Annually, the Company’s board-appointed qualified actuary must
submit an opinion to state insurance regulators where the Company is licensed to do business on whether the statutory
assets held backing the statutory reserves are sufficient to meet contractual obligations and related expenses of the
insurer. If an opinion cannot be rendered noting the sufficiency of assets, the Company is required to establish
additional statutory reserves which draw from available statutory surplus until the time such an opinion can be
furnished.

The Company's operations and financial records are subject to examination by these departments at regular intervals.
Statutory financial statements are prepared in accordance with accounting practices prescribed or permitted by the
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Colorado Division of Insurance, the Company's principal insurance regulator. Prescribed statutory accounting
practices are largely dictated by the Statutory Accounting Principles adopted by the National Association of Insurance
Commissioners ("NAIC"). The NAIC, as well as state regulators, continually evaluates existing laws and regulations
pertaining to the operations of life insurers. To the extent that initiatives result as a part of this process, they may be
adopted in the various states in which the Company is licensed to do business. It is not possible to predict the ultimate
content and timing of new statutes and regulations adopted by state insurance departments and the related impact upon
the Company's operations although it is conceivable that they may be more restrictive.

11
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Each state has insurance guaranty association laws under which insurers doing business in a state can be assessed
contributions, up to prescribed limits, in order to cover contractual benefit obligations of insolvent insurance
companies. The state guaranty associations levy assessments on each insurer on the basis of their proportionate share
of the premiums written in the lines of business in which the insolvent insurer had been engaged. Some states permit
the member insurers to recover the assessments paid through full or partial premium tax offsets.

The Company’s business is also affected by U.S. federal, state and local tax laws. Although the federal government
does not directly regulate the life insurance industry, federal measures previously considered or enacted by Congress,
if revisited, could affect the insurance industry and the Company's business. These measures include the tax treatment
of life insurance companies and life insurance products, as well as changes in individual income tax structures and
rates. Even though the ultimate impact of any of these changes, if implemented, is uncertain, the persistency of the
Company's existing products and the ability to sell products could be materially affected.

Risk-Based Capital Requirements. In order to enhance the regulation of insurer solvency, the NAIC established
risk-based capital ("RBC") requirements to help state regulators monitor the financial strength and stability of life
insurers by identifying those companies that may be inadequately capitalized. Under the NAIC's requirements, each
insurer must maintain its total capital above a calculated threshold or take corrective measures to achieve the
threshold. The threshold of adequate capital is based on a formula that takes into account the amount of risk each
company faces on its products and investments. The RBC formula takes into consideration four major areas of risk
which are: (i) asset risk which primarily focuses on the quality of investments; (ii) insurance risk which encompasses
mortality and morbidity risk; (iii) interest rate risk which involves asset-liability matching issues; and (iv) other
business risks. For each category, the RBC requirements are determined by applying specified factors to various
assets, premiums, reserves, and other items, with the factor being higher for items with greater underlying risk and
lower for items with less risk. The standards require life insurers to submit a report to state regulators on an annual
basis regarding their risk-based capital. The Company's statutory capital and surplus at December 31, 2011, was
significantly in excess of the threshold RBC requirements.

Effects of Inflation. The rate of inflation as measured by the change in the average consumer price index has not had a
material effect on the revenues or operating results of the Company during the three most recent fiscal years.

Employees. The Company had 278 employees as of December 31, 2011 substantially all of which worked in the
Company’s home office in Austin, Texas. None of the employees are subject to collective bargaining agreements
governing their employment with the Company.

ITEM 1A. RISK FACTORS

Company performance is subject to varying risk factors. This section provides an overview of possible risk exposures
at this point in time that could impact Company performance in the future. While these scenarios do not represent
expectations of future experience, they are intended to illustrate the potential impacts if any of the following risks
were to manifest into actual occurrences.

Current difficult conditions globally and in the U.S. economy may materially adversely affect our business and results
of operations.

The Company’s results from operations are materially affected by economic conditions both in the U.S. and elsewhere
around the world. The stress experienced by financial markets beginning in the second half of 2007 manifested itself
in various economic quarters. Consumer confidence declined as home values and the stock market decreased and
unemployment and energy costs increased. The volatility and disruption in the financial markets reached unfamiliar
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levels such that the availability and cost of credit was materially impacted. The market for fixed income securities
experienced decreased liquidity, increased price volatility, credit downgrades, and an increasing probability of default.
Consequently, these securities became less liquid, more difficult to value, and potentially harder to dispose of if
situations dictate. Although the recession ended in mid-2009, economic and employment growth have remained weak
and several sectors, most notably the housing industry, continue to underperform. Impediments to financial recovery
include U.S. federal deficit, the European debt crisis, and the specter of slower growth in robust economies such as
China, India and Brazil.
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The Company’s business benefits from steady economic growth. Demand for our products and ultimately the
profitability of our business may be adversely affected by anemic economic activity consisting of factors such as
lower consumer spending, negative investor sentiment, higher unemployment, lower corporate earnings and business
investment, lackluster consumer confidence, and ongoing volatility in capital markets. We may also experience a
higher incidence of claims, lapses or surrenders of policies. Our policyholders may opt to defer or stop paying
insurance premiums. Adverse changes as detailed above could negatively affect our net income and have a material
effect on our business, results of operations and financial condition.

Economic trends could take a turn for the worse in 2012 providing increased volatility and reduced prospects for
markets and financial asset classes. The Company cannot foretell the occurence of economic trends or the timing of
changes in such trends.

Our investment portfolio is subject to several risks which may lessen the value of invested assets and the amounts
credited to policyholders.

The Company primarily invests monies received in investment grade, fixed income investment securities in order to
meet its obligations to policyholders and provide a return on its deployed capital. Consequently, we are subject to the
risk that issuers of these securities may default on principal and interest payments, particularly in the event of an
ongoing downturn in the economic and/or business climate. At December 31, 2011, approximately 2% of the
Company’s $8.3 billion fixed income securities portfolio was comprised of issuers who were investment grade at the
time the Company acquired them but were subsequently downgraded for various reasons. A substantial increase in
defaults from these or other issuers could negatively impact the Company’s financial position and results.

For the Company’s fixed-indexed products, over the counter derivative instruments (index options) are purchased from
a number of highly rated counterparties to fund the index credit to policyholders. In the event that any of these
counterparties fails to meet their contractual obligations under these derivative instruments, the Company would be
financially at risk for providing the credits due that the counterparty reneged on. The Company attempts to offset this
risk through careful credit evaluation of counterparties, diversification of holdings among numerous institutions, and
use of credit support agreements requiring counterparties to provide collateral at specified threshold levels. The failure
of counterparties to perform could negatively impact the Company’s financial strength and reduce the Company’s
profitability.

Significant continued financial and credit market volatility, changes in interest rates and credit spread margins, credit
defaults, market illiquidity, declines in equity prices, ratings downgrades of the issuers of debt securities, and declines
in general economic conditions, either singularly or in combination, could have a material adverse impact on the
Company's results of operations and financial condition through realized losses, impairments, and changes in
unrealized loss positions.

The determination of valuation and impairments of fixed income securities include estimations and assumptions that
are subjective and prone to differing interpretations and could materially impact our results of operations or financial
condition.

The Company makes assumptions regarding the fair value and expected performance of its investments. During
periods of market disruption and volatility, it becomes more difficult to evaluate securities particularly if trading
becomes less frequent or market data becomes less observable. As a result, valuations may include inputs and
assumptions that are less observable or require greater estimation and judgment as well as valuation methods which
are more complex. We also consider a wide range of factors about security issuers in evaluating the cause of a decline
in the estimated fair value of a security and in assessing the prospects for recovery. The decision on whether to record
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an other-than-temporary impairment is determined by our assessment of the financial condition and prospects of a
particular issuer, projections of future cash flows and recoverability as well as our ability and intent to hold the
securities to recovery or maturity. Expectations that the Company's investments in corporate debt securities will
continue to perform in accordance with their contractual terms are based on evidence gathered through our normal
credit surveillance process. Our conclusions concerning the recoverability of any particular security’s market price
could ultimately prove to be invalid as facts and circumstances change. It is possible that issuers of the Company's
investments in corporate securities and/or debt obligations will perform worse than current expectations.
Consequently, there can be no assurance that we have accurately assessed the level of impairments in our financial
statements or that additional impairments may not need to be taken in the future. It is also possible that unanticipated
events may lead the Company to dispose of such investments and recognize the effects of any market movements in
its financial statements.

We are subject to changing interest rates and credit spreads, market volatility, and general economic conditions which
may affect the risk and returns on both our investment portfolio and our products.

13
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We are exposed to significant capital market risk related to changes in interest rates. Substantial and sustained
changes, up or down, in market interest rate levels can materially affect the profitability of our products, the market
value of our investments, and ultimately the reported amount of stockholders’ equity.

A rise in interest rates will increase the net unrealized loss position of our investment portfolio and may subject the
Company to disintermediation risk. Disintermediation risk is the risk that policyholders may surrender their contracts
in a rising interest rate environment, requiring the Company to liquidate investments in an unrealized loss position
(i.e. the market value less than the carrying value of the investments). The Company manages its liabilities and
configures its investment portfolio so as to provide and maintain sufficient liquidity to support expected withdrawal
demands. If the Company experiences unexpected withdrawal or surrender activity, it could exhaust liquid assets and
be forced to liquidate other assets at a loss or on other unfavorable terms. With respect to fixed income security
investments the Company maintains in an “Available for Sale” category, rising interest rates will cause declines in the
market value of these securities. These declines are reported in our financial statements as an unrealized investment
loss and a reduction of stockholders’ equity.

There may be occasions, especially in the current climate, where the Company could encounter difficulty selling some
of its investments due to a lack of liquidity in the marketplace. If the Company required significant amounts of cash
on short notice during such a period, it may have difficulty selling investments at attractive prices, in a timely manner
or both.

Significant changes in interest rates expose insurance companies to the risk of not realizing the anticipated spread
between the interest rates earned on investments and the credited rates paid on in force policies and contracts. A
decline in interest rates could expose the Company to reduced profitability due to minimum interest rate guarantees
that are required in our products by regulation. A key component of profitability is investment spread, or the
difference between the yield on our investments and the rates we credit to policyholders on our products. A narrowing
of investment spreads (“spread compression”) could negatively affect operating results. Although the Company has the
ability to adjust the rates credited on products in order to maintain our required investment spread, a significant
decline in interest rate levels could affect investment yields to the point where the investment spread is compromised
due to minimum interest rate guarantees. In addition, the potential for increased policy surrenders and cash
withdrawals, competitor activities, and other factors could further limit the Company’s ability to maintain crediting
rates on its products at levels necessary to avoid sacrificing investment spread.

Changes in interest rates may also impact the Company's business in other ways. The Company's expectation for
future interest earnings and spreads is an important component in determining the amortization of deferred policy
acquisition costs ("DPAC"). Significantly lower interest earnings or spreads may cause the Company to accelerate its
amortization of DPAC thereby reducing net income in a reporting period. Additionally, during periods of declining
interest rates, life insurance and annuity products may be relatively more attractive savings alternatives to consumers
resulting in increased premium payments on products with flexible premium features, repayment of policy loans, or
otherwise a higher persistency of policies remaining in force from year-to-year during a period when the Company's
investments carry lower returns.

The profitability of the Company’s fixed-indexed products linked in part to market indices is significantly affected by
the cost of underlying call options purchased to fund the credits owed to contract holders selecting this form of interest
crediting. If there are little or no gains on the call options purchased over the expected life of these fixed-indexed
products, the Company would incur expenses for credited interest over and above the option costs. In addition, if the
Company does not successfully match the terms of the underlying call options purchased with the terms of the
fixed-indexed products, the index credits could exceed call option proceeds. This would serve to reduce the Company’s
spread on the products and decrease profits.
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We are subject to incurring difficulties in marketing and distributing our products through our current and future
distribution channels.

The Company distributes its life and annuity products through independent broker-agents and consultants. There is
substantial competition, particularly in the Company’s domestic market, for independent broker-agents with the
demonstrated ability to market and sell insurance products. Competition for these individuals or organizations
typically centers on company reputation, products, compensation, home office support and the insurer’s financial
strength ratings. The Company’s future sales and financial condition are dependent upon avoiding significant
interruptions in attracting and retaining independent broker-agents.

As technology continues to evolve, comparison of a particular product of any company for a particular customer with

competing products for that customer will become more readily available, which could also lead to increased
competition as well as affecting agent and customer behavior.
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We are subject to a downgrade in our financial strength ratings which may negatively affect our ability to attract and
retain independent distributors, make our products less attractive to consumers, and may have an adverse effect on our
operations.

Financial strength ratings are important criteria in establishing the competitive position of insurers. While financial
strength ratings are not a recommendation to buy the Company's products, these ratings are important to maintaining
public confidence in the Company, its products, and its competitive position. Ratings generally reflect the rating
agencies’ view of a particular company’s financial strength, operating performance, and ability to meet its obligations to
policyholders. However, some of the rating factors often relate to the particular views of the rating agency, their
independent economic modeling, the general economic climate, and other circumstances outside of the insurer’s
control. Accordingly, we cannot predict with any certainty what actions rating agencies may take. A downgrade in our
financial strength rating, or an announced potential downgrade, could affect our competitive position and make it
more difficult to market our products vis-a-vis competitors with higher financial strength ratings. In extreme
situations, a significant downgrade action by one or more rating agencies could induce existing policyholders to
cancel their policies and withdraw funds from the Company. Currently, the major rating agencies, including A.M.
Best and Standard & Poor’s, maintain stable outlooks on the U.S. life insurance industry. Irrespective, these rating
agencies could revise their benchmarks regarding levels of capital, earnings, and other metrics that align with
particular rating levels and impact their rating assessments of U.S. life insurance companies. These events could have
a material adverse effect on our financial position and liquidity.

We are subject to competition from new sources as well as companies having substantially greater financial resources,
higher ratings, and more expansive product offerings which could have an adverse impact upon our business levels
and profitability.

Our ability to compete is based upon a variety of factors including financial strength ratings, competitive products,
service, scale, and distribution capacity. In recent years, there has been considerable consolidation among companies
in the insurance and financial sectors resulting in large, well-capitalized entities that offer products comparable to the
Company. Frequently, these larger organizations are not domiciled in the United States or are financial services
entities attempting to establish a position in the insurance industry. These larger competitors often enjoy economies of
scale which produce lower operating costs and the wherewithal to absorb greater risk allowing them to price products
more competitively and, in turn, attract independent distributors. Such competition could result in lower sales or
higher lapses of existing products. Consequently, the Company may encounter additional product pricing pressures
and be challenged to maintain profit margin targets and profitability criteria. Because of these competitive presences,
the Company may not be able to effectively compete without negative affects on our financial position and results.

We are subject to regulation and changes to existing laws that may affect our profitability or means of operations.

The Company is subject to extensive laws and regulations which are complex and subject to change. In addition, these
laws and regulations are enforced by a number of different authorities including, but not limited to, state insurance
regulators, the Securities and Exchange Commission (SEC), state attorney generals, and the U.S. Department of
Justice. Compliance with these laws and regulations is time consuming and any changes may materially increase our
compliance costs and other expenses of doing business. The regulatory framework at the state and, increasingly,
federal level pertaining to insurance products and practices is advancing and could affect not only the design of our
products but our ability to continue to sell certain products.

The Company is subject to government regulation in each of the states in which it conducts business with such
regulation vested in state agencies having broad administrative power dealing with many aspects of the Company's

business. At any given time, the Company may be subject to a number of financial, market conduct, or other
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examinations or audits. These examinations or audits may result in payment of fines and penalties as well as changes
in systems or procedures, any of the which could have a material adverse effect on the Company's financial condition
or results of operations.

Life insurer products generally offer tax advantages to policyholders via the deferral of income tax on policy earnings
during the accumulation phase of the product, be it an annuity or a life insurance product. Taxes, if any, are payable
on income attributable to a distribution under a policy/contract for the year in which the distribution is made.
Periodically, Congress has considered legislation that would reduce or eliminate this tax deferral advantage inherent to
the life insurance industry and subject the industry’s products to treatment more equivalent with other investments. In
the event that the tax-deferred status of life insurance products is revised or reduced by Congress all life insurers
would be adversely impacted.

Insurance companies that do business in a particular state are subject to assessment up to certain prescribed limits by
that state’s insurance guaranty association to provide funds to help pay for policyholder losses or liabilities of insolvent
insurance companies. The financial crisis of 2008 and 2009 weakened the financial condition of numerous insurers,
including insurers already in the state of receivership, thus increasing the risk of sparking guaranty fund assessments.
As the amount and timing of assessments by state insurance guaranty associations is outside of the Company’s control,
the liabilities provided for these potential assessments in our financial statements may differ from the amounts
ultimately assessed.
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A number of U.S jurisdictions are currently investigating life insurer practices for compliance with unclaimed
property laws. In recent highly publicized incidents, the practice by certain companies of using data available on the
U.S. Social Security Administration's Death Master File or a similar data base in order to avoid paying periodic
benefits under annuity contracts was disclosed. As a result, a number of jurisdictions are requiring life insurers to use
this same data to identify instances where amounts under life insurance policies and annuity contracts are payable and
to locate and pay beneficiaries under such contracts. The National Conference of Insurance Legislators ("NCOIL") has
adopted the Model Unclaimed Life Insurance Benefits Act ("Act") and legislation is currently pending in several
states that is substantially similar to the Act adopted by NCOIL. As proposed, the Act would impose new
requirements on insurers to periodically compare their in force life insurance and annuity policies against the Death
Master File, investigate any identified matches to confirm the death of the insured and determine whether benefits are
due and attempt to locate the beneficiaries or, if no beneficiary can be located, escheat the policy benefit to the
respective state government as unclaimed property. It is possible that enactment of state laws similar to the Act could
result in additional payments to beneficiaries, additional escheatment of funds deemed abandoned under state laws,
and/or administrative penalties. It is also possible that life insurers may be subject to claims regarding their business
practices as a result given the legal uncertainty in this area. Any additional payments or costs could be significant and
have a material adverse effect on the Company's financial condition or results from operations.

On July 21, 2010, the Dodd-Frank Act (“Dodd-Frank) was enacted into law. Dodd-Frank calls for expansive changes in
the regulation and oversight of the financial industry intended to provide for greater supervision of financial industry
entities, reduction of risk in banking practices and in securities and derivatives trading, enhancement of public
company corporate governance practices and executive compensation disclosures, and greater protections to
individual consumers and investors. Numerous provisions of Dodd-Frank require adoption of implementing rules and
/or regulations. The process of adopting these have been delayed beyond the timeframes imposed by Dodd-Frank.
Until various final regulations are defined the full impact of the regulations on the Company will remain unclear.
Legislative or regulatory requirements imposed may impact the Company in a variety of ways including placing the
Company at a competitive disadvantage relative to its competition or other financial service entities, changing the
competitive framework of the financial services sector an/or life insurance industry, making it more expensive for the
Company to conduct its business, or requiring the reallocation of Company resources to legal and compliance-related
activities. Consequently, the impact of Dodd-frank on the Company, as well as that on the financial industry and
economy cannot be determined until all the rules and regulations called for under the Act have been finalized and
implemented.

The Company's operations are centralized at its Austin, Texas location and it is licensed to do business in forty-nine
states (except New York) and various other U.S. territories and possessions and is regulated by the insurance
departments in each of these locations. Although not otherwise licensed, the Company also accepts applications from
and issues dollar-denominated policies to residents outside of the United States. From time to time insurance
regulators in these non-U.S. locations have sought to exercise regulatory authority over the Company including the
imposition of substantial penal fines. Although these non-U.S. regulators have no jurisdiction over the Company and
any actions, including fines, would be unenforceable against the Company, the threat of regulatory action could
impede the submission of future application from residents in these locations. The Company's future sales and
financial condition are dependent upon avoiding significant interruptions in receiving applications from residents
outside of the United States.

Changes in accounting standards issued by standard-setting bodies may adversely affect our financial statements and
affect the management of business operations.
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The Company’s financial statements are prepared in accordance with generally accepted accounting principles (“GAAP”)
as delineated in the FASB Accounting Standards Codification (“FASB ASC”). GAAP is subject to constant review by
various policy-setting organizations to address emerging accounting rules and issue interpretative accounting

guidance. From time to time, the Company is required to adopt new or revised accounting standards or guidance that

has been integrated into the FASB ASC. Future accounting standards required to be adopted could possibly change

the current accounting treatment that the Company uses in its consolidated financial statements and such changes

could possibly have a material adverse effect on our financial position and results of operations.
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In addition, the Financial Accounting Standards Board (“FASB”) is in the process of working on several projects with
the International Accounting Standards Board (“IASB”’) which could produce significant changes as GAAP converges
with International Financial Reporting Standards (“IFRS”). These projects include how the Company accounts for its
insurance contracts and financial instruments and how its financial statements are prepared and presented. The SEC
has proposed that filers in the U.S. be required to report financial results in accordance with IFRS as issued by the
IASB rather than GAAP. Despite the gradual working toward convergence of GAAP and IFRS, adoption of IFRS
would be a complete change to the Company's accounting and reporting.The changes to GAAP and the ultimate
conversion to IFRS will invoke new demands on public companies in the areas of governance, internal controls,
employee training, and disclosure and will likely affect how business operations are managed. The Company is unable
to predict whether, and if so, when this proposal will be adopted and/or implemented.

The Company is also required to comply with statutory accounting principles ("SAP") which are subject to constant
review by the NAIC and related task forces and committees. Various proposal either are currently or have been
previously pending before the NAIC including comprehensive reforms relating to life insurance reserves and the
accounting for such reserves. The Company cannot predict whether or in what form reforms will be enacted by state
legislatures and whether the enacted reforms will positively or negatively affect the Company.

We may be subject to unfavorable judicial developments, including the time and expense of litigation, which
potentially could affect our financial position and results.

Financial services companies are frequently targets of legal proceedings, including class action litigation. In the
ordinary course of business, we are involved in various legal actions common to the life insurance industry, some of
which may occasionally assert claims for large amounts. Companies in the life insurance and annuity lines of business
have encountered litigation pertaining to allegations of improper sales practices in connection with the sale of life
insurance, improper product design and disclosures, marketing unsuitable products to customers especially in the
senior market, bad faith in the handling of insurance claims, and other similar pleas. In addition, life insurance
companies are subject to risk of errors and misconduct of the agents selling their products for fraud, non-compliance
with policies and recommending products or transactions that are not suitable in a particular situation. Often these
legal proceedings have resulted in the award of substantial amounts disproportionate to the actual damages including
material amounts of punitive compensatory damages. In some states, judges and juries have substantial discretion in
awarding punitive and compensatory damages which creates the potential for material adverse judgments or awards.
Given the inherent unpredictability of litigation, there can be no assurance that such litigation, current or in the future,
will not have such a material adverse effect on the Company’s results of operation or cash flows in any particular
reporting period. In addition, the occurrence of such matters may become more frequent and/or severe in the event that
general economic conditions deteriorate.

We could be liable with respect to liabilities ceded to reinsurers if the reinsurers fail to meet the obligations assumed
by them.

The Company cedes material amounts of insurance to other unaffiliated insurance companies through reinsurance.
However, these reinsurance arrangements do not fully discharge the Company’s obligation to pay benefits on the
reinsured business. If a reinsurer fails to meet its obligations, the Company would be forced to cover these claims. In
addition, if a reinsurer becomes insolvent, it may cause the Company to lose its reserve credits on the ceded business
which require the establishment of additional reserves. To mitigate the risks associated with the use of reinsurance, the
Company carefully monitors the ratings and financial condition of its reinsurers on a regular basis and attempts to
avoid concentration of credit risks by spreading its business among several reinsurers in order to diversify its risk
exposure.
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The Company's ability to be competitive is affected by the availability of reinsurance. In recent years, the number of
life reinsurers has decreased as the reinsurance industry has consolidated. The lower number of life reinsurers has
resulted in increased concentration of risk for insurers. If the cost of reinsurance were to increase or become
unavailable, the Company could be adversely impacted.

We are subject to policy claims experience which can fluctuate from period to period and vary from past results or
expectations.

The Company’s earnings are significantly influenced by policy claims received and will vary from period to period
depending upon the amount of claims incurred. In any given quarter or year, there is very limited predictability of
claims experience. The liability established for future policy benefits is based upon a number of different factors. Our
mortality experience could be adversely impacted by a catastrophic event such as a natural disaster, terrorist attack or
pandemic event. In the event our future claim experience does not match our past results or pricing assumptions, our
operating results could be materially and adversely affected.

We are subject to assumption inaccuracies regarding future mortality, persistency, and interest rates used in
determining deferred policy acquisition costs which may require us to accelerate our amortization.

17

32



Edgar Filing: NATIONAL WESTERN LIFE INSURANCE CO - Form 10-K

Table of Contents

In the course of business, the Company makes certain assumptions regarding mortality, policy persistency, expenses,
interest rates, business mix, investment performance and other factors concerning the type of business experience
expected in future periods. Deferred policy acquisition costs (and deferred sales inducement amounts) are calculated
using a number of these assumptions . They represent costs that vary with and are primarily related to the acquisition
of new insurance and annuity contracts. Amortization of deferred policy acquisition expenses is dependent upon
actual and expected profits generated by the lines of business that incurred the related expenses and are amortized over
the expected lives of the corresponding contracts. The deferred policy acquisition costs recorded on the balance sheet
are tested to determine if they are recoverable under current assumptions. The estimates and assumptions used to
amortize deferred policy acquisition costs proportional to expected gross profits are also regularly reviewed. Due to
the uncertainty associated with establishing these assumptions, the Company cannot, with precision, determine the
exact pattern of profit emergence. Increases in actual or future withdrawals or surrenders or investment losses, often
associated with severe economic recessions, could result in an acceleration of amortization. Accordingly, actual
results could differ from the related assumptions which could have a material and adverse impact on the Company’s
operating results.

Assumptions and estimates involve judgment, and by their nature are imprecise and subject to changes and revisions
over time. The Company's results may be affected, positively or negatively, by actual results differing from
assumptions, by changes in estimates, and by changes resulting from implementing more sophisticated administrative
systems and procedures that facilitate the calculation of more precise estimates.

Occurrence of natural or man-made disasters and catastrophes could adversely affect our ability to conduct business
operations and the financial condition and results of operations.

The occurrence of natural disasters and catastrophes, including earthquakes, floods, tornadoes, fires, explosions,
pandemic disease and man-made disasters, including acts of terrorism and military actions, could adversely affect the
financial condition or results of operations of the Company. Such disasters and catastrophes could impact the
Company directly by damaging our facilities, preventing employees from performing their duties or otherwise
disturbing the Company’s ordinary business operations, as well as indirectly by changing the condition and behaviors
of consumers, business counterparties and regulators and potentially causing declines or volatility in economic and
financial markets. In addition, such events and conditions could result in a decrease or halt in economic activity in
large geographic regions, adversely impacting the marketing of the Company's business within such geographic areas
which in turn could have an adverse effect on the Company.

The effects of natural and man-made disasters and catastrophes on the Company’s business include, but are not limited
to: an acceleration of the timing in which benefits are paid under the Company’s insurance policies due to catastrophic
loss of life; the harm to the financial condition of the Company’s reinsurers due to an increase in claims thereby
impacting the cost and availability of reinsurance and possibly increasing the probability of default on reinsurance
recoveries; and heightened volatility, loss of liquidity, and credit impairment in the financial markets resulting in harm
to the Company’s financial condition.

We are dependent upon effective information technology systems and on development and implementation of new
technologies.

The Company’s business operations are technology dependent for maintaining accurate records, administering
complex contract provisions, and complying with increasingly demanding regulation. While systems developments
can streamline many processes and in the long term reduce the cost of doing business, these initiatives can present
short-term cost and implementation risks. Projections of expenses, implementation time frames and the ultimate
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enhancement values may be different from expectations and escalate over time. The Company also faces rising costs
and time constraints in meeting data security compliance requirements of new and proposed regulations. These
increased risks and expanding requirements expose the Company to potential data loss and damages and significant
increases in compliance and litigation costs.

The Company relies on its computer systems to conduct business and produce financial statements. While policies,
procedures and back-up plans designed to prevent or minimize the effect of incapacity or failure are maintained, the
Company’s computer systems may be vulnerable to disruptions or breaches as a result of natural disasters, man-made
disasters, criminal activity or other events beyond the Company’s control. A computer virus, information security
breach, disaster or unanticipated event could affect the data storage and processing systems of the Company, or its
service providers, destroying or compromising valuable data or making it difficult to conduct business. The
Company's computer systems may be inaccessible to its employees, business partners, and customers for an extended
period of time. Even if employees of the Company are able to report to work, they may be unable to perform their
duties if the Company's data or systems are disabled or destroyed. The failure or incapacity of any of the Company’s
computer systems could disrupt operations and adversely impact our profitability.
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The Company retains confidential information on its systems, including customer information and proprietary

business information, and relies on sophisticated commercial technologies to maintain the security of those systems.
The increasing volume and sophistication of computer viruses, hackers and other external threats may increase the
vulnerability of the Company’s systems to data breaches. Anyone who is able to circumvent the Company's security
measures could access, view, misappropriate, alter, or delete any information in the systems, including personally
identifiable customer information, customer financial information, and proprietary business information. An

increasing number of states require customers to be notified of any unauthorized access, use, or disclosure of their
information. Any compromise of the security of the Company’s technology systems that results in the disclosure of
personally identifiable customer information could damage the Company’s reputation, expose it to litigation, and result
in significant technical, legal and other expenses.

Some of the Company’s information technology systems are older legacy-type systems and require an ongoing
commitment of resources to maintain current standards. These legacy systems are written in older programming
languages with which fewer and fewer individuals are knowledgeable of and trained in. The Company’s success is in
large part dependent on maintaining and enhancing the effectiveness of existing legacy systems until converting to
newer technologies and failure of these systems for any reason could disrupt our operations, result in the loss of
business and adversely impact our profitability.

The Company could be adversely affected by changes to tax law or interpretations of existing tax law which reduce
the demand for certain insurance products.

The Internal Revenue Code (the "IRC") provides that income tax payable on investment earnings of certain life
insurance and annuity products is deferred during the accumulation period of the policies/contracts giving certain of
the Company's products a competitive advantage over other non-insurance products. If the IRC were amended to
reduce the tax-deferred status of life insurance and annuity products, all life insurance companies, including the
Company, would be adversely affected with respect to the ability to sell these products. Such changes in tax law could
make the tax advantages of investing in certain life insurance and annuity products less attractive.

In addition, the Company is subject to federal corporate income taxes but benefits from certain tax provisions,
including but not limited to, dividends-received deductions and insurance reserve deductions. Due to a variety of
factors including the current Federal budget deficit and ongoing proposals from the U.S Department of Treasury, there
is a risk that federal tax legislation could be enacted lessening or eliminating some or all of the tax advantages
currently benefiting the Company and result in higher taxes. The Company cannot predict what changes to tax laws or
interpretations of existing tax law that may ultimately be enacted or adopted, or whether such changes will adversely
affect the Company.

The Company may be required to establish a valuation allowance against its deferred tax assets which could
materially affect the Company's results of operations and financial condition.

Differences between the financial statement carrying amounts of existing assets and liabilities and their respective tax
bases give rise to deferred tax assets. These deferred tax assets represent future tax savings that would otherwise be
paid in cash. GAAP requires that such deferred tax assets be analyzed for their future realizability which is dependent
upon the generation of sufficient future taxable income with which to offset the deferred tax assets. If it is determined
that all or a portion of the deferred tax assets cannot be realized, an offsetting valuation allowance must be established
with a corresponding charge to net income.

The Company's current assessment of future taxable income in combination with the consideration of available tax
planning opportunities has determined that it is more likely than not that it will generate sufficient taxable income to
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realize its deferred tax assets. If future events deviate from the Company's current assessment, a valuation allowance
may need to be established which could have a material adverse effect on the Company's results of operations and
financial condition.

Competition for employees is intense and the Company may not be able to attract and retain highly skilled people
needed to support its business.

The Company’s success and ability to reach goals is dependent upon its ability to attract and retain qualified personnel.
The market for qualified personnel is extremely competitive and the Company may not be able to hire or retain key
people. The unexpected loss of services of one or more of the company’s key personnel could have a material adverse
effect on the Company’s operations due to their skills, unique knowledge of our business, years of industry experience
and the potential difficulty of quickly finding qualified replacements. Sales in our lines of business and our results of
operations and financial condition could be materially adversely affected if the Company is unsuccessful in attracting
and retaining qualified individuals or its recruiting and retention costs increase significantly.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

The Westcap Corporation, a wholly owned subsidiary, owns the Company’s principal office location in Austin, Texas
and two buildings adjacent to it, totaling approximately 93,000 square feet that are leased and utilized by the

Company. The Company’s affiliate, Regent Care Building, LP, owns a 65,000 square foot building in Reno, Nevada,
which is leased and utilized by another of the Company’s affiliates, Regent Care Operations, LP, for use in its nursing
home operations. The Company’s subsidiary, Regent Care San Marcos A-3 LP, completed construction of a 74,000
square foot building in San Marcos, Texas in 2009 which is used in nursing home operations. Lease costs and related
operating expenses for facilities of the Company’s subsidiaries are currently not significant in relation to the Company’s
consolidated financial statements. The intercompany lease costs related to The Westcap Corporation and the nursing
homes have been eliminated for consolidated reporting purposes.

ITEM 3. LEGAL PROCEEDINGS

In the normal course of business, the Company is involved or may become involved in various legal actions in which
claims for alleged economic and punitive damages have been or may be asserted, some for substantial amounts. In
recent years, carriers offering life insurance and annuity products have faced litigation, including class action lawsuits,
alleging improper product design, improper sales practices, and similar claims. As discussed below, the Company has
been a defendant over the past several years in two such class action lawsuits. Given the uncertainty involved in these
types of actions, the ability to make a reliable evaluation of the likelihood of an unfavorable outcome or an estimate of
the amount of or range of potential loss is endemic to the particular circumstances and evolving developments of each
individual matter on its own merits.

The Company was a defendant in a class action lawsuit initially filed on September 17, 2004, in the Superior Court of
the State of California for the County of Los Angeles. The California state court certified a class consisting of certain
California policyholders age 65 and older alleging violations under California Business and Professions Code section
17200. The court additionally certified a subclass of 36 policyholders alleging fraud against their agent, and
vicariously against the Company. The California Insurance Department intervened in this case asserting that the
Company violated California insurance laws. The parties to this case became involved in court-ordered mediation and
ongoing negotiations. On February 22, 2010, the Company reported in a Form 8-K filing a settlement agreement with
the plaintiffs and plaintiff in intervention providing a settlement benefit of approximately $17 million which was
included in the Company's legal accrual provision at December 31, 2009. The settlement agreement was given final
court approval at a Fairness Hearing on August 20, 2010. Including attorney's fees, policy benefits and other
considerations, the Company paid out approximately $22.4 million in the third and fourth quarters of 2010.

The Company is currently a defendant in a second class action lawsuit pending as of June 12, 2006, in the U.S.
District Court for the Southern District of California. The case is titled In Re National Western Life Insurance
Deferred Annuities Litigation. The complaint asserts claims for RICO violations, Financial Elder Abuse, Violation of
Cal. Bus. & Prof. Code 17200, et seq, Violation of Cal. Bus. & Prof. Code 17500, et seq, Breach of Fiduciary Duty,
Aiding and Abetting Breach of Fiduciary Duty, Fraudulent Concealment, Cal. Civ. Code 1710, et seq, Breach of the
Duty of Good Faith and Fair Dealing, and Unjust Enrichment and Imposition of Constructive Trust. On July 12, 2010
the Court certified a nationwide class of policyholders under the RICO allegation and a California class under all of
the remaining causes of action except breach of fiduciary duty. The Company believes that it has meritorious defenses
in this cause and intends to vigorously defend itself against the asserted claims. In addition, given the speculative and
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vague damage theories presented by the plaintiffs in the matter, the inability to ascertain any financial harm to the
class of policyholders, and the current status of the case before the Court, the Company is unable to reasonably
estimate a possible range of loss for disclosure in the accompanying financial statements. Therefore, no amounts have
been provided in the financial statements of the Company as of December 31, 2011 for this matter.
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In addition to the two class action lawsuits described above, the Company is the named defendant in the case of Sheila
Newman vs. National Western Life Insurance Company, which alleged mishandling of policyholder funds by an
agent. On February 3, 2010, the 415th Judicial District Court of Parker County in Weatherford, Texas, entered a Final
Judgment against the Company of approximately $208,000 including actual damages of $113,000 and amounts for
attorney's fees, and prejudgment interest on the actual damages. In addition, the Final Judgment included $150
million for exemplary damages. The Court of Appeals on August 11, 2011, reversed the trial court judgment in its
entirety and rendered a take nothing verdict in favor of National Western. Plaintiffs (Appellees) filed a motion for a
rehearing which the Court ruled on October 13, 2011, that the trial court's judgment was still reversed and judgment
was still entered that Newman take nothing, all in favor of National Western. The Plaintiffs (Appellees) filed a Motion
for Reconsideration En Banc which the Court of Appeals denied on October 27, 2011. The Plaintiffs (Appellees) then
filed a Motion for Rehearing of the Court's amended decision, which the Court of Appeals denied on December 22,
2011.

Although there can be no assurances, at the present time, the Company does not anticipate that the ultimate liability
arising from such other potential, pending, or threatened legal actions will have a material adverse effect on the
financial condition or operating results of the Company.

The Company was involved in litigation as the plaintiff in a matter pending in the United States District Court for the
Western District of Texas (“District Court”) against defendant, Western National Life Insurance Company and its parent
company, AGC Life Insurance Company. The matter dealt with the alleged infringement of registered trademarks held
by the Company. On March 25, 2011, the parties executed a Memorandum of Understanding on Settlement
(“Memorandum”) under which the Company was to receive a settlement payment of $4 million . This amount has been
received and was included in Other revenues, net of attorney fees, in the financial statements in the second quarter,
2011. The parties entered into a final written confidential settlement agreement originally dated May 2, 2011 and
amended August 15, 2011.

Brazilian insurance regulators have sought to impose substantial penal fines against National Western. The Company
firmly believes that Brazilian insurance regulators have no jurisdiction over the Company and that any such fines
would be unenforceable against it.

ITEM 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY,
RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Market Information
The principal market on which the Class A common stock of the Company trades is The NASDAQ - Stock Market®

under the symbol “NWLI”. The high and low sales prices for the Class A common stock for each quarter during the last
two years and the cash dividends declared per common share are shown in the following table.

Class A Common Stock Data (per share) 15t Quarter 2nd Quarter 3rd Quarter 4th Quarter
2011:

High $175.88 164.13 178.82 153.02
Low 173.00 163.00 175.99 130.00
Dividends Declared — — 0.36 —

2010:

High $193.86 194.35 160.19 179.81
Low 148.79 149.10 128.06 142.80
Dividends Declared — — 0.36 —

There is no established public trading market for the Company’s Class B common stock.
Equity Security Holders

The number of stockholders of record on March 13, 2012 was as follows:

Class A Common Stock 3,916
Class B Common Stock 2
Dividends

Class B common stockholders receive dividends at one-half the rate declared on Class A common stock. During 2011,
the Company paid cash dividends on its Class A and Class B common stock in the amounts of $1,236,515 and
$36,000, respectively. During 2010, the Company also paid cash dividends on its Class A and Class B common stock
in the amounts of $1,234,418 and $36,000, respectively. Payment of dividends is within the discretion of the
Company’s Board of Directors. The Company’s general policy is to reinvest earnings internally to finance the
development of new business.

Securities Authorized For Issuance Under Equity Compensation Plans
The Company has two equity compensation plans that were approved by security holders. Under the two plans, a total
of 86,118 shares of the Company’s Class A common stock may be issued upon exercise of the outstanding options at

December 31, 2011. The weighted average exercise price of the outstanding options is $187.83 per option. Excluding
the outstanding options, 291,000 shares of Class A common stock remain available for future issuance under the plans
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Performance Graph

The following graph compares the change in the Company's cumulative total stockholder return on its common stock
with the NASDAQ - U.S. Companies Index and the NASDAQ - Insurance Stock Index. The graph assumes that the
value of the Company's Class A common stock and each index was $100 at December 31, 2006, and that all dividends

were reinvested.

Issuer Purchases of Equity Securities

Effective March 10, 2006, the Company adopted and implemented a limited stock buy-back program associated with
the Company's 1995 Stock Option and Incentive Plan ("Plan") which provides Option Holders the additional
alternative of selling shares acquired through the exercise of options directly back to the Company. Option Holders
may elect to sell such acquired shares back to the Company at any time within ninety (90) days after the exercise of
options at the prevailing market price as of the date of notice of election.

Effective August 22, 2008 the Company adopted and implemented another limited stock buy-back program
substantially similar to the 2006 program for shares issued under the 2008 Incentive Plan.

The following table sets forth the Company’s repurchase of its Class A common shares from Option Holders for the

quarter ended December 31, 2011.

Period

October 1, 2011 through October 31, 2011
November 1, 2011 through November 30, 2011
December 1, 2011 through December 31, 2011

Total

Total Number
of Shares
Purchased

Average Price
Paid Per Share

Total Number
of Shares
Purchased as
Part of
Publicly
Announced
Plans or
Programs

N/A
N/A
N/A

N/A

Approximate
Dollar Value
of Shares that
May yet Be
Purchased
Under the
Plans or
Programs

N/A
N/A
N/A

N/A

Purchased shares are reported in the Company's consolidated financial statements as authorized and unissued.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following five-year financial summary includes comparative amounts derived from the audited consolidated
financial statements.

Years Ended December 31,

2011 2010 2009 2008 2007

(In thousands except per share amounts)

Earnings Information:

Revenues:

Universal life and annuity contract $132.133 127.192 145,651 133.424 119.677
charges

Tradl.tlonal life and annuity contract 18,078 16,565 17,043 17,752 19.513
premiums

Net investment income 391,034 401,383 393,531 273,362 318,137
Other revenues 25,439 25,377 17,348 12,769 13,683
Net realized investment gains 6.063 5.475 (5,167 ) (26,228 ) 3,497
(losses)

Total revenues 572,747 575,992 568,406 411,079 474,507
Benefits and expenses:

Life and other policy benefits 46,494 52,929 48,997 39,759 41,326
Amortization of deferred policy | 33 g 96,449 115,163 127,161 88,413
acquisition costs

i[fllt’;:srtsal life and annuity contract 5, -qq 266,603 242,816 138,960 164,391
Other operating expenses 77,541 55,448 92,192 55,630 55,130
Total benefits and expenses 489,911 471,429 499,168 361,510 349,260
faire“smgs before Federal income ¢, ¢3¢ 104,563 69,238 49,569 125,247
Federal income taxes 27,209 31,666 23,754 15,927 39,876
Net earnings $55,627 72,897 45,484 33,642 85,371
Basic Earnings Per Share:

Class A $15.74 20.67 12.90 9.54 24.24
Class B $7.87 10.33 6.45 4.77 12.12
Diluted Earnings Per Share:

Class A $15.73 20.61 12.87 948 23.95
Class B $7.87 10.33 6.45 4.77 12.12
Balance Sheet Information:

Total assets $9,727,999 8,773,948 7,518,735 6,786,480 6,835,326

43



Edgar Filing: NATIONAL WESTERN LIFE INSURANCE CO - Form 10-K

Total liabilities
Stockholders’ equity

Book value per common share
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$8,451,214
$1,276,785

$351.27

7,555,157
1,218,791

335.83

6,404,682
1,114,053

307.24

5,800,267
986,213

271.99

5,823,641
1,011,685

279.29

44



Edgar Filing: NATIONAL WESTERN LIFE INSURANCE CO - Form 10-K

Table of Contents

ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Forward-Looking Statements

The Private Securities Litigation Reform Act of 1995 provides a “safe harbor” for forward-looking statements. Certain
information contained herein or in other written or oral statements made by or on behalf of National Western Life
Insurance Company or its subsidiaries are or may be viewed as forward-looking. Although the Company has taken
appropriate care in developing any such information, forward-looking information involves risks and uncertainties
that could significantly impact actual results. These risks and uncertainties include, but are not limited to, matters
described in the Company’s SEC filings such as exposure to market risks, anticipated cash flows or operating
performance, future capital needs, and statutory or regulatory related issues. However, National Western, as a matter
of policy, does not make any specific projections as to future earnings, nor does it endorse any projections regarding
future performance that may be made by others. Whether or not actual results differ materially from forward-looking
statements may depend on numerous foreseeable and unforeseeable events or developments. Also, the Company
undertakes no obligation to publicly update or revise any forward-looking statements, whether as a result of new
information, future developments, or otherwise.

Management’s discussion and analysis of financial condition and results of operations (“MD&A”) of National Western
Life Insurance Company for the three years ended December 31, 2011 follows. This discussion should be read in
conjunction with the Company’s consolidated financial statements and related notes beginning on page 69 of this
report.

Overview

The Company provides life insurance products on a global basis for the savings and protection needs of policyholders
and annuity contracts for the asset accumulation and retirement needs of contract holders both domestically and
internationally. The Company accepts funds from policyholders or contract holders and establishes a liability
representing future obligations to pay the policy or contract holders and their beneficiaries. To ensure the Company
will be able to pay these future commitments, the funds received as premium payments and deposits are invested in
high quality investments, primarily fixed income securities.

Due to the business of accepting funds to pay future obligations in later years and the underlying economics, the
relevant factors affecting the Company’s business and profitability include the following:

the level of sales and premium revenues collected

persistency of policies and contracts

return on investments sufficient to produce acceptable and spread margins over interest crediting rates
investment credit quality which minimizes the risk of default or impairment

levels of policy benefits and costs to acquire business

the level of operating expenses

effect of interest rate changes on revenues and investments including asset and liability matching

maintaining adequate levels of capital and surplus

actual levels of surrenders, withdrawals, claims and interest spreads and changes in assumptions for amortization
of deferred policy acquisition expenses and deferred sales inducements

change in the fair value of derivative index options and embedded derivatives pertaining to fixed-index life and
annuity products
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pricing and availability of adequate reinsurance
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The Company monitors these factors continually as key business indicators. The discussion that follows in this Item 7
includes these indicators and presents information useful to an overall understanding of the Company’s business
performance in 2011, incorporating required disclosures in accordance with the rules and regulations of the Securities
and Exchange Commission.

Impact of Recent Business Environment

Economic data has shown mixed signs of improvement and backsliding over the past several quarters generating
uncertainty about the direction of the economy at least in the near term. While corporate earnings have pleasantly
surprised and interest rates remain at historic lows, the specter of higher inflation continues to be concerning given the
acceleration of commodity prices combined with fiscal policies that have greatly depreciated the U.S. dollar. It is also
uncertain whether the financial stresses of various countries in the European community will be contained or disrupt
the economic expansion in core Europe. One school of thought holds that there is a lagged effect of two years of
global stimulative macroeconomic policies yet to occur. At the same time, the compromises to fix the U.S. budget
deficit may not be substantial enough to avoid eventual calamity in some future year.

In summary, no one's crystal ball provides enough foresight regarding the future to confidently predict the direction
that the U.S. and global economies are headed. Strong economic expansion generally benefits the Company’s business.
Alternatively, a tepid economic recovery consisting of higher unemployment, lower personal income, muted

consumer spending and lackluster corporate earnings and business investment could adversely impact the demand for
the Company’s products. Household financial income compression may also cause us to experience a higher incidence
of claims, lapses or surrenders of policies. It is not possible to predict with certainty whether or when such activity

may occur or what impact, if any, such actions could have on the Company’s business, results of operations, cash flows
or financial condition.

The financial duress in 2008 and 2009 did not have an adverse affect on our annuity line of business. Annuity sales in
2009 increased 106% over the levels attained in 2008. With the green shoots of recovery emerging in 2010, we
witnessed annuity sales

increase 71% over those of 2009 and 2011 annuity sales approximated 2010's record level. While there may be many
underlying reasons for this expansion in our annuity business, we believe that at least the following factors may
explain this outcome: (1) during uncertain economic periods, consumers follow a flight to safety toward lower risk
assets such as annuity products; (2) the Company's strong financial position, upgrade in financial strength rating from
A.M. Best during 2009 and ample capital resources enhanced our presence in the annuity marketplace with
independent distributors and end market consumers; (3) many of the Company's competitors incurred reductions in
their capital base due to a deterioration in the quality of their investment portfolios, including investment impairments
and losses, which caused them to curtail sales activity and recruitment of independent distribution; and (4) the
uncertainty surrounding the potential regulation of fixed-indexed annuities by the SEC was eliminated when the U.S
Court of Appeals vacated the proposed regulation (Rule 151A) and Congress passed the Dodd-Frank Act which
exempted annuities under the Securities Act of 1933. Despite these factors and their impact on the growth in the
Company's annuity

sales, it is unclear what effect ongoing economic and political challenges may have upon future business levels.

The fixed income markets, our primary investment source, have experienced an improvement in fundamental credit
quality on the heels of stronger liquidity, improving corporate profitability and modest economic growth. Credit
downgrades of fixed income instruments by rating agencies were fairly prevalent during 2008 and 2009. However,
credit default rates declined during 2010 and conditions during 2011 remained mostly similar to those in 2010. The
Company experienced minimal impairment and degradation of quality in its fixed income holdings during the
financial crisis and subsequent recovery. There is no certainty that future events may produce the same success in this
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regard.

The unprecedented low U. S. Treasury yields combined with tightening credit spreads (difference between bond yields
and riskfree interest rates) on fixed maturity securities has produced new challenges in managing Company
profitability given the resulting “compression” on interest spreads (difference between the yield on investments and the
amounts required to credit on associated policy values). Industry analysts and observers generally agree that a sudden
jump in interest rate levels would be harmful to life insurers with interest-sensitive products as it could provide an
impetus for abnormal product surrenders and withdrawals at the same time fixed debt securities held by insurers
declined in market value. The federal government's burgeoning deficit and initial “quantitative easing