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Ocean Power Technologies, Inc.
1590 Reed Road
Pennington, NJ 08534 USA
609-730-0400, Fax: 609-730-0404

August 28, 2007

Dear Stockholder,

We cordially invite you to attend our 2007 Annual Meeting of Stockholders to be held at 10:00 a.m. Eastern Daylight
Time on Friday, October 5, 2007 at our offices at 1590 Reed Road, Pennington, New Jersey 08534. The attached
notice of annual meeting and proxy statement describe the business we will conduct at the meeting and provide
information about Ocean Power Technologies, Inc. that you should consider when you vote your shares.

Your vote is very important, regardless of the number of shares you hold. Whether or not you plan to attend the
meeting, please carefully review the enclosed proxy statement and then cast your vote.

We hope that you will join us on October 5, 2007.

Sincerely,

Dr. George W. Taylor
Chief Executive Officer
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OCEAN POWER TECHNOLOGIES, INC.
1590 Reed Road

Pennington, New Jersey 08534

Notice of 2007 Annual Meeting of Stockholders

NOTICE IS HEREBY GIVEN that the 2007 Annual Meeting of Stockholders of Ocean Power Technologies,
Inc., a Delaware corporation, will be held on:

Date: October 5, 2007

Time: 10:00 a.m. Eastern Daylight Time

Place: 1590 Reed Road
Pennington, New Jersey 08534
USA

Purposes: 1.  To elect five persons to our Board of Directors;

2.  To consider and take action on the ratification of the selection of KPMG LLP as our
independent registered public accounting firm for fiscal year 2008; and

3.  To transact such other business as may properly come before the Meeting or any
adjournments thereof.

Record Date The Board of Directors has fixed the close of business on August 21, 2007 as the record date
for determining stockholders entitled to notice of, and to vote at, the meeting or any
adjournment or postponement of the meeting.

FOR THE BOARD OF DIRECTORS

/s/ Charles F. Dunleavy
Charles F. Dunleavy
Senior Vice President, Chief Financial Officer,
Secretary and Treasurer

Pennington, New Jersey
August 28, 2007
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OCEAN POWER TECHNOLOGIES, INC.
1590 Reed Road

Pennington, New Jersey 08534

PROXY STATEMENT
Annual Meeting of Stockholders To Be Held October 5, 2007

GENERAL INFORMATION

This Proxy Statement is furnished to stockholders of Ocean Power Technologies, Inc., a Delaware corporation, in
connection with the solicitation by our Board of Directors of proxies for use at our Annual Meeting of Stockholders
(the Meeting). The Meeting is scheduled to be held on Friday, October 5, 2007, at 10:00 a.m., Eastern Daylight Time,
at our offices located at 1590 Reed Road, Pennington, New Jersey. We anticipate that this Proxy Statement and the
enclosed form of proxy will be mailed to stockholders on or about August 28, 2007.

At the Meeting, stockholders will be asked to vote upon: (1) the election of five directors; (2) the ratification of the
selection of our independent registered public accounting firm for fiscal year 2008; and (3) such other business as may
properly come before the Meeting and at any adjournments thereof.

Voting Rights and Votes Required

The close of business on August 21, 2007 has been fixed as the Record Date for the determination of stockholders
entitled to receive notice of and to vote at the Meeting. As of the close of business on such date, we had outstanding
and entitled to vote 10,190,604 shares of Common Stock, par value $0.001 per share (the Common Stock). Because
stockholders often cannot attend the Meeting in person, a large number is usually represented by proxy. You may vote
your shares by completing the proxy card and mailing it in the envelope provided. Stockholders who hold shares in
street name should refer to their proxy card or the information forwarded by their bank, broker or other holder of
record for instructions on the voting options available to them.

A majority of the shares of Common Stock entitled to vote at the Meeting must be represented in person or by proxy
at the Meeting in order to constitute a quorum for the transaction of business. The record holder of each share of
Common Stock entitled to vote at the Meeting will have one vote for each share so held.

Directors are elected by a plurality of the votes cast. Stockholders may not cumulate their votes. The five candidates
receiving the highest number of votes will be elected. In tabulating the votes, votes withheld in connection with the
election of one or more nominees and broker nonvotes will be disregarded and will have no effect on the outcome of
the vote.

The affirmative vote of a majority of the votes cast at the Meeting by the holders of Common Stock represented at the
Meeting in person or by proxy and entitled to vote will be required to ratify the selection of our independent registered
public accounting firm. Abstentions and broker nonvotes will count for quorum purposes. Abstentions and broker
nonvotes will be disregarded and will have no effect on the outcome of the selection of our independent registered
public accounting firm.

Voting of Proxies

If the accompanying proxy is properly executed and returned, the shares represented by the proxy will be voted at the
Meeting as specified in the proxy. If no instructions are specified, the shares represented by any properly executed
proxy will be voted FOR the election of the nominees listed below under �Election of Directors,� and FOR the
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Revocation of Proxies

Any proxy given pursuant to this solicitation may be revoked by a stockholder at any time before it is exercised by:
(i) written notice to our Secretary, (ii) timely notice of a properly executed proxy bearing a later date delivered to us,
or (iii) voting in person at the Meeting.

Solicitation of Proxies

We will bear the cost of this solicitation, including amounts paid to banks, brokers, and other record owners to
reimburse them for their expenses in forwarding solicitation materials regarding the Meeting to beneficial owners of
Common Stock. The solicitation will be by mail, with the materials being forwarded to stockholders of record and
certain other beneficial owners of Common Stock by our officers and other regular employees (at no additional
compensation). Such officers and employees may also solicit proxies from stockholders by personal contact, by
telephone, or by other means if necessary in order to assure sufficient representation at the Meeting.

Computershare Investor Services has been retained to receive and tabulate proxies.

MATTERS SUBJECT TO STOCKHOLDER VOTE

1.  ELECTION OF DIRECTORS

Pursuant to our by-laws, our directors serve one-year terms and are elected for a new one-year term at each annual
meeting of stockholders.

The five persons listed in the table below have been designated by the Board of Directors as nominees for election as
directors with terms expiring at the 2008 annual meeting. Unless a contrary direction is indicated, it is intended that
proxies received will be voted for the election as directors of the five nominees, to serve for one-year terms, and in
each case until their successors are elected and qualified. Each of the nominees has consented to being named in this
Proxy Statement and to serve as a director if elected. In the event any nominee for director declines or is unable to
serve, the proxies may be voted for a substitute nominee selected by the Board of Directors.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR ALL NOMINEES.

Our directors, their ages and positions as of August 21, 2007 and other biographical information are set forth below.

Position(s) with Ocean Power Served as Director
Name Age Technologies, Inc. From

Sir Eric A. Ash 79 Director 2001
Thomas J. Meaney 72 Director 2006
Seymour S. Preston III 73 Chairman 2003
Dr. George W. Taylor 73 Chief Executive Officer and Director 1984
Charles F. Dunleavy 58 Chief Financial Officer and Senior

Vice President, Treasurer and
Secretary and Director

1990

Sir Eric A. Ash has been a director since 2001. Since December 2005, he has served as a member of the international
advisory group of Keppel Corporation Limited, a marine engineering company based in Singapore. He is a member of
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the board of NeST (Europe) Ltd., an electronics company. Eric Ash is a Fellow of the Royal Society of London,
where he served as treasurer and vice president from 1997 to 2002. He is a Fellow of the Royal Academy of
Engineering, a foreign member of the US National Academy of Engineering, and a foreign member of the Russian
Academy of Science. Eric Ash�s academic appointments include the headship of the Department of Electronic
Engineering at University College London, and the Rector of Imperial College London for a period of eight years. He
was appointed a Knight Bachelor in 1990.

2
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Thomas J. Meaney has been a director since June 2006. He is the president, chief executive officer and a director of
Mikros Systems Corp., an electronics equipment company. From 1983 to 1986, Mr. Meaney served as a senior vice
president and director at Robotic Vision Systems, Inc., an electronics company, and from 1977 to 1983 he served as
the vice president of business development of the Norden Systems Division of United Technologies Corp., an
electronics company. Mr. Meaney holds a Master of Science degree in Mechanical Engineering from Drexel
University and a Bachelors degree in Mechanical Engineering from Villanova University.

Seymour S. Preston III has been a director since September 2003. Mr. Preston is also a director of Albemarle
Corporation, a specialty chemicals company, Scott Specialty Gas Corporation, a provider of gases for calibration,
testing and emission standards, Tufco Technologies, Inc., a consumer products contract manufacturing company, and
Independent Publications, Inc., a newspaper publisher. From 1994 to 2003, he was the chairman and chief executive
officer of AAC Engineered Systems, Inc., a privately-held manufacturing company. Over the period from 1961 to
1989, Mr. Preston held various positions at Pennwalt Corporation, including serving as president, chief operating
officer and director from 1978 to 1989. Mr. Preston served as president and chief executive officer of Elf Atochem
North America, Inc., a chemical and plastics company, from 1990 to 1993. Mr. Preston received his Masters of
Business Administration from Harvard Business School and his B.A. degree from Williams College.

Dr. George W. Taylor has served as our chief executive officer since 1993 and as a director since 1984, when he
co-founded our company. From 1990 to 2004, Dr. Taylor was our president and from 1984 to 1990, he was our vice
president. In 1979, he co-founded and served as president of Princeton Research Associates, Inc., a consulting
engineering, technical marketing and product development company. In 1971, Dr. Taylor co-founded Princeton
Materials Science, Inc., a manufacturer of liquid crystal displays and digital watches. Dr. Taylor received a Bachelor
of Engineering degree with First Class Honours in Electrical Engineering and a Doctor of Engineering degree from
the University of Western Australia and a Ph.D. in Electrical Engineering degree from the University of London. He is
a Fellow of the Institute of Engineers, Australia and the Institute of Electrical Engineers, London.

Charles F. Dunleavy has served as our chief financial officer and our senior vice president since 2001 and as our
treasurer, secretary and director since 1990. From 1993 to 2001, Mr. Dunleavy served as our vice president, finance.
From 1990 to 1993, Mr. Dunleavy served as vice president and chief financial officer of Whole Systems International
Corp., a privately held company specializing in multimedia instructional systems and information technology. From
1983 to 1990, Mr. Dunleavy was the corporate controller for Intermetrics, Inc., a publicly held software engineering
company that is now a part of Titan Corporation. Mr. Dunleavy is a Certified Public Accountant and holds a Masters
of Business Administration with honors from Rutgers Graduate School of Business Administration. He received his
A.B. degree from Colgate University with honors.

Executive Officers

Our executive officers who are not also directors, their ages and positions as of August 21, 2007 and other
biographical information are set forth below.

Name Age Position

Mark R. Draper 44 Chief Operating Officer; Chief Executive and Director
of Ocean Power Technologies Ltd.

John A. Baylouny 46 Senior Vice President, Engineering

Mark R. Draper was appointed our chief operating officer on June 15, 2007, and has served as the chief executive
and director of our wholly-owned European subsidiary based in the UK, Ocean Power Technologies Ltd., since
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September 2004. From 2001 to May 2004, Mr. Draper served as managing director, generation business of PowerGen
plc, a UK power utility. In this capacity, he was responsible for over 9,000MW of power generating assets, including
a 60MW offshore wind power station. He is a fellow of both the Institutes of Mechanical and Electrical Engineers and
serves as a non-executive Director on the Board of Slough Heat & Power, a utility company. He also serves as a
director of Iberdrola Energias Marinas de Cantabria, S.A., the

3
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joint venture in which we participate with affiliates of Iberdrola and Total. Mr. Draper holds a Masters degree in
Mechanical and Electrical Engineering from Cambridge University.

John A. Baylouny has served as our senior vice president, engineering since November 2005. From January 2000 to
November 2005, Mr. Baylouny served as vice president and general manager of DRS Data & Imaging Systems, Inc., a
subsidiary of DRS Technologies, Inc., a defense technology company, and from 1996 to 1999, Mr. Baylouny served
as head of engineering and led the technical strategic planning at DRS. Prior to 1996 he held various engineering
positions at DRS. Mr. Baylouny held engineering positions at ITT Avionics, a defense technology company, from
1983 to 1986. He holds a Masters degree in Electrical Engineering from Stevens Institute of Technology and a
Bachelors degree in Electrical Engineering from Fairleigh Dickenson University. Mr. Baylouny resigned from the
Company effective September 4, 2007.

There are no family relationships among any of our directors or executive officers.

Director Compensation

In September 2003, our Board of Directors approved a compensation program pursuant to which we pay each of our
directors who is not our employee, to whom we refer as non-employee directors, fees for service on our Board of
Directors and for attendance at Board and Board committee meetings. Annually, each non-employee director currently
receives $15,000 and an option to purchase 2,500 shares of our stock that is fully vested at the time of grant. Each
non-employee director also receives $2,000 for each Board meeting he attends in person or by video or
teleconference, $2,000 for each Audit Committee meeting he attends in person or by video or teleconference and
$1,000 for each Compensation Committee and Nominating and Corporate Governance Committee meeting that he
attends in person or by video or teleconference.

We reimburse each non-employee director for out-of-pocket expenses incurred in connection with attending our Board
and Board committee meetings. Compensation for our directors, including cash and equity compensation, is
determined, and remains subject to adjustment, by our Board of Directors.

The following table summarizes compensation paid to our non-employee directors in fiscal 2007.

Fees Earned or
Option
Awards

Paid in Cash ($) All Other Total
Name ($) (1)(3) Compensation ($) ($)

Sir Eric A. Ash 35,000 � � 35,000
Thomas J. Meaney 24,500 � 54,000(2) 78,500
Seymour S. Preston III 34,000 � � 34,000

(1) No amount was recognized as stock-based compensation for fiscal 2007 financial statement reporting purposes
in accordance with Statement of Financial Accounting Standards (SFAS) No. 123(R), Share-Based Payment
(SFAS 123R). The option awards granted to our non-employee directors for service on the Board of Directors
were not recognized in fiscal 2007, since the actual grants were made after April 30, 2007. See Note 2(l) of the
Notes to Consolidated Financial Statements in our Annual Report on Form 10-K for the fiscal year ended
April 30, 2007 for a discussion of the relevant assumptions used to determine the value of our stock options for
accounting purposes.
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(2) Mr. Meaney is a party to a consulting agreement with the Company for the provision of marketing services and
receives fees from the Company of $800 per day of services provided. The amount in this column reflects
consulting fees paid in fiscal 2007.

(3) At fiscal year-end, option awards outstanding to the directors are as follows: Mr. Ash-13,250; Mr.
Preston-8,000; Mr. Meaney-0.

Corporate Governance

Our Board of Directors believes that good corporate governance is important to ensure that Ocean Power
Technologies, Inc. is managed for the long-term benefit of stockholders. This section describes key corporate
governance guidelines and practices that our Board has adopted. Complete copies of our corporate governance

4
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guidelines, committee charters and code of business conduct and ethics are available on the corporate governance
section of our website, www.oceanpowertechnologies.com. Alternatively, you can request a copy of any of these
documents by writing to our Secretary at 1590 Reed Road, Pennington, New Jersey 08534.

Corporate Governance Guidelines

Our Board has adopted corporate governance guidelines to assist in the exercise of its duties and responsibilities and
to serve the best interests of Ocean Power Technologies, Inc. and our stockholders. These guidelines, which provide a
framework for the conduct of the Board�s business, provide that:

� the Board�s principal responsibility is to oversee the management of Ocean Power Technologies, Inc.;

� a majority of the members of the Board shall be independent directors;

� the non-employee directors shall meet regularly in executive session;

� directors have full and free access to management and, as necessary and appropriate, independent advisors;

� new directors participate in an orientation program and all directors are expected to participate in continuing
director education on an ongoing basis; and

� at least annually, the Board and its committees will conduct a self-evaluation to determine whether they are
functioning effectively.

Board Determination of Independence

Under applicable NASDAQ rules, a director will only qualify as an �independent director� if, in the opinion of our
Board of Directors, that person does not have a relationship which would interfere with the exercise of independent
judgment in carrying out the responsibilities of a director.

Our Board has determined that Mr. Ash, Mr. Meaney and Mr. Preston do not have a relationship that would interfere
with the exercise of independent judgment in carrying out the responsibilities of a director and that each of these
directors is an �independent director� as defined under Rule 4200(a)(15) of the NASDAQ Stock Market, Inc.
Marketplace Rules.

In determining the independence of the directors listed above, our Board considered each of the transactions discussed
in �Certain Relationships and Related Person Transactions� and, in the case of Mr. Meaney, a consulting agreement for
marketing services which was entered into prior to Mr. Meaney joining the Board. See �Board Committees � Audit
Committee� below for a discussion of this consulting agreement.

Meetings of the Board of Directors

The Board of Directors held eight meetings during fiscal 2007. During fiscal 2007, each director attended at least 75%
of the aggregate of the total number of meetings of (a) the Board of Directors, and (b) the committees on which the
director served.

Our corporate governance guidelines provide that directors are expected to attend the annual meeting of stockholders.
All directors attended the 2006 annual meeting of stockholders.
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Board Committees

Our Board of Directors has established three standing committees: an Audit Committee, a Compensation Committee
and a Nominating and Corporate Governance Committee. Each committee operates under a charter that has been
approved by the Board. The charters of all Board Committees are available on our website at
www.oceanpowertechnologies.com.

Our Board has determined that all of the members of the Compensation Committee and the Nominating and Corporate
Governance Committee are independent as defined under Rule 4200 of the NASDAQ Stock
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Market. Our Board has also determined that all audit Committee members meet the independence requirements
contemplated by Rule 4350(d) of the NASDAQ Stock Market and Rule 10A-3 under the Securities Exchange Act of
1934, as amended (the �Exchange Act�), with the exception of Mr. Meaney, as described below.

Audit Committee.  The members of our Audit Committee are Eric Ash, Thomas Meaney and Seymour Preston.
Seymour Preston is the chair of the committee. Eric Ash and Seymour Preston are our Audit Committee financial
experts. The Audit Committee met once in fiscal 2007.

As a recently public company in the United States, we have relied upon Exchange Act Rule 10A-3(b)(1)(iv)(A)
allowing a minority of the members of the Audit Committee to be exempt from the Security and Exchange
Commission�s (the SEC) independence requirements for a period of up to one year from our U.S. initial public
offering. Mr. Meaney, who became a member of the Board of Directors in June 2006, does not meet the independence
requirements of Rule 10A-3 due to a consulting agreement between the Company and Mr. Meaney for marketing
services, which has been in effect since August 1999. Mr. Meaney has agreed to step down as a member of the Audit
Committee effective April 24, 2008. The Board has determined that the Company�s reliance on the exemption from the
SEC�s independence requirements has not and would not materially adversely affect the ability of the Audit Committee
to act independently and satisfy the other requirements of Rule 10A-3.

Our Audit Committee assists our Board of Directors in its oversight of the integrity of our consolidated financial
statements, our independent registered public accounting firm�s qualifications and independence and the performance
of our independent registered public accounting firm.

Our Audit Committee�s responsibilities include: appointing, approving the compensation of, and assessing the
independence of, our independent registered public accounting firm; overseeing the work of our independent
registered public accounting firm, including through the receipt and consideration of reports from our independent
registered public accounting firm; reviewing and discussing with management and our independent registered public
accounting firm our annual and quarterly consolidated financial statements and related disclosures; monitoring our
internal control over financial reporting, disclosure controls and procedures and code of business conduct and ethics;
establishing procedures for the receipt and retention of accounting related complaints and concerns; meeting
independently with our independent registered public accounting firm and management; and preparing the Audit
Committee report required by SEC rules.

Compensation Committee.  The members of our Compensation Committee are Eric Ash and Seymour Preston. Eric
Ash is the chair of the committee. Our Compensation Committee assists our Board of Directors in the discharge of its
responsibilities relating to the compensation of our executive officers.

Our Compensation Committee�s responsibilities include: reviewing and approving, or making recommendations to the
Board of Directors with respect to, our chief executive officer�s compensation; evaluating the performance of our
executive officers and reviewing and approving, or making recommendations to the Board of Directors with respect
to, the compensation of our executive officers; overseeing and administering, and making recommendations to the
Board of Directors with respect to, our cash and equity incentive plans; reviewing and making recommendations to
the Board of Directors with respect to director compensation; reviewing and recommending inclusion of our
�Compensation Discussion and Analysis� in our annual report or proxy statement; and preparing the Compensation
Committee report required by SEC rules. The Compensation Committee met twice in fiscal 2007.

The Compensation Committee has the authority to retain compensation consultants and other outside advisors to assist
in the evaluation of executive officer compensation.
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The processes and procedures followed by our Compensation Committee in considering and determining executive
compensation are described below in the Compensation Discussion and Analysis section of this Proxy Statement.

Additional information regarding compensation of executive officers is provided on pages 14 through 26 of this
Proxy Statement.
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Nominating and Corporate Governance Committee.  The members of our Nominating and Corporate Governance
Committee are Eric Ash and Thomas Meaney. Thomas Meaney is the chair of the committee.

Our Nominating and Corporate Governance Committee�s responsibilities include: recommending to the Board of
Directors the persons to be nominated for election as directors or to fill vacancies on the Board of Directors, and to be
appointed to each of the Board�s committees; overseeing an annual review by the Board of Directors with respect to
management succession planning; developing and recommending to the Board of Directors corporate governance
principles and guidelines; and overseeing periodic evaluations of the Board of Directors. Because the Nominating and
Corporate Governance Committee was not established until April 2007, the Nominating and Corporate Governance
Committee did not meet in fiscal 2007.

Director Nomination Process

The current nominees for election to the Board were nominated by the full Board of Directors. At the Meeting,
stockholders will be asked to consider the election of Sir Eric A. Ash, Thomas J. Meaney, Seymour S. Preston III,
Dr. George W. Taylor and Charles F. Dunleavy.

The process followed by our Nominating and Corporate Governance Committee to identify and evaluate director
candidates includes requests to Board members and others for recommendations, meetings from time to time to
evaluate biographical information and background material relating to potential candidates and interviews of selected
candidates by members of the Nominating and Corporate Governance Committee and the Board.

In considering whether to recommend any particular candidate for inclusion in the Board�s slate of recommended
director nominees, our Nominating and Corporate Governance Committee applies the criteria set forth in our
corporate governance guidelines. These criteria include the candidate�s integrity, business acumen, knowledge of our
business and industry, experience, diligence, conflicts of interest and the ability to act in the interests of all
stockholders. The Nominating and Corporate Governance Committee does not assign specific weights to particular
criteria and no particular criterion is a prerequisite for each prospective nominee. Our Board believes that the
backgrounds and qualifications of its directors, considered as a group, should provide a composite mix of experience,
knowledge and abilities that will allow it to fulfill its responsibilities.

Stockholders may recommend individuals to our Nominating and Corporate Governance Committee for consideration
as potential director candidates. The Nominating and Corporate Governance Committee will evaluate
stockholder-recommended candidates by following substantially the same process, and applying substantially the
same criteria, as it follows for candidates submitted by others.

Stockholders may directly nominate a person for election to our Board by complying with the procedures set forth in
Article I, Section 1.10 of our bylaws, and with the rules and regulations of the SEC. Under our bylaws, only persons
nominated in accordance with the procedures set forth in the bylaws will be eligible to serve as directors. In order to
nominate a candidate for service as a director, you must be a stockholder at the time you give the Board notice of your
nomination, and you must be entitled to vote for the election of directors at the meeting at which your nominee will be
considered. In accordance with our bylaws, director nominations generally must be made pursuant to notice to our
Corporate Secretary delivered to or mailed and received at our principal executive offices at 1590 Reed Road,
Pennington, NJ 08534, not later than the 90th day, nor earlier than the 120th day, prior to the first anniversary of the
prior year�s annual meeting of stockholders. Your notice must set forth (i) the name, age, business address and
residence address of the nominee, (ii) the principal occupation or employment of the nominee, (iii) the class and
number of shares of capital stock of Ocean Power Technologies, Inc. owned beneficially or of record by the nominee
and (iv) all other information relating to the nominee that is required to be disclosed in solicitations of proxies for the
election of directors in an election contest, or is otherwise required, in each case pursuant to Section 14 of the
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Exchange Act and the rules and regulations promulgated thereunder. The stockholder making the nomination must
include his or her name and address, a statement as to the class and amount of shares beneficially owned by the
stockholder, a description of any arrangements or understandings between the stockholder and the nominee, and a
representation that the stockholder intends to appear in person or by proxy at the annual meeting.
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Communicating with the Independent Directors

Our Board will give appropriate attention to written communications that are submitted by stockholders, and will
respond if and as appropriate. The Chairman of the Board (if an independent director), or the Lead Director (if one is
appointed), or otherwise the Chairman of the Nominating and Corporate Governance Committee is primarily
responsible for monitoring communications from stockholders and for providing copies or summaries to the other
directors as he or she considers appropriate.

Communications are forwarded to all directors if they relate to important substantive matters and include suggestions
or comments considered to be important for the directors to know. In general, communications relating to corporate
governance and corporate strategy are more likely to be forwarded than communications relating to ordinary business
affairs, personal grievances and matters as to which we receive repetitive or duplicative communications.

Stockholders who wish to send communications on any topic to our Board should address such communications to
Board of Directors c/o Secretary, Ocean Power Technologies, Inc., 1590 Reed Road, Pennington, NJ 08534.

Code of Ethics

We have adopted a Code of Business Conduct and Ethics that applies to our employees, officers (including our
principal executive officer and principal financial officer) and directors. The Code of Business Conduct and Ethics is
posted on our website at www.oceanpowertechnologies.com and can also be obtained free of charge by sending a
request to our Secretary at 1590 Reed Road, Pennington, New Jersey 08534. Any changes to or waivers under the
Code of Business Conduct and Ethics as it relates to our chief executive officer, chief financial officer, controller or
persons performing similar functions must be approved by our Board of Directors and will be disclosed in a Current
Report on Form 8-K within four business days of the change or waiver.

Section 16(a) Beneficial Ownership Reporting Compliance

Pursuant to Section 16(a) of the Exchange Act and the rules issued thereunder, our executive officers and directors are
required to file with the SEC reports of ownership and changes in ownership of Common Stock. Copies of such
reports are required to be furnished to us. Based solely on a review of the copies of such reports furnished to us, or
written representations that no other reports were required, we believe that during fiscal 2007, all of our executive
officers and directors complied with the requirements of Section 16(a).

2.  RATIFICATION OF THE SELECTION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING
FIRM

The Board of Directors, in accordance with the recommendation of the Audit Committee, has selected, subject to
ratification by stockholders, KPMG LLP, to audit our consolidated financial statements for fiscal 2008. KPMG LLP
has audited our consolidated financial statements since fiscal 2005.

We expect representatives of KPMG LLP to attend the Meeting, to be available to respond to appropriate questions
from stockholders, and to have the opportunity to make a statement if so desired.

8

Edgar Filing: Ocean Power Technologies, Inc. - Form DEF 14A

Table of Contents 21



Table of Contents

Fees of Independent Registered Public Accounting Firm

The following table summarizes the fees of KPMG LLP, our independent registered public accounting firm, billed to
us for each of the last two fiscal years.

Fee Category Fiscal 2007 Fiscal 2006

Audit Fees(1) $ 574,645 $ 78,994
Audit-Related Fees(2) 75,000 �
Tax Fees(3) 10,262 5,326
All Other Fees(4) � �

Total Fees $ 659,907 $ 84,320

(1) Audit fees consist of fees for the audit of our consolidated financial statements and other professional services
provided in connection with statutory and regulatory filings or engagements, and included fees in fiscal 2007 of
approximately $389,000 for services related to our initial public offering in the United States.

(2) Audit-related fees consist of fees for assurance and related services that are reasonably related to the
performance of the audit and the review of our consolidated financial statements and which are not reported
under �Audit Fees.� Audit-related fees for fiscal 2007 consist of fees for accounting advisory services provided by
our independent registered public accounting firm prior to our initial public offering in the United States.
Provision of these services was not approved in advance by the Audit Committee. We were not billed any
�Audit-Related Fees� in fiscal 2006.

(3) Tax fees for fiscal 2007 and fiscal 2006 consist of fees for tax return preparation assistance and review.

(4) We were not billed any �Other Fees� in fiscal 2007 or fiscal 2006.

Pre-Approval Policies and Procedures

All audit services and all non-audit services to be provided to us by our independent registered public accounting firm
must be approved in advance by our Audit Committee.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE PROPOSAL TO RATIFY THE
SELECTION OF KPMG LLP AS OUR INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
FOR FISCAL YEAR 2008.

9
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ADDITIONAL INFORMATION

Security Ownership of Certain Beneficial Owners and Management

The following table sets forth certain information regarding the beneficial ownership of Common Stock as of July 31,
2007 by (a) each person known by us to be the beneficial owner of more than 5% of the outstanding shares of
Common Stock, (b) each executive officer identified in the Summary Compensation Table below, (c) each director
and nominee for director, and (d) all executive officers and directors as a group.

For purposes of the table below, and in accordance with the rules of the SEC, we deem shares of Common Stock
subject to options that are currently exercisable or exercisable within 60 days of July 31, 2007 to be outstanding and to
be beneficially owned by the person holding the options for the purpose of computing the percentage ownership of
that person, but we do not treat them as outstanding for the purpose of computing the percentage ownership of any
other person. Except as otherwise noted, the persons or entities in this table have sole voting and investing power with
respect to all of the shares of Common Stock beneficially owned by them, subject to community property laws, where
applicable. Except as otherwise set forth below, the street address of the beneficial owner is c/o Ocean Power
Technologies, Inc. 1590 Reed Road, Pennington, NJ 08534.

Name Amount Percentage

Officers and Directors
Dr. George W. Taylor(1) 1,595,031 15.1
Charles F. Dunleavy(2) 302,936 2.9
John A. Baylouny(3) 17,500 *
Mark F. Draper(4) 52,400 *
Sir Eric A. Ash(5) 18,750 *
Thomas J. Meaney(6) 7,948 *
Seymour S. Preston III(7) 15,436 *
All executive officers and directors as a group (7 individuals) 2,010,001 18.5
5% Stockholders
FMR Corp.(8) 1,729,075 17.0

* Represents a beneficial ownership of less than one percent of our outstanding Common Stock.

(1) Includes 543 shares held by Princeton Research Associates, Inc. Dr. Taylor is president and a director of
Princeton Research Associates. Dr. Taylor disclaims beneficial ownership of the shares held by Princeton
Research Associates except to the extent of his pecuniary interest therein. On February 27, 2007, Dr. Taylor
exercised options to purchase 15,000 shares of Common Stock and paid the exercise price of such options
($127,500) by transferring 7,456 shares of Common Stock held by him to the Company, as permitted by the
terms of the applicable option plan. Also includes 321,287 shares owned by JoAnne E. Burns over which
Dr. Taylor has sole voting power pursuant to a Voting and First Refusal Agreement between Dr. Taylor and
Ms. Burns, dated September 27, 2003 and amended and restated on April 18, 2005. Also includes
405,400 shares of Common Stock issuable upon the exercise of options that are currently exercisable or
exercisable within sixty days of July 31, 2007.

(2) Includes 76,720 shares held by Dunfield Investment Company. Mr. 
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$30,832  $30,832  

Additional Paid-In Capital

Balance as of January 1,

 �     �    

Reissuance of treasury shares

 2,920   (203) 

Income tax effect from restricted stock arrangement

 79   (534) 

Amortization of restricted stock

 (297)  2,163  

Balance at end of period

 2,702   1,426  
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Accumulated Other Comprehensive Income (Loss)

Balance as of January 1,

 242,010   159,403  

Other comprehensive income (loss)

 65,744   79,351  

Balance at end of the period

 307,754   238,754  

Retained Earnings

Balance as of January 1,
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 3,653,280   3,545,546  

Net income (loss) attributable to American National Insurance Company

 59,971   45,216  

Cash dividends to common stockholders ($0.77 per share)

 (20,710)  (20,667) 

Balance at end of the period

 3,692,541   3,570,095  

Treasury Stock

Balance as of January 1,

 (98,286)  (98,490) 

Reissuance of treasury shares

 821   203  
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Balance at end of the period

 (97,465)  (98,287) 

Noncontrolling Interest

Balance as of January 1,

 11,491   12,947  

Contributions

 1   45  

Distributions

 (21)  (7) 

Gain (loss) attributable to noncontrolling interest

 (563)  (709) 

Edgar Filing: Ocean Power Technologies, Inc. - Form DEF 14A

Table of Contents 27



Balance at end of the period

 10,908   12,276  

Total Stockholders� Equity

$3,947,272  $3,755,096  

See accompanying notes to the unaudited consolidated financial statements.
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AMERICAN NATIONAL INSURANCE COMPANY

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited and in thousands)

Three months ended March 31,
2013 2012

OPERATING ACTIVITIES
Net income (loss) $ 59,408 $ 44,507
Adjustments to reconcile net income (loss) to net cash provided by operating activities
Realized investment (gains) losses (18,538) (9,808) 
Other-than-temporary impairments 1,587 2,837
Accretion (amortization) of discounts, premiums and loan origination fees 389 1,890
Net capitalized interest on policy loans and mortgage loans (7,633) (7,358) 
Depreciation 8,452 8,854
Interest credited to policyholders' account balances 111,106 124,864
Charges to policyholders� account balances (49,998) (48,047) 
Deferred federal income tax (benefit) expense 6,353 9,696
Deferral of policy acquisition costs (91,539) (98,346) 
Amortization of deferred policy acquisition costs 102,873 99,984
Equity in (earnings) losses of unconsolidated affiliates (8,577) 1,881
Distributions from equity method investments 9,760 2,087
Changes in:
Policyholder liabilities 23,743 8,686
Reinsurance recoverables 11,446 24,836
Premiums due and other receivables (3,604) (8,907) 
Accrued investment income (1,419) (3,078) 
Current tax receivable/payable 9,330 12,383
Liability for retirement benefits 2,793 372
Prepaid reinsurance premiums 3,734 1,437
Other, net (52,038) (52,670) 

Net cash provided by (used in) operating activities 117,628 116,100

INVESTING ACTIVITIES
Proceeds from sale/maturity/prepayment of
Bonds�held-to-maturity 448,034 402,772
Bonds�available for sale 211,884 114,739
Equity securities 31,099 20,548
Investment real estate 8,597 �  
Mortgage loans 111,110 43,174
Policy loans 16,718 16,788
Other invested assets 12,263 10,817
Disposals of property and equipment 1,613 �  
Distributions from unconsolidated affiliates 11,664 4,328
Payment for the purchase/origination of
Bonds�held-to-maturity (505,265) (469,511) 
Bonds�available for sale (307,986) (185,775) 
Equity securities (55,442) �  
Investment real estate (10,426) (7,188) 
Mortgage loans (136,576) (96,355) 
Policy loans (5,967) (10,336) 
Other invested assets (11,709) (10,524) 
Additions to property and equipment (2,838) (5,876) 
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Contributions to unconsolidated affiliates (23,653) (12,334) 
Change in short-term investments 79,985 117,117
Other, net 903 137

Net cash provided by (used in) investing activities (125,992) (67,479) 

FINANCING ACTIVITIES
Policyholders� account deposits 219,078 290,831
Policyholders� account withdrawals (381,556) (319,047) 
Change in notes payable 1,743 (1,023) 
Dividends to stockholders (20,710) (20,667) 
Proceeds from (payments to) noncontrolling interest (20) 38

Net cash provided by (used in) financing activities (181,465) (49,868) 

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS (189,829) (1,247) 
Beginning of the year 303,008 102,114

End of year $ 113,179 $ 100,867

See accompanying notes to the unaudited consolidated financial statements.
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NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS

American National Insurance Company and its consolidated subsidiaries (collectively �American National�) offer a broad spectrum of insurance
products, including individual and group life insurance, health insurance, annuities, and property and casualty insurance. Through non-insurance
subsidiaries, American National invests in stocks and real estate. Business is conducted in all 50 states, the District of Columbia, Puerto Rico,
Guam and American Samoa. The majority of revenues are generated by the insurance business. Various distribution systems are utilized,
including multiple-line exclusive agents, independent agents, third-party marketing organizations, career agents, and direct sales to the public.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND PRACTICES

The consolidated financial statements have been prepared in conformity with U.S. generally accepted accounting principles (�GAAP�) and are
reported in U.S. currency. American National consolidates all entities that are wholly-owned and those in which American National owns less
than 100% but controls, as well as any variable interest entities in which American National is the primary beneficiary. All material
intercompany transactions with consolidated entities have been eliminated. Investments in unconsolidated affiliates are accounted for using the
equity method of accounting. Certain amounts in prior years have been reclassified to conform to current year presentation.

The interim consolidated financial statements and notes herein are unaudited and reflect all adjustments which management considers necessary
for the fair presentation of the consolidated statements of financial position, operations, comprehensive income (loss), changes in stockholders�
equity, and cash flows for the interim periods.

These interim consolidated financial statements and notes should be read in conjunction with the annual consolidated financial statements and
notes thereto included in American National�s Annual Report on Form 10-K as of and for the year ended December 31, 2012. The consolidated
results of operations for the interim periods should not be considered indicative of results to be expected for the full year.

The preparation of the consolidated financial statements in conformity with GAAP requires the use of estimates and assumptions that affect the
reported consolidated financial statement balances. Actual results could differ from those estimates.

3. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

Adoption of New Accounting Standards�The Financial Accounting Standards Board (�FASB�) issued the following accounting guidance relevant
to American National including technical amendments and corrections to make the codification easier to understand and fair value measurement
easier to apply. Each became effective for American National on January 1, 2013, and unless stated otherwise did not have a material effect on
the consolidated financial statements.

In December 2011, the FASB issued amended guidance for derecognition of an in substance real estate subsidiary. The amendment clarifies that
when a reporting entity ceases to have a controlling financial interest in a subsidiary that is in substance real estate because of a default on the
subsidiary�s nonrecourse debt secured by the real estate, the reporting entity should apply the guidance for real estate sales when evaluating the
subsidiary for deconsolidation.

In December 2011, the FASB issued guidance that amends the disclosures about offsetting assets and liabilities. The new guidance requires an
entity to disclose both gross and net information about offsetting and related arrangements. Subsequently, in January 2013, the FASB issued
amendments to clarify the scope of this guidance covering only those derivatives accounted for in accordance with the derivatives and hedging
guidance of the Codification that are either offsets in accordance with the right of setoff conditions, the balance sheet netting criteria or subject
to an enforceable master netting arrangement or similar agreement.

7
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In February 2013, the FASB issued amended guidance on presentation of accumulated other comprehensive income (�AOCI�). The amendments
require an entity to provide information about the amounts reclassified out of AOCI by component. In addition, an entity is required to present,
either on the face of the statement of operations or in the notes, significant amounts reclassified out of AOCI by the respective line items of net
income but only if the amount reclassified is required under U.S. GAAP to be reclassified to net income in its entirety in the same reporting
period. For other amounts that are not required under U.S. GAAP to be reclassified in their entirety to net income, an entity is required to
cross-reference to other disclosures required under U.S. GAAP that provide additional detail about those amounts.

Future Adoption of New Accounting Standards�The FASB issued the following significant accounting guidance relevant to American
National. Each will become effective for American National on January 1, 2014 and unless stated otherwise, is not expected to have a material
effect on the consolidated financial statements.

In July 2011, the FASB issued guidance to address questions about how health insurers should recognize and classify fees mandated by the
Patient Protection and Affordable Care Act in their income statements. The guidance specifies that the liability for the fee should be recorded in
full once the entity provides qualifying health insurance in the applicable calendar year. The corresponding deferred cost is then amortized to
expense using a straight-line method of allocation unless another method better allocates the fee over the calendar year that it is payable.

In February 2013, the FASB issued amended guidance for the recognition, measurement, and disclosure of obligations resulting from joint and
several liability arrangements for which the total amount of the obligation within the scope of the guidance is fixed at the reporting date, except
for obligations addressed within existing guidance under US GAAP.

4. INVESTMENTS IN SECURITIES

The cost or amortized cost and estimated fair value of investments in securities are shown below (in thousands):

March 31, 2013

Cost or
Amortized Cost

Gross
Unrealized
Gains

Gross
Unrealized
(Losses)

Estimated Fair
Value

Fixed maturity securities, bonds held-to-maturity
U.S. treasury and government $ 3,582 $ 50 $ �  $ 3,632
U.S. states and political subdivisions 381,081 40,615 (5) 421,691
Foreign governments 29,078 4,155 �  33,233
Corporate debt securities 8,119,293 722,278 (9,096) 8,832,475
Residential mortgage-backed securities 488,346 38,823 (971) 526,198
Collateralized debt securities 2,378 294 �  2,672
Other debt securities 37,680 3,126 �  40,806

Total bonds held-to-maturity 9,061,438 809,341 (10,072) 9,860,707

Fixed maturity securities, bonds available-for-sale
U.S. treasury and government 21,881 1,110 (1) 22,990
U.S. states and political subdivisions 582,361 43,642 (766) 625,237
Foreign governments 5,000 2,307 �  7,307
Corporate debt securities 3,683,441 297,833 (11,124) 3,970,150
Residential mortgage-backed securities 77,301 4,464 (192) 81,573
Commercial mortgage-backed securities 20,934 11,074 �  32,008
Collateralized debt securities 17,037 1,431 (18) 18,450
Other debt securities 10,046 1,375 �  11,421

Total bonds available-for-sale 4,418,001 363,236 (12,101) 4,769,136

Equity securities
Common stock 692,332 482,712 (6,553) 1,168,491
Preferred stock 27,690 12,607 �  40,297
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Total equity securities 720,022 495,319 (6,553) 1,208,788

Total investments in securities $ 14,199,461 $ 1,667,896 $ (28,726) $ 15,838,631
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December 31, 2012

Cost or
Amortized Cost

Gross
Unrealized
Gains

Gross
Unrealized
(Losses)

Estimated Fair
Value

Fixed maturity securities, bonds held-to-maturity
U.S. treasury and government $ 3,593 $ 69 $ �  $ 3,662
U.S. states and political subdivisions 393,541 40,161 (7) 433,695
Foreign governments 29,071 4,367 �  33,438
Corporate debt securities 7,993,167 748,773 (6,782) 8,735,158
Residential mortgage-backed securities 549,384 42,313 (1,195) 590,502
Collateralized debt securities 2,500 321 �  2,821
Other debt securities 38,026 3,449 �  41,475

Total bonds held-to-maturity 9,009,282 839,453 (7,984) 9,840,751

Fixed maturity securities, bonds available-for-sale
U.S. treasury and government 19,649 1,156 �  20,805
U.S. states and political subdivisions 570,751 44,792 (105) 615,438
Foreign governments 5,000 2,344 �  7,344
Corporate debt securities 3,582,913 303,908 (14,188) 3,872,633
Residential mortgage-backed securities 89,486 5,165 (266) 94,385
Commercial mortgage-backed securities 20,933 3,509 �  24,442
Collateralized debt securities 17,676 1,448 (33) 19,091
Other debt securities 10,059 1,379 �  11,438

Total bonds available-for-sale 4,316,467 363,701 (14,592) 4,665,576

Equity securities
Common stock 660,889 383,634 (6,739) 1,037,784
Preferred stock 27,690 9,995 (30) 37,655

Total equity securities 688,579 393,629 (6,769) 1,075,439

Total investments in securities $ 14,014,328 $ 1,596,783 $ (29,345) $ 15,581,766

Actual maturities differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without call or
prepayment penalties. Residential and commercial mortgage-backed securities, which are not due at a single maturity, have been allocated to
their respective categories based on the year of final contractual maturity. The amortized cost and estimated fair value, by contractual maturity of
fixed maturity securities are shown below (in thousands):

March 31, 2013
Bonds Held-to-Maturity Bonds Available-for-Sale

Amortized
Cost

Estimated Fair
Value

Amortized
Cost

Estimated Fair
Value

Due in one year or less $ 1,024,759 $ 1,045,015 $ 505,946 $ 519,855
Due after one year through five years 2,540,829 2,808,251 1,437,138 1,569,414
Due after five years through ten years 4,891,100 5,354,001 2,064,558 2,238,286
Due after ten years 598,900 648,428 405,359 436,756
Without single maturity date 5,850 5,012 5,000 4,825

Total $ 9,061,438 $ 9,860,707 $ 4,418,001 $ 4,769,136

9
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All gains and losses for securities sold throughout the year were determined using specific identification of the securities sold. Proceeds from the
sales of these securities, with the realized gains and losses, are shown below (in thousands):

Three months ended March 31,
2013 2012

Proceeds from sales of available-for-sale securities $ 76,857 $ 32,673
Gross realized gains 10,738 11,080
Gross realized losses (522) (159) 

During the three months ended March 31, 2013, bonds with a carrying value of $13,492,000 were transferred from held-to-maturity to
available-for-sale after a significant deterioration in the issuer�s creditworthiness became evident. An unrealized loss of $263,000 was established
at the time of the transfer. There were no transfers during the same period in 2012.

Net unrealized gains (losses) on securities

The components of the change in net unrealized gains (losses) on securities are shown below (in thousands):

Three months ended
March 31,

2013 2012
Bonds available-for-sale $ 2,026 $ 35,635
Equity securities 101,906 105,679

Net unrealized gains (losses) on securities during the year 103,932 141,314
Adjustments for:
Deferred policy acquisition costs (2,106) (17,505) 
Participating policyholders� interest (5,091) (5,852) 
Deferred federal income tax benefit (expense) (34,016) (41,426) 

Net unrealized gains (losses) on securities, net of tax $ 62,719 $ 76,531

Gross unrealized losses on investment securities and the fair value of the related securities, aggregated by investment category and length of time
that individual securities have been in a continuous unrealized loss position, are shown below (in thousands):

March 31, 2013
Less than 12 months 12 Months or more Total

Unrealized
(Losses)

Fair
Value

Unrealized
(Losses)

Fair
Value

Unrealized
(Losses)

Fair
Value

Fixed maturity securities, bonds held-to-maturity
U.S. states and political subdivisions $ (5) $ 3,193 $ �  $ 80 $ (5) $ 3,273
Corporate debt securities (6,985) 566,983 (2,111) 46,872 (9,096) 613,855
Residential mortgage-backed securities (296) 21,744 (675) 23,957 (971) 45,701

Total bonds held-to-maturity (7,286) 591,920 (2,786) 70,909 (10,072) 662,829

Fixed maturity securities, bonds available-for-sale
U.S. treasury and other U.S. government corporations and
agencies (1) 5,624 �  �  (1) 5,624
U.S. states and political subdivisions (766) 47,655 �  �  (766) 47,655
Corporate debt securities (2,083) 228,313 (9,041) 70,342 (11,124) 298,655
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Residential mortgage-backed securities (1) 110 (191) 7,787 (192) 7,897
Collateralized debt securities (3) 286 (15) 723 (18) 1,009

Total bonds available-for-sale (2,854) 281,988 (9,247) 78,852 (12,101) 360,840

Equity securities
Common stock (6,553) 46,918 �  �  (6,553) 46,918

Total equity securities (6,553) 46,918 �  �  (6,553) 46,918

Total investments in securities $ (16,693) $ 920,826 $ (12,033) $ 149,761 $ (28,726) $ 1,070,587
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December 31, 2012
Less than 12 months 12 Months or more Total

Unrealized
(Losses)

Fair
Value

Unrealized
(Losses)

Fair
Value

Unrealized
(Losses)

Fair
Value

Fixed maturity securities, bonds held-to-maturity
U.S. states and political subdivisions $ (6) $ 914 $ (1) $ 80 $ (7) $ 994
Corporate debt securities (4,394) 319,434 (2,388) 39,632 (6,782) 359,066
Residential mortgage-backed securities (147) 13,824 (1,048) 24,666 (1,195) 38,490

Total bonds held-to-maturity (4,547) 334,172 (3,437) 64,378 (7,984) 398,550

Fixed maturity securities, bonds available-for-sale
U.S. states and political subdivisions (105) 6,523 �  �  (105) 6,523
Corporate debt securities (2,077) 242,261 (12,111) 70,187 (14,188) 312,448
Residential mortgage-backed securities (34) 1,527 (232) 8,029 (266) 9,556
Collateralized debt securities (8) 527 (25) 911 (33) 1,438

Total bonds available-for-sale (2,224) 250,838 (12,368) 79,127 (14,592) 329,965

Equity securities
Common stock (6,739) 64,003 �  �  (6,739) 64,003
Preferred stock (30) 30 �  �  (30) 30

Total equity securities (6,769) 64,033 �  �  (6,769) 64,033

Total investments in securities $ (13,540) $ 649,043 $ (15,805) $ 143,505 $ (29,345) $ 792,548

As of March 31, 2013, the securities with unrealized losses were not deemed to be other-than-temporarily impaired, including those with the
duration of the unrealized losses exceeding one year. American National has the ability and intent to hold those securities until a market price
recovery or maturity. Further, it is not more-likely-than-not that American National will be required to sell them prior to recovery, and recovery
is expected in a reasonable period of time. It is possible the investee�s financial circumstances may be different in the future, which may lead to a
different impairment conclusion in future periods.

Credit Risk Management

The bond portfolio distributed by credit quality rating, using both S&P and Moody�s ratings, is shown below:

March 31, 2013 December 31, 2012
AAA 5.1% 5.5% 
AA 10.9 10.6
A 40.3 38.2
BBB 39.6 41.4
BB and below 4.1 4.3

Total 100.0% 100.0% 

American National�s equity securities by market sector distribution are shown below:

March 31, 2013 December 31, 2012
Consumer goods 20.3% 20.3% 
Financials 18.4 18.9
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Information technology 15.1 16.9
Energy and utilities 16.6 15.8
Healthcare 13.1 12.7
Industrials 8.8 9.1
Other 7.7 6.3

Total 100.0% 100.0% 
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5. MORTGAGE LOANS

Generally, commercial mortgage loans are secured by first liens on income-producing real estate. American National attempts to maintain a
diversified portfolio by considering the property-type and property location of the underlying mortgage collateral. Mortgage loans by
property-type and geographic distribution are as follows:

March 31,
2013

December 31,
2012

Office 31.5% 34.9% 
Industrial 25.9 24.0
Retail 18.4 17.7
Hotel and motel 13.3 13.9
Other 10.9 9.5

Total 100.0% 100.0% 

March
31,
2013

December
31,
2012

West South Central 23.2% 23.2% 
South Atlantic 22.3 23.0
East North Central 18.3 18.2
Pacific 13.8 13.3
East South Central 6.9 7.1
Mountain 6.7 7.0
Other 8.8 8.2

Total 100.0% 100.0% 

There were no loans sold or foreclosed and no significant non-cash transactions occurred during the three months ended March 31, 2013 or
2012.

Credit Quality

Commercial mortgage loan balances placed on nonaccrual status are shown below (in thousands):

March 31,
2013

December 31,
2012

Commercial mortgages-Retail $ 13,354 $ 13,354
The credit quality of the mortgage loan portfolio is assessed by evaluating the credit risk of each borrower. A loan is classified as performing or
non-performing based on whether all of the contractual terms of the loan have been met.

The age analysis of past due commercial mortgage loans is shown below (in thousands):

March 31, 2013
30-59 Days

Past
Due

60-89 Days
Past Due

Greater Than
90 Days

Total Past
Due Current

Total
Mortgage Loans
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Commercial mortgages
Office $ �  $ 6,438 $ �  $ 6,438 $ 996,432 $ 1,002,870
Industrial �  �  �  �  823,459 823,459
Retail 1,054 �  13,354 14,408 573,835 588,243
Other �  �  �  �  767,662 767,662

Total $ 1,054 $ 6,438 $ 13,354 $ 20,846 $ 3,161,388 3,182,234

Allowance for loan losses 11,724

Mortgage loans on real estate, net of allowance $ 3,170,510
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December 31, 2012
30-59 Days

Past
Due

60-89 Days
Past Due

Greater Than
90 Days

Total Past
Due Current

Total
Mortgage Loans

Commercial mortgages
Office $ �  $ �  $ �  $ �  $ 1,100,407 $ 1,100,407
Industrial �  �  �  �  755,198 755,198
Retail �  �  13,354 13,354 547,472 560,826
Other �  �  �  �  738,592 738,592

Total $ �  $ �  $ 13,354 $ 13,354 $ 3,141,669 3,155,023

Allowance for loan losses 12,012

Mortgage loans on real estate, net of allowance $ 3,143,011

Total mortgage loans are net of unamortized discounts of $3,872,000 and $4,346,000 and unamortized origination fees of $13,568,000 and
$14,076,000 at March 31, 2013 and December 31, 2012, respectively. No unearned income is included in these amounts.

Allowance for Credit Losses

Loans not evaluated individually for collectibility are segregated by collateral property-type and location and allowance factors are applied.
These factors are developed annually, and reviewed quarterly based on our historical loss experience adjusted for the expected trend in the rate
of foreclosure losses. Allowance factors are higher for loans of certain property types and in certain regions based on loss experience or a
blended historical loss factor.

The allowance for credit losses and unpaid principal balance in commercial mortgage loans are shown below (in thousands):

Collectively
Evaluated

for Impairment

Individually
Evaluated

for Impairment Total
Allowance for credit losses
December 31, 2012 $ 11,519 $ 493 $ 12,012
Change in allowance (288) �  (288) 

March 31, 2013 $ 11,231 $ 493 $ 11,724

Recorded Investment
March 31, 2013 $ 3,090,343 $ 109,331 $ 3,199,674

December 31, 2012 $ 3,063,908 $ 109,537 $ 3,173,445

Loans individually evaluated for impairment with and without an allowance are shown below (in thousands):

Three months ended March 31, 2013

Recorded
Investment

Unpaid
Principal
Balance

Average
Recorded
Investment

Interest
Income

Recognized
With an allowance recorded
Retail (related allowance of $493) $ 493 $ 493 $ �  $ �  
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Without an allowance recorded
Office $ 36,433 $ 36,433 $ 36,489 $ 613
Retail 17,180 17,180 17,180 283
Other 55,225 55,225 55,272 924

Total without an allowance recorded $ 108,838 $ 108,838 $ 108,941 $ 1,820
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Year ended December 31, 2012

Recorded
Investment

Unpaid
Principal
Balance

Average
Recorded
Investment

Interest
Income

Recognized
With an allowance recorded
Retail (related allowance of $493) $ 493 $ 493 $ �  $ �  

Without an allowance recorded
Office $ 36,544 $ 36,544 $ 36,710 $ 2,452
Retail 17,180 17,180 17,329 1,129
Other 55,320 55,320 55,551 3,758

Total without an allowance recorded $ 109,044 $ 109,044 $ 109,590 $ 7,339

Troubled Debt Restructurings

A small portion of the mortgage loan portfolio for which American National has granted concessions related to the borrowers� ability to pay the
loans is classified as troubled debt restructurings. Concessions are generally one of, or a combination of, a delay in payment of principal or
interest, a reduction of the contractual interest rate or an extension of the maturity date. American National considers the amount, timing and
extent of concessions in determining any impairment or changes in the specific allowance for loan losses recorded in connection with a troubled
debt restructuring. The carrying value after specific allowance, before and after modification in a troubled debt restructuring, may not change
significantly, or may increase if the expected recovery is higher than the pre-modification recovery assessment. There were no mortgage loans
that have been modified in troubled debt restructurings during the three months ended March 31, 2013 and 2012.

6. INVESTMENT REAL ESTATE

Investment real estate by property-type and geographic distribution are as follows:

March 31, 2013 December 31, 2012
Shopping centers 41.1% 41.0% 
Office buildings 22.0 21.9
Industrial 17.4 18.1
Other 19.5 19.0

Total 100.0% 100.0% 

March 31, 2013 December 31, 2012
West South Central 60.3% 60.8% 
South Atlantic 11.2 11.2
East North Central 10.7 10.3
Mountain 6.0 6.2
East South Central 5.3 5.3
Other 6.5 6.2

Total 100.0% 100.0% 

American National and its wholly-owned subsidiaries regularly invest in real estate partnerships and joint ventures. American National
participates in the design of these entities with the sponsor, but in most cases, its involvement is limited to financing. Through analysis
performed by American National, some of these partnerships and joint ventures have been determined to be variable interest entities (�VIEs�). In
certain instances, in addition to an economic interest in the entity, American National holds the power to direct the most significant activities of
the entity and is deemed the primary beneficiary or consolidator of the entity. The assets of the consolidated VIEs are restricted and must be
used first to settle the liabilities of the VIE. Creditors or beneficial interest holders of these VIEs have no recourse to the general credit of
American National, as American National�s obligation is limited to the amount of its committed investment. American National has not provided
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financial or other support to the VIEs in the form of liquidity arrangements, guarantees, or other commitments to third parties that may affect the
fair value or risk of its variable interest in the VIEs in 2013 or 2012.
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The assets and liabilities relating to VIEs which are consolidated in American National�s financial statements are as follows (in thousands):

March 31, 2013 December 31, 2012
Investment real estate $ 162,818 $ 162,502
Short-term investments 674 969
Cash and cash equivalents 3,936 3,671
Accrued investment income 2,035 2,641
Other receivables 12,509 11,709
Other assets 6,744 6,487

Total assets of consolidated VIEs $ 188,716 $ 187,979

Notes payable $ 165,127 $ 163,384
Other liabilities 8,475 6,647

Total liabilities of consolidated VIEs $ 173,602 $ 170,031

The total notes payable in the consolidated statements of financial position pertain to the borrowings of American National Insurance Company�s
consolidated VIEs. The liability of American National Insurance Company on notes payable of the consolidated VIEs is limited to the amount of
its direct or indirect investment in the respective ventures, which totaled $17,991,000 and $18,063,000 at March 31, 2013 and December 31,
2012, respectively. The average interest rate on the current portion of the notes payable was 4.0% during 2013. The total long-term portion of
notes payable consists of three notes with the following interest rates: 4.0%, adjusted LIBOR plus 1.0% and adjusted LIBOR plus 2.5%. Of the
long-term notes payable, $12,500,000 will mature in 2016, with the remainder maturing beyond 5 years.

For other VIEs in which American National is a partner, it is not the primary beneficiary and these entities were not consolidated, as the major
decisions that most significantly impact the economic activities of the VIE require unanimous consent of all partners. The following table
presents the carrying amount and maximum exposure to loss relating to unconsolidated VIEs (in thousands):

March 31, 2013 December 31, 2012

Carrying
Amount

Maximum
Exposure
to Loss

Carrying
Amount

Maximum
Exposure
to Loss

Investment in unconsolidated affiliates $ 103,053 $ 103,053 $ 81,548 $ 81,548
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7. DERIVATIVE INSTRUMENTS

American National purchases over-the-counter equity-indexed options as economic hedges against fluctuations in the equity markets to which
equity-indexed products are exposed. Equity-indexed contracts include a fixed host universal-life or annuity contract and an equity-indexed
embedded derivative. The detail of derivative instruments is shown below (in thousands):

Derivatives Not Designated

as Hedging Instruments

Location in the

Consolidated Statements of Financial Position March 31, 2013 December 31, 2012
Number

of
Instruments

Notional
Amounts

Estimated
Fair Value

Number
of

Instruments
Notional
Amounts

Estimated
Fair Value

Equity-indexed options Other invested assets 355 $ 851,300 $ 105,254 356 $ 846,900 $ 82,625
Equity-indexed embedded
derivative Future policy benefits 25,481 734,400 (93,988) 22,941 722,500 (75,032) 

Gains (Losses) Recognized in Income on Derivatives
Derivatives Not Designated Location in the Three months ended March 31,
as Hedging Instruments Consolidated Statements of Operations 2013 2012
Equity-indexed options Net investment income $ 24,340 $ 19,647
Equity-indexed embedded
derivative

Interest credited to policyholders�
account balances (20,647) (18,457) 

8. NET INVESTMENT INCOME AND REALIZED INVESTMENT GAINS (LOSSES)

Net investment income, before federal income taxes, is shown below (in thousands):

Three months ended March 31,
2013 2012

Bonds $ 163,433 $ 172,279
Equity securities 6,815 6,245
Mortgage loans 51,785 49,758
Real estate (1,421) (215) 
Options 24,340 19,647
Other invested assets 6,414 7,982

Total $ 251,366 $ 255,696

Realized investment gains (losses), before federal income taxes, are shown below (in thousands):

Three months ended March 31,
2013 2012

Bonds $ 3,223 $ 3,810
Equity securities 8,683 7,355
Mortgage loans 288 (1,089) 
Real estate 6,383 (252) 
Other invested assets (39) (16) 
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Total $ 18,538 $ 9,808

The OTTI losses are shown below (in thousands):

Three months ended March 31,
2013 2012

Equity securities $ (1,587) $ (2,837) 
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9. FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying amount and estimated fair value of financial instruments are shown below (in thousands):

March 31, 2013 December 31, 2012
Carrying
Amount

Estimated
Fair Value

Carrying
Amount

Estimated
Fair Value

Financial assets
Fixed maturity securities, bonds held-to-maturity $ 9,061,438 $ 9,860,707 $ 9,009,282 $ 9,840,751
Fixed maturity securities, bonds available-for-sale 4,769,136 4,769,136 4,665,576 4,665,576
Equity securities 1,208,788 1,208,788 1,075,439 1,075,439
Equity-indexed options 105,254 105,254 82,625 82,625
Mortgage loans on real estate, net of allowance 3,170,510 3,426,043 3,143,011 3,441,645
Policy loans 393,710 393,710 395,333 395,333
Short-term investments 233,101 233,101 313,086 313,086
Separate account assets 888,388 888,388 841,389 841,389

Total financial assets $ 19,830,325 $ 20,885,127 $ 19,525,741 $ 20,655,844

Financial liabilities
Investment contracts $ 9,782,653 $ 9,782,653 $ 9,987,431 $ 9,987,431
Embedded derivative liability for equity-indexed contracts 93,988 93,988 75,032 75,032
Notes payable 165,127 165,127 163,384 163,384
Separate account liabilities 888,388 888,388 841,389 841,389

Total financial liabilities $ 10,930,156 $ 10,930,156 $ 11,067,236 $ 11,067,236

Summary

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability. A fair value hierarchy is used to determine
fair value based on a hypothetical transaction at the measurement date from the perspective of a market participant. American National has
evaluated the types of securities in its investment portfolio to determine an appropriate hierarchy level based upon trading activity and the
observability of market inputs. The classification of assets or liabilities within the fair value hierarchy is based on the lowest level of significant
input to its valuation. The input levels are defined as follows:

Level 1 Unadjusted quoted prices in active markets for identical assets or liabilities.

Level 2 Quoted prices in markets that are not active or inputs that are observable directly or indirectly. Level 2 inputs include quoted
prices for similar assets or liabilities other than quoted prices in Level 1; quoted prices in markets that are not active; or other
inputs that are observable or can be derived principally from or corroborated by observable market data for substantially the
full term of the assets or liabilities.

Level 3 Unobservable inputs that are supported by little or no market activity and are significant to the fair value of the assets or
liabilities. Unobservable inputs reflect American National�s own assumptions about the assumptions that market participants
would use in pricing the asset or liability. Level 3 assets and liabilities include financial instruments whose values are
determined using pricing models and third-party evaluation, as well as instruments for which the determination of fair value
requires significant management judgment or estimation.

Fixed Maturity Securities and Equity Options�American National utilizes a pricing service to estimate fair value measurements. The estimates
of fair value for most fixed maturity securities, including municipal bonds, provided by the pricing service are disclosed as Level 2
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measurements as the estimates are based on observable market information rather than market quotes.

The pricing service utilizes market quotations for fixed maturity securities that have quoted prices in active markets. Since fixed maturity
securities generally do not trade on a daily basis, the pricing service prepares estimates of fair value measurements for these securities using its
proprietary pricing applications, which include available relevant market information, benchmark curves, benchmarking of like securities, sector
groupings and matrix pricing. Additionally, an option adjusted spread model is used to develop prepayment and interest rate scenarios.
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The pricing service evaluates each asset class based on relevant market information, relevant credit information, perceived market movements
and sector news. The market inputs utilized in the pricing evaluation, listed in the approximate order of priority, include: benchmark yields,
reported trades, broker/dealer quotes, issuer spreads, two-sided markets, benchmark securities, bids, offers, reference data, and economic events.
The extent of the use of each market input depends on the asset class and the market conditions. Depending on the security, the priority of the
use of inputs may change or some market inputs may not be relevant. For some securities, additional inputs may be necessary.

American National has reviewed the inputs and methodology used and the techniques applied by the pricing service to produce quotes that
represent the fair value of a specific security. The review confirms the service is utilizing information from observable transactions or a
technique that represents a market participant�s assumptions. American National does not adjust quotes received from the pricing service. The
pricing service utilized by American National has indicated that they will only produce an estimate of fair value if there is objectively verifiable
information available.

American National holds a small amount of private placement debt and fixed maturity securities that have characteristics that make them
unsuitable for matrix pricing. For these securities, a quote from an independent broker (typically a market maker) is obtained. Due to the
disclaimers on the quotes that indicate that the price is indicative only, American National includes these fair value estimates in Level 3.

The pricing of certain commercial mortgage-backed securities use discounted cash flow models and these securities are classified as Level 3
measurements. These models include significant non-observable inputs including an internally determined credit rating of the security and an
externally provided credit spread. At March 31, 2013 and December 31, 2012, the modeled discount rate ranges from 5.9% to 6.0%.

For securities priced using a quote from an independent broker, such as the equity options and certain fixed maturity securities, American
National uses a market-based fair value analysis to validate the reasonableness of prices received from an independent broker. Price variances
above a certain threshold are analyzed further to determine if any pricing issue exists. This analysis is generally performed on a weekly basis,
but no less frequently than on a monthly basis.

Equity Securities�For publicly-traded equity securities, prices are received from a nationally recognized pricing service that are based on
observable market transactions and these securities are classified as Level 1 measurements. For certain preferred stock, current market quotes in
active markets are unavailable. In these instances, an estimate of fair value is received from the pricing service. The service utilizes similar
methodologies to price preferred stocks as it does for fixed maturity securities. These estimates are disclosed as Level 2 measurements.
American National tests the accuracy of the information provided by reference to other services regularly.

Mortgage Loans�The fair value of mortgage loans is estimated using discounted cash flow analyses on a loan by loan basis by applying a
discount rate to expected cash flows from future installment and balloon payments. The discount rate takes into account general market trends
and specific credit risk trends for the individual loan. Factors used to arrive at the discount rate include inputs from spreads based on U.S.
Treasury notes and the loan�s credit rating, region, property type, lien number, payment type and current status.

Embedded Derivative�The embedded derivative liability for equity-indexed contracts is measured at fair value and is recalculated each reporting
period using equity option pricing models. To validate the assumptions used to price the embedded derivative liability, American National
measures and compares embedded derivative returns against the returns of equity options held to hedge the liability cash flows.

The significant unobservable input used to calculate the fair value of the embedded derivatives is equity option implied volatility. This volatility
assumption is the range of implied volatilities that American National has determined market participants would use to price equity options that
match the current derivative characteristics of our in-force equity-indexed contracts. Implied volatility can vary by term and strike price. An
increase in implied volatility will result in an increase in the value of the equity-indexed embedded derivatives, all other things being equal. At
March 31, 2013 and December 31, 2012, the implied volatility used to estimate embedded derivative value ranges from 10.8% to 29.6% and
15.9% to 30.1%, respectively.
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Other Financial Instruments�Other financial instruments classified as level 3 measurements, as there is little or no market activity, are as
follows:

Policy loans�The carrying value of policy loans is the outstanding balance plus any accrued interest. Due to the collateralized nature of policy
loans, unpredictable timing of repayments and the fact that it cannot be separated from the policy contract and it is settled at outstanding value,
American National believes that the carrying value of policy loans approximates fair value.

Investment contracts liability�The carrying value of investment contracts liability is equivalent to the accrued account balance. The accrued
account balance consists of deposits, net of withdrawals, plus or minus interest credited, fees and charges assessed and other adjustments.
American National believes that the carrying value of investment contracts liability approximates fair value because the majority of these
contracts� interest rates reset to current rates offered at anniversary.

Notes payable�Notes payable are carried at outstanding principal balance. The carrying value of the notes payable approximates fair value
because the underlying interest rates approximate market rates at the balance sheet date.

Quantitative Disclosures

The quantitative disclosures regarding fair value hierarchy measurements of the financial instruments are shown below (in thousands):

Fair Value Measurement as of March 31, 2013
Total Estimated
Fair Value Level 1 Level 2 Level 3

Financial assets
Fixed maturity securities, bonds held-to-maturity
U.S. treasury and government $ 3,632 $ �  $ 3,632 $ �  
U.S. states and political subdivisions 421,691 �  421,691 �  
Foreign governments 33,233 �  33,233 �  
Corporate debt securities 8,832,475 �  8,754,161 78,314
Residential mortgage-backed securities 526,198 �  525,143 1,055
Collateralized debt securities 2,672 �  �  2,672
Other debt securities 40,806 �  40,806 �  

Total bonds held-to-maturity 9,860,707 �  9,778,666 82,041

Fixed maturity securities, bonds available-for-sale
U.S. treasury and government 22,990 �  22,990 �  
U.S. states and political subdivisions 625,237 �  622,712 2,525
Foreign governments 7,307 �  7,307 �  
Corporate debt securities 3,970,150 �  3,899,707 70,443
Residential mortgage-backed securities 81,573 �  79,117 2,456
Commercial mortgage-backed securities 32,008 �  �  32,008
Collateralized debt securities 18,450 �  16,519 1,931
Other debt securities 11,421 �  11,421 �  

Total bonds available-for-sale 4,769,136 �  4,659,773 109,363

Equity securities
Common stock 1,168,491 1,168,491 �  �  
Preferred stock 40,297 40,297 �  �  

Total equity securities 1,208,788 1,208,788 �  �  

Options 105,254 �  �  105,254
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Mortgage loans on real estate 3,426,043 �  3,426,043 �  
Policy loans 393,710 �  �  393,710
Short-term investments 233,101 �  233,101 �  
Separate account assets 888,388 �  888,388 �  

Total financial assets $ 20,885,127 $ 1,208,788 $ 18,985,971 $ 690,368

Financial liabilities
Investment contracts $ 9,782,653 $ �  $ �  $ 9,782,653
Embedded derivative liability for equity-indexed contracts 93,988 �  �  93,988
Notes payable 165,127 �  �  165,127
Separate account liabilities 888,388 �  888,388 �  

Total financial liabilities $ 10,930,156 $ �  $ 888,388 $ 10,041,768
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Fair Value Measurement as of December 31, 2012
Total

Estimated
Fair Value Level 1 Level 2 Level 3

Financial assets
Fixed maturity securities, bonds held-to-maturity
U.S. treasury and government $ 3,662 $ �  $ 3,662 $ �  
U.S. states and political subdivisions 433,695 �  433,695 �  
Foreign governments 33,438 �  33,438 �  
Corporate debt securities 8,735,158 �  8,662,164 72,994
Residential mortgage-backed securities 590,502 �  589,441 1,061
Collateralized debt securities 2,821 �  �  2,821
Other debt securities 41,475 �  41,475 �  

Total bonds held-to-maturity 9,840,751 �  9,763,875 76,876

Fixed maturity securities, bonds available-for-sale
U.S. treasury and government 20,805 �  20,805 �  
U.S. states and political subdivisions 615,438 �  612,913 2,525
Foreign governments 7,344 �  7,344 �  
Corporate debt securities 3,872,633 �  3,796,949 75,684
Residential mortgage-backed securities 94,385 �  91,938 2,447
Commercial mortgage-backed securities 24,442 �  �  24,442
Collateralized debt securities 19,091 �  17,156 1,935
Other debt securities 11,438 �  11,438 �  

Total bonds available-for-sale 4,665,576 �  4,558,543 107,033

Equity securities
Common stock 1,037,784 1,037,784 �  �  
Preferred stock 37,655 37,652 �  3

Total equity securities 1,075,439 1,075,436 �  3

Options 82,625 �  �  82,625
Mortgage loans on real estate 3,441,645 �  3,441,645 �  
Policy loans 395,333 �  �  395,333
Short-term investments 313,086 �  313,086 �  
Separate account assets 841,389 �  841,389 �  

Total financial assets $ 20,655,844 $ 1,075,436 $ 18,918,538 $ 661,870

Financial liabilities
Investment contracts $ 9,987,431 $ �  $ �  $ 9,987,431
Embedded derivative liability for equity-indexed contracts 75,032 �  �  75,032
Notes payable 163,384 �  �  163,384
Separate account liabilities 841,389 �  841,389 �  

Total financial liabilities $ 11,067,236 $ �  $ 841,389 $ 10,225,847

For financial instruments measured at fair value on a recurring basis using significant unobservable inputs (Level 3) during the period, a
reconciliation of the beginning and ending balances is shown below at estimated fair value (in thousands):
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Investment
Securities

Equity-
Indexed
Options

Embedded
Derivative
Liability

Beginning balance, 2012 $ 99,918 $ 65,188 $ (63,275) 
Total realized and unrealized investment gains/losses
Included in other comprehensive income 3,678 �  �  
Net fair value change included in realized gains/losses (17) �  �  
Net gain (loss) for derivatives included in net investment income �  17,798 �  
Net change included in interest credited �  �  (18,457) 
Purchases, sales and settlements or maturities
Purchases 18 4,341 �  
Sales (2,502) �  �  
Settlements or maturities (178) (2,621) �  
Premiums less benefits �  �  3,078

Ending balance March 31, 2012 $ 100,917 $ 84,706 $ (78,654) 
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Equity- Embedded
Investment Indexed Derivative
Securities Options Liability

Beginning balance, 2013 $ 183,912 $ 82,625 $ (75,032) 
Total realized and unrealized investment gains/losses
Included in other comprehensive income 9,188 �  �  
Net fair value change included in realized gains/losses 203 �  �  
Net gain (loss) for derivatives included in net investment income �  22,466 �  
Net change included in interest credited �  �  (20,647) 
Net capitalized interest
Purchases, sales and settlements or maturities
Purchases 1,975 3,290 �  
Sales (3,874) �  �  
Settlements or maturities �  (3,127) �  
Premiums less benefits �  �  1,691

Ending balance March 31, 2013 $ 191,404 $ 105,254 $ (93,988) 

Within the net gain (loss) for derivatives included in net investment income were an unrealized gain of $21,580,000 and $17,399,000 relating to
assets still held at March 31, 2013 and 2012, respectively.

There were no transfers between Level 1 and Level 2 fair value hierarchies. The transfers into Level 3 were the result of existing securities no
longer being priced by the third-party pricing service at the end of the period. American National�s valuation of these securities involves
judgment regarding assumptions market participants would use including quotes from independent brokers. The transfers out of Level 3 were
securities being priced by a third-party service at the end of the period, using inputs that are observable or derived from market data, which
resulted in classification of these assets as Level 2.

10. DEFERRED POLICY ACQUISITION COSTS

Deferred policy acquisition costs and premiums are shown below (in thousands):

Accident Property &
Life Annuity & Health Casualty Total

Beginning balance 2013 $ 653,416 $ 406,540 $ 49,206 $ 138,513 $ 1,247,675
Additions 25,908 13,229 2,575 49,827 91,539
Amortization (19,959) (22,652) (4,124) (56,138) (102,873) 
Effect of change in unrealized gains on available-for-sale securities (2,314) 208 �  �  (2,106) 

Net change 3,635 (9,215) (1,549) (6,311) (13,440) 

Ending balance at March 31, 2013 657,051 397,325 47,657 132,202 1,234,235

Commissions comprise the majority of the additions to deferred policy acquisition costs for each year.
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11. LIABILITY FOR UNPAID CLAIMS AND CLAIM ADJUSTMENT EXPENSES

The liability for unpaid claims and claim adjustment expenses (�CAE�) for accident and health, and property and casualty insurance is included in
the �Policy and contract claims� in the consolidated statements of financial position and represents the amount estimated for claims that have been
reported but not settled and claims incurred but not reported (�IBNR�). Liability for unpaid claims and CAE are estimated based upon American
National�s historical experience and actuarial assumptions that consider the effects of current developments, anticipated trends and risk
management programs, reduced for anticipated salvage and subrogation. The effects of the changes are included in the consolidated results of
operations in the period in which the changes occur.

Activities in the liability for unpaid claims and CAE (�claims�) are shown below (in thousands):

Three months ended March 31,
2013 2012

Unpaid claims balance, beginning $ 1,168,047 $ 1,180,259
Less reinsurance recoverables 256,885 235,174

Net beginning balance 911,162 945,085

Incurred related to
Current 254,035 258,886
Prior years (23,037) (25,720) 

Total incurred claims 230,998 233,166

Paid claims related to
Current 92,894 100,383
Prior years 133,698 138,587

Total paid claims 226,592 238,970

Net balance 915,568 939,281
Plus reinsurance recoverables 240,844 232,251

Unpaid claims balance, ending $ 1,156,412 $ 1,171,532

The net and gross reserve calculations have shown favorable development for the last several years as a result of favorable loss emergence
compared to what was implied by the loss development patterns used in the original estimation of losses in prior years. Estimates for ultimate
incurred claims and CAE attributable to insured events of prior years decreased by approximately $23,037,000 during the first three months of
2013 and $25,720,000 during the same period in 2012.

12. FEDERAL INCOME TAXES

A reconciliation of the effective tax rate to the statutory federal tax rate is shown below (in thousands, except percentages):

Three months ended March 31,
2013 2012

Amount Rate Amount Rate
Income tax expense on pre-tax income $ 21,752 35.0% $ 22,180 35.0% 
Tax-exempt investment income (1,623) (2.6) (1,905) (3.0) 
Dividend exclusion (1,471) (2.4) (1,469) (2.3) 
Miscellaneous tax credits, net (1,961) (3.2) (2,111) (3.3) 
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Other items, net (5,380) (8.6) 288 0.4

Total $ 11,317 18.2% $ 16,983 26.8% 

There were no federal income tax payments or refunds during the three months ended March 31, 2013. American National received net refunds
of $6,425,000 during the three months ended March 31, 2012.
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The tax effects of temporary differences that gave rise to the deferred tax assets and liabilities are shown below (in thousands):

March 31, December 31,
2013 2012

DEFERRED TAX ASSETS
Investments, principally due to impairment losses $ 69,131 $ 70,103
Investment in real estate and other invested assets principally due to
investment valuation allowances 7,583 7,259
Policyholder funds, principally due to policy reserve discount 228,822 229,429
Policyholder funds, principally due to unearned premium reserve 31,689 30,337
Participating policyholders� surplus 37,858 37,014
Pension 95,860 94,847
Commissions and other expenses 7,791 7,889
Tax carryforwards 13,421 23,041
Other assets �  3,343

Gross deferred tax assets 492,155 503,262

DEFERRED TAX LIABILITIES
Available-for-sale securities, principally due to net unrealized gains (293,527) (257,290) 
Investment in bonds, principally due to accrual of discount on bonds (8,964) (9,415) 
Deferred policy acquisition costs, due to difference between GAAP and
tax amortization methods (323,280) (327,245) 
Property, plant and equipment, principally due to difference between
GAAP and tax depreciation methods (1,083) (1,462) 
Other Liabilities (728) �  

Gross deferred tax liabilities (627,582) (595,412) 

Total net deferred tax liability $ (135,427) $ (92,150) 

Management believes that a sufficient level of taxable income will be achieved over time to utilize the deferred tax assets in the consolidated
federal tax return; therefore, no valuation allowance was recorded as of March 31, 2013 and December 31, 2012. However, if not utilized
beforehand, approximately $13,421,000 in ordinary loss tax carryforwards will expire at the end of tax year 2033.

The statute of limitations for the examination of federal income tax returns by the IRS for years 2006 to 2011 either has been extended or has not
expired. In the opinion of management, all prior year deficiencies have been paid or adequate provisions have been made for any tax deficiencies
that may be upheld. No provision for penalties was established, and no interest expense was incurred for 2013 or 2012, relating to uncertain tax
positions. Management does not believe that there are any uncertain tax benefits that could be recognized within the next twelve months that
would decrease American National�s effective tax rate.

13. COMPONENTS OF COMPREHENSIVE INCOME (LOSS)

The components of and changes in the accumulated other comprehensive income (loss) (�AOCI�), and the related tax effects, are shown below (in
thousands):

Net 
Unrealized

Gains/(Losses)
on Securities

Defined
Benefit

Pension Plan
Adjustments

Foreign
Currency

Adjustments AOCI
Beginning balance 2012 $ 274,837 $ (115,485) $ 51 $ 159,403
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Unrealized holding gains (losses) arising during the period
(net of tax expense $52,330) 97,184 97,184
Unrealized adjustment to DAC (net of tax benefit $5,901) (11,604) (11,604) 
Unrealized (gains) losses on investments attributable to
participating policyholders� interest (net of tax benefit
$2,048) (3,804) (3,804) 
Foreign currency adjustment (net of tax expense $82) 152 152
Amounts reclassified from AOCI (net of tax benefit $2,955
and expense $1,437) (5,245) 2,668 (2,577) 

Ending balance at March 31, 2012 $ 351,368 $ (112,817) $ 203 $ 238,754
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Net 
Unrealized

Gains/(Losses)
on Securities

Defined
Benefit
Pension
Plan

Adjustments

Foreign
Currency

Adjustments AOCI
Beginning balance 2013 $ 370,842 $ (129,003) $ 171 $ 242,010
Unrealized holding gains (losses) arising during the period
(net of tax expense $39,671) 73,674 73,674
Unrealized adjustment to DAC (net of tax benefit $439) (1,667) (1,667) 
Unrealized (gains) losses on investments attributable to
participating policyholders� interest (net of tax benefit
$1,782) (3,309) (3,309) 
Foreign currency adjustment (net of tax expense $80) 149 149
Amounts reclassified from AOCI (net of tax benefit $3,434
and expense $1,549) (5,979) 2,876 (3,103) 

Ending balance at March 31, 2013 $ 433,561 $ (126,127) $ 320 $ 307,754

14. STOCKHOLDERS� EQUITY AND NONCONTROLLING INTERESTS

American National has one class of common stock with a par value of $1.00 per share and 50,000,000 authorized shares. The amounts
outstanding at the dates indicated are shown below:

March 31, December 31,
2013 2012

Common stock
Shares issued 30,832,449 30,832,449
Treasury shares (3,939,037) (3,995,785) 

Outstanding shares 26,893,412 26,836,664
Restricted shares (195,334) (185,334) 

Unrestricted outstanding shares 26,698,078 26,651,330

Stock-based compensation

American National has one stock-based compensation plan, which allows for grants of Non-Qualified Stock Options, Stock Appreciation Rights
(�SAR�), Restricted Stock (�RS�) Awards, Restricted Stock Units (�RSU�), Performance Awards, Incentive Awards or any combination thereof. This
plan is administered by the American National Board Compensation Committee. The Board Compensation Committee makes incentive awards
under this plan to our executives after meeting established performance objectives. All awards are subject to review and approval by the
committee and the Board of Directors, both at the time of setting applicable performance objectives and at the same time of payment of the
awards. The number of shares available for grants under the plan cannot exceed 2,900,000 shares, and no more than 200,000 shares may be
granted to any one individual in any calendar year. Grants are made to certain officers and directors as compensation and to align their interests
with those of other shareholders.

SAR, RS and RSU information for the periods indicated is shown below:

SAR RS Shares RS Units

Shares

Weighted-
Average 
Grant

Date Fair Value Shares

Weighted-
Average 
Grant

Date Fair Value Units

Weighted-
Average 
Grant

Date Fair Value
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Outstanding at December 31, 2012 108,951 $ 111.31 185,334 $ 109.13 127,059 $ 75.06
Granted �  �  10,000 80.05 71,084 80.05
Exercised (200) 66.76 �  �  (74,580) 77.03
Forfeited (134) 66.76 �  �  (99) 77.20
Expired (4,600) 111.95 �  �  �  �  

Outstanding at March 31, 2013 104,017 $ 111.42 195,334 $ 107.64 123,464 $ 76.74
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SAR RS Shares RS Units
Weighted-average contractual remaining life 2.6 years 4.8 years 2.4 years
Weighted-average exercise price $ 111.42 $ 107.64 $ 76.74
Exercisable shares 88,292 N/A �  
Weighted-average exercise price Exercisable shares $ 111.27 N/A N/A

The SARs give the holder the right to cash compensation based on the difference between the price of a share of stock on the grant date and the
price on the exercise date. The SARs vest at a rate of 20% per year for five years and expire five years after vesting. The fair value of the SARs
was $34,000 and $3,000 at March 31, 2013 and December 31, 2012, respectively. Compensation expense was recorded totaling $32,000 for the
three months ended March 31, 2013, and a credit to compensation expense was recorded totaling $2,000 for the three months ended March 31,
2012.

Effective December 31, 2012, the settlement provision within outstanding RSU awards was modified to allow the recipient of the awards to
settle the vested RSUs in either cash or American National�s common stock. This change in the settlement provision is expected to apply to all
future issuance of RSU awards. Prior to the modification, vested RSUs were converted to American National�s common stock on a one-for-one
basis. This modification changes the award classification from equity to liability award. At the date of modification, American National recorded
a liability of $7,974,000 with a corresponding reduction in additional paid-in capital. The liability will be remeasured and adjusted for changes in
the fair value each reporting period through the vesting date. The fair value of the liability was $4,579,000 and $7,974,000 at March 31, 2013
and December 31, 2012, respectively. RSUs generally vest after a three-year graded vesting requirement. Certain awards vest over a shorter
period as a result of retirement provisions. Compensation expense of $5,563,000 and $1,493,000 was recorded for the three months ended
March 31, 2013 and 2012, respectively. The modification, which was applied consistently to all participants added an incremental cost of
$1,408,000.

RS Awards entitle the participant to full dividend and voting rights. Each award has the value of one share of restricted stock and vests 10 years
from the grant date. Unvested shares are restricted as to disposition, and are subject to forfeiture under certain circumstances. Compensation
expense is recognized over the vesting period. The restrictions on these awards lapse after 10 years, and these awards feature a graded vesting
schedule in the case of the retirement of an award holder. Restricted stock for 350,334 shares has been granted at an exercise price of zero, of
which 195,334 shares are unvested. The compensation expense recorded was $505,000 and $670,000 for the three months ended March 31,
2013 and 2012, respectively.

Earnings (loss) per share

Basic earnings (losses) per share were calculated using a weighted-average number of shares outstanding. The Restricted Stock awards and units
resulted in diluted earnings per share as follows (in thousands, except share-related data):

Three months ended March 31,
2013 2012

Weighted average shares outstanding 26,763,896 26,565,164
Incremental shares from RS awards and RSUs 123,255 193,791

Total shares for diluted calculations 26,887,151 26,758,955
Net income (loss) attributable to American National Insurance
Company $ 59,971 $ 45,216

Basic earnings (loss) per share $ 2.24 $ 1.70
Diluted earnings (loss) per share 2.23 1.69

Dividends

American National Insurance Company�s payment of dividends to stockholders is restricted by statutory regulations. The restrictions require life
insurance companies to maintain minimum amounts of capital and surplus, and in the absence of special approval, limit the payment of
dividends to the greater of statutory net gain from operations on an annual, non-cumulative basis, or 10% of statutory surplus. Additionally,
insurance companies are not permitted to distribute the excess of stockholders� equity, as determined on a GAAP basis, over that determined on a
statutory basis. At March 31, 2013 and December 31, 2012, American National Insurance Company�s statutory capital and surplus was
$2,376,889,000 and $2,260,268,000, respectively.
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Similar restrictions on amounts that can transfer in the form of dividends, loans, or advances to the parent company apply to American National�s
insurance subsidiaries. Net assets of insurance subsidiaries were approximately $1,557,463,000 and $1,535,082,000 at March 31, 2013 and
December 31, 2012, respectively.

Noncontrolling interests

American National County Mutual Insurance Company (�County Mutual�) is a mutual insurance company that is owned by its policyholders.
American National has a management agreement that effectively gives it complete control of County Mutual. As a result, County Mutual is
included in the consolidated financial statements of American National. Policyholder interests in the financial position of County Mutual are
reflected as noncontrolling interest of $6,750,000 at March 31, 2013 and December 31, 2012.

American National Insurance Company and its subsidiaries exercise significant control or ownership of various joint ventures, resulting in their
consolidation into American National�s consolidated financial statements. The interests of the joint ventures� other partners are shown as
noncontrolling interests, of $4,158,000 and $4,741,000 at March 31, 2013 and December 31, 2012, respectively.

15. SEGMENT INFORMATION

Management organizes the business into five operating segments:

� Life�markets whole, term, universal, indexed and variable life insurance on a national basis primarily through career and multiple-line
agents, as well as through independent agents and direct marketing channels.

� Annuity�offers fixed, indexed, and variable annuity products. These products are primarily sold through independent agents, brokers,
and financial institutions, along with multiple-line and career agents.

� Health�primary lines of business are Medicare Supplement, stop loss, other supplemental health products and credit disability
insurance. Health products are typically distributed through independent agents and managing general underwriters.

� Property and Casualty�writes personal, commercial and credit-related property insurance. These products are primarily sold through
multiple-line agents and independent agents.

� Corporate and Other�consists of net investment income on the investments not allocated to the insurance segments and the operations
of non-insurance lines of business.

The accounting policies of the segments are the same as those described in Note 2. All income and expense amounts specifically attributable to
policy transactions are recorded directly to the appropriate operating segment. Income and expenses not specifically attributable to policy
transactions are allocated to each segment as follows:

� Recurring income from bonds and mortgage loans is allocated based on the assets allocated to each line of business at the average
yield available from these assets.

� Net investment income from all other assets is allocated to the insurance segments in accordance with the amount of equity allocated
to each segment, with the remainder recorded in the Corporate and Other business segment.
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� Expenses are allocated based upon various factors, including premium and commission ratios within the respective operating
segments.
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The following summarizes results of operations by operating segments (in thousands):

Three months ended March 31,
2013 2012

Income (loss) from continuing operations before federal income taxes, and
equity in earnings/losses of unconsolidated affiliates
Life $ 6,004 $ 7,556
Annuity 27,334 23,734
Health (686) (1,452) 
Property and casualty 12,909 24,560
Corporate and other 16,587 8,973

Total $ 62,148 $ 63,371

16. COMMITMENTS AND CONTINGENCIES

Commitments

American National had aggregate commitments at March 31, 2013, to purchase, expand or improve real estate, to fund fixed interest into
mortgage loans, and to purchase other invested assets of $269,983,000, of which $206,225,000 is expected to be funded in 2013. The remaining
$63,758,000 will be funded in 2014 and beyond.

In September 2012, American National renewed an existing $100,000,000 short-term variable rate borrowing facility containing a $55,000,000
sub-feature for the issuance of letters of credit. Borrowings under the facility are at the discretion of the lender and would be used only for
funding working capital requirements. The combination of borrowings and outstanding letters of credit cannot exceed $100,000,000 at any time.
As of March 31, 2013 and December 31, 2012, the outstanding letters of credit were $33,495,000 and $33,696,000, respectively, and there were
no borrowings on this facility to meet liquidity requirements. This facility expires on September 30, 2013. American National expects it will be
renewed on substantially equivalent terms upon expiration.

Guarantees

American National has guaranteed bank loans for customers of a third-party marketing operation. The bank loans are used to fund premium
payments on life insurance policies issued by American National. The loans are secured by the cash values of the life insurance policies. If the
customer were to default on the bank loan, American National would be obligated to pay off the loans. As the cash values of the life insurance
policies always equal or exceed the balance of the loans, management does not foresee any loss on these guarantees. The total amount of the
guarantees outstanding as of March 31, 2013, was approximately $206,376,000, while the total cash values of the related life insurance policies
was approximately $211,857,000.

Litigation

American National and certain subsidiaries, in common with the insurance industry in general, are defendants in various lawsuits concerning
alleged breaches of contracts, various employment matters, allegedly deceptive insurance sales and marketing practices, and miscellaneous other
causes of action arising in the ordinary course of operations. Certain of these lawsuits include claims for compensatory and punitive damages.
We provide accruals for these items to the extent we deem the losses probable and reasonably estimable. After reviewing these matters with
legal counsel, based upon information presently available, management is of the opinion that the ultimate resultant liability, if any, would not
have a material adverse effect on American National�s consolidated financial position, liquidity or results of operations; however, assessing the
eventual outcome of litigation necessarily involves forward-looking speculation as to judgments to be made by judges, juries and appellate
courts in the future. Such speculation warrants caution, as the frequency of large damage awards, which bear little or no relation to the economic
damages incurred by plaintiffs in some jurisdictions, continues to create the potential for an unpredictable judgment in any given lawsuit. These
lawsuits are in various stages of development, and future facts and circumstances could result in management�s changing its conclusions. It is
possible that, if the defenses in these lawsuits are not successful, and the judgments are greater than management can anticipate, the resulting
liability could have a material impact on our consolidated financial position, liquidity or results of operations. With respect to the existing
litigation, management currently believes that the possibility of a material judgment adverse to American National is remote and no estimate of
range can be made for loss contingencies that are at least reasonably possible but not accrued.
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17. RELATED PARTY TRANSACTIONS

American National has entered into recurring transactions and agreements with certain related parties. These include mortgage loans,
management contracts, agency commission contracts, marketing agreements, accident and health insurance contracts and legal services. The
impact on the consolidated financial statements of the significant related party transactions for the periods indicated is shown below (in
thousands):

Dollar Amount of Transactions Amount due to/(from) American National
Three months ended March 31, March 31, December 31,

Related Party Financial Statement Line Impacted 2013 2012 2013 2012
Gal-Tex Hotel Corporation Mortgage loan on real estate $ 280 $ 260 $ 8,610 $ 8,890
Gal-Tex Hotel Corporation Net investment income 159 179 52 54
Greer, Herz and Adams, LLP Other operating costs and expenses 2,131 1,958 (429) (268) 
Mortgage Loans to Gal-Tex Hotel Corporation (�Gal-Tex�): American National held a first mortgage loan issued to Gal-Tex collateralized by
hotel property in San Antonio, Texas. This loan was originated in 1999, has a current interest rate of 7.30%, and has a final maturity date of
April 1, 2019. This loan is current as to principal and interest payments.

Transactions with Greer, Herz & Adams, L.L.P.: Irwin M. Herz, Jr. is an American National advisory director and a Partner with Greer, Herz
Adams, L.L.P., which serves as American National�s General Counsel.

ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Set forth on the following pages is management�s discussion and analysis (�MD&A�) of financial condition and results of operations for the three
months ended March 31, 2013 and 2012 of American National Insurance Company and its subsidiaries (referred to in this document as �we�, �our�,
�us�, or the �Company�). This information should be read in conjunction with our consolidated financial statements included in Item 1, Financial
Statements (unaudited), of this Form 10-Q.

Forward-Looking Statements

This document contains forward-looking statements that reflect our estimates and assumptions related to business, economic, competitive and
legislative developments. Forward-looking statements generally are indicated by words such as �expects,� �intends,� �anticipates,� �plans,� �believes,�
�estimates,� �will� or words of similar meaning and include, without limitation, statements regarding the outlook of our business and expected
financial performance. Forward-looking statements are not a guarantee of future performance and involve various risks and uncertainties.
Moreover, forward-looking statements speak only as of the date made, and we undertake no obligation to update them. Certain important factors
could cause our actual results to differ, possibly materially, from our expectations or estimates. These factors are described in greater detail in
Item IA, Risk Factors, in our 2012 Annual Report on Form 10-K filed with the SEC on March 8, 2013, and they include among others:

� Economic Risk Factors

� difficult conditions in the economy, which may not improve in the near future, and risks related to persistently low, or
unpredictable, interest rates;

� Operational Risk Factors

� differences between actual experience regarding mortality, morbidity, persistency, surrenders and investment returns, and our
assumptions for establishing liabilities and reserves or for other purposes;
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� potential ineffectiveness of our risk management policies and procedures;

� changes in our experience related to deferred policy acquisition costs;

� failures or limitations of our computer, data security and administration systems;

� potential employee error or misconduct, which may result in fraud or adversely affect the execution and administration of our
policies and claims;
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� Investment and Financial Market Risk Factors

� fluctuations in the markets for fixed maturity securities, equity securities, and commercial real estate, which could adversely
affect the valuation of our investment portfolio, our net investment income, our retirement expense, and sales of or fees from
certain of our products;

� lack of liquidity for certain of our investments;

� risk of investment losses and defaults;

� Catastrophic Event Risk Factors

� natural or man-made catastrophes, pandemic disease, or other events resulting in increased claims activity from catastrophic
loss of life or property;

� the effects of unanticipated events on our disaster recovery and business continuity planning;

� Marketplace Risk Factors

� the highly competitive nature of the insurance and annuity business;

� potential difficulty in attraction and retention of qualified employees and agents;

� the introduction of alternative healthcare solutions, which could impact our Medicare Supplement business;

� Litigation and Regulation Risk Factors

� adverse determinations in litigation or regulatory proceedings and our exposure to contingent liabilities, including and in
connection with our divestiture or winding down of businesses;

� the effects of extensive government regulation;

� changes in tax and securities law;

� changes in statutory or U.S. generally accepted accounting principles (�GAAP�), practices or policies;
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� Reinsurance and Counterparty Risk Factors

� potential changes in the availability, affordability and adequacy of reinsurance protection;

� potential default or failure to perform by the counterparties to our reinsurance arrangements and derivative instruments;

� Other Risk Factors

� potentially adverse rating agency actions; and

� control of our company by a small number of stockholders.
Overview

We are a diversified insurance and financial services company, offering a broad spectrum of insurance products. Chartered in 1905, we are
headquartered in Galveston, Texas. We operate in all 50 states, the District of Columbia, Guam, American Samoa and Puerto Rico.

General Trends

There were no material changes to the general trends we are experiencing, as discussed in the MD&A included in our 2012 Annual Report on
Form 10-K filed with the SEC on March 8, 2013.

Critical Accounting Estimates

The unaudited interim consolidated financial statements have been prepared in conformity with GAAP. In addition to GAAP, insurance
companies apply specific SEC regulations when preparing the consolidated financial statements. The preparation of the consolidated financial
statements in accordance with GAAP requires us to make estimates and assumptions that affect the amounts reported in the consolidated
financial statements and notes. Actual results could differ from results reported using those estimates and assumptions.

Our accounting policies inherently require the use of judgments relating to a variety of assumptions and estimates, particularly expectations of
current and future mortality, morbidity, persistency, expenses, interest rates, and property and casualty loss frequency, severity, claim reporting
and settlement patterns. Due to the inherent uncertainty when using the assumptions and estimates, the effect of certain accounting policies
under different conditions or assumptions could vary from those reported in the consolidated financial statements.

For a discussion of our critical accounting estimates, see the MD&A in our 2012 Annual Report on Form 10-K filed with the SEC on March 8,
2013. There were no material changes in accounting policies since December 31, 2012.
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Recently Issued Accounting Pronouncements

Refer to Note 3, Recently Issued Accounting Pronouncements, of the Notes to the Unaudited Consolidated Financial Statements.

Consolidated Results of Operations

The following sets forth the consolidated results of operations (in thousands):

Three months ended March 31,
2013 2012 Change

Premiums and other revenues
Premiums $ 419,769 $ 425,086 $ (5,317) 
Other policy revenues 49,998 48,047 1,951
Net investment income 251,366 255,696 (4,330) 
Realized investment gains (losses), net 16,951 6,971 9,980
Other income 6,961 6,875 86

Total premiums and other revenues 745,045 742,675 2,370

Benefits, losses and expenses
Policyholder benefits 122,197 123,068 (871) 
Claims incurred 228,562 232,227 (3,665) 
Interest credited to policyholder�s account balances 111,106 124,864 (13,758) 
Commissions for acquiring and servicing policies 85,123 95,514 (10,391) 
Other operating expenses 124,575 101,993 22,582
Change in deferred policy acquisition costs (1) 11,334 1,638 9,696

Total benefits and expenses 682,897 679,304 3,593

Income (loss) before other items and federal income taxes $ 62,148 $ 63,371 $ (1,223) 

(1) A negative amount of net change indicates more expense was deferred than amortized and represents a decrease to expenses in the periods
indicated.

Consolidated earnings were relatively unchanged during the quarter ended March 31, 2013 compared to 2012. The noteworthy fluctuations
were:

� an increase in operating expenses driven primarily by our life, annuity and corporate and other segments,

� a decrease in interest credited to policyholders� account balances in our annuity segment, and

� an increase in realized investment gains in our corporate and other segment.
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Results of Operations and Related Information by Segment

Life

Life segment results for the periods indicated were as follows (in thousands):

Three months ended March 31,
2013 2012 Change

Premiums and other revenues
Premiums $ 68,655 $ 66,451 $ 2,204
Other policy revenues 46,358 44,652 1,706
Net investment income 56,949 58,905 (1,956) 
Other income 507 750 (243) 

Total premiums and other revenues 172,469 170,758 1,711

Benefits, losses and expenses
Policyholder benefits 81,502 83,823 (2,321) 
Interest credited to policyholder�s account balances 12,787 14,921 (2,134) 
Commissions for acquiring and servicing policies 25,589 21,389 4,200
Other operating expenses 52,536 44,293 8,243
Change in deferred policy acquisition costs (1) (5,949) (1,224) (4,725) 

Total benefits and expenses 166,465 163,202 3,263

Income (loss) before other items and federal income taxes $ 6,004 $ 7,556 $ (1,552) 

(1) A negative amount of net change indicates more expense was deferred than amortized and represents a decrease to expenses in the periods
indicated.

Earnings decreased during the quarter ended March 31, 2013 compared to 2012 primarily due to increased operating expenses, partially offset by
increases in premiums and other policy revenues and a decrease in benefits.

Premiums and other revenues

Revenues from traditional life insurance products include scheduled premium payments from policyholders on whole life and term life products.
The change in these premiums is impacted primarily by policy persistency and new sales during the period. Premiums increased during 2013
compared to 2012 primarily resulting from increased sales of term products, following the introduction of a new portfolio of term products
during 2012.

Other policy revenues include mortality charges, earned policy service fees and surrender charges on interest-sensitive life insurance policies.
These charges increased during 2013 compared to 2012 primarily due to the growing block of interest-sensitive life policies.

Benefits, losses and expenses

Benefits decreased during the quarter ended March 31, 2013 compared to 2012, primarily as the result of reserve balance decreases outpacing
the related increase in benefit payments resulting from our continuation of unclaimed property research within our policies, and the improvement
of our process for handling these claims during 2013 compared to 2012.

Commissions increased during 2013 compared to 2012 primarily due to increased sales of our term and equity-indexed universal life products.
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Other operating costs and expenses increased during 2013 compared to 2012, as a result of an increase in expenses for share-based compensation
under the stock and incentive plan, as well as increases in production bonuses and the growth in our life insurance in-force during 2013.
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The following table presents the components of the change in DAC (in thousands):

Three months ended March 31,
2013 2012 Change

Acquisition cost capitalized $ 25,908 $ 17,676 $ 8,232
Amortization of DAC (19,959) (16,452) (3,507) 

Change in DAC (1) $ 5,949 $ 1,224 $ 4,725

(1) A positive amount of net change indicates more expense was deferred than amortized and represents a decrease to expenses in the periods
indicated.

The change in DAC decreased expenses primarily as a result of an increase in acquisition costs capitalized during 2013 compared to 2012,
primarily due to an increase in commissions from higher premiums.

Policy in-force information

The following tables summarize the changes in the Life segment�s in-force amounts (in thousands) and number of policies in-force:

March 31,
2013

December 31,
2012 Change

Life insurance in-force
Traditional life $ 50,160,120 $ 48,856,459 $ 1,303,661
Interest-sensitive life 24,356,420 24,132,101 224,319

Total life insurance in-force $ 74,516,540 $ 72,988,560 $ 1,527,980

Number of policies in-force
Traditional life $ 2,062,552 $ 2,122,666 $ (60,114) 
Interest-sensitive life 188,343 185,729 2,614

Total number of policies in-force $ 2,250,895 $ 2,308,395 $ (57,500) 

There was an increase in total life insurance in-force amounts during 2013, while there was a decrease in the total number of policies. The
increase in life insurance in-force amounts in our traditional life products is believed to be the result of consumers seeking contract guarantees
due to the uncertain economic environment in recent years, while growth in both traditional and interest-sensitive in-force amounts can be
attributed to the attractiveness of our new portfolio of products, ease of doing business, and new marketing approaches. The decrease in our
policy count during 2013 is attributable to unclaimed property settlements, surrenders and lapses, as well as new business activity generally
being comprised of fewer but larger face-value policies.
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Annuity

Annuity segment results for the periods indicated were as follows (in thousands):

Three months ended March 31,
2013 2012 Change

Premiums and other revenues
Premiums $ 32,696 $ 28,412 $ 4,284
Other policy revenues 3,640 3,395 245
Net investment income 164,045 166,237 (2,192) 
Other income 50 41 9

Total premiums and other revenues 200,431 198,085 2,346

Benefits, losses and expenses
Policyholder benefits 40,695 39,245 1,450
Interest credited to policyholder�s account balances 98,319 109,943 (11,624) 
Commissions for acquiring and servicing policies 10,393 13,891 (3,498) 
Other operating expenses 14,267 7,755 6,512
Change in deferred policy acquisition costs (1) 9,423 3,517 5,906

Total benefits and expenses 173,097 174,351 (1,254) 

Income (loss) before other items and federal income taxes $ 27,334 $ 23,734 $ 3,600

(1) A negative amount of net change indicates more expense was deferred than amortized and represents a decrease to expenses in the periods
indicated.

Earnings increased in 2013 compared to 2012 primarily due to a decrease in interest credited to policyholders� account balances which outpaced
the related decrease in net investment income, partially offset by an increase in other operating expenses.

Premiums and other revenues

Annuity premium and deposit amounts received are shown below (in thousands):

Three months ended March 31,
2013 2012 Change

Fixed deferred annuity $ 64,994 $ 163,247 $ (98,253) 
Single premium immediate annuity 56,753 46,011 10,742
Equity-indexed deferred annuity 37,192 22,498 14,694
Variable deferred annuity 29,166 26,382 2,784

Total premium and deposits 188,105 258,138 (70,033) 
Less: Policy deposits 155,409 229,726 (74,317) 

Total earned premiums $ 32,696 $ 28,412 $ 4,284
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We monitor account values and changes in those values as a key indicator of performance in our Annuity segment. Changes in account values
are mainly the result of net inflows, surrenders, policy fees, interest credited and market value changes. Shown below are the changes in account
values (in thousands):

Three months ended March 31,
2013 2012

Fixed deferred and equity-indexed annuity
Account value, beginning of period $ 9,803,197 $ 9,824,416
Net inflows 58,397 116,636
Surrenders (272,265) (190,425) 
Fees (2,362) (2,196) 
Interest credited 96,784 109,283

Account value, end of period $ 9,683,751 $ 9,857,714

Single premium immediate annuity
Reserve, beginning of period $ 1,075,638 $ 978,722
Net inflows 17,524 10,949
Interest and mortality 9,419 10,470

Reserve, end of period $ 1,102,581 $ 1,000,141

Variable deferred annuity
Account value, beginning of period $ 417,645 $ 380,129
Net inflows 28,471 24,907
Surrenders (30,439) (36,933) 
Fees (1,248) (1,169) 
Change in market value and other 25,224 33,056

Account value, end of period $ 439,653 $ 399,990

Fixed deferred annuity net inflows decreased during 2013 compared to 2012, primarily resulting from our management of these products to
lower sales and to mitigate risks associated with investing in the persistently low interest rate environment.

An equity-indexed annuity allows a policyholder to participate in equity returns while also having certain downside protection from the
guaranteed minimum returns defined in the product. Net inflows for this product increased during 2013 compared to 2012 primarily attributed to
the attractiveness of this product compared to fixed annuities in the persistently low interest rate environment.

Single premium immediate annuity (�SPIA�) net inflows increased during 2013 compared to 2012, driven primarily by customers entering the
market for guaranteed monthly payouts on a portion of their retirement dollars.

Net investment income decreased during 2013 compared to 2012, due to a decrease in investment yields and the decrease in account values of
fixed deferred annuities, partially offset by a $4.4 million increase in realized gains from equity options used to hedge risk relating to
equity-indexed annuities.

Benefits, losses and expenses

Policyholder benefits consist of annuity payments and reserve increases for SPIA contracts. Benefits are highly correlated to the sales volume of
SPIA contracts and increased for 2013 compared to 2012.

Commissions decreased for 2013 compared to 2012 primarily due to reduced fixed deferred annuity production as well as decreases in
commission rates on certain annuities.
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The 2012 expense benefitted from a reduction in accrued expenses relating to final resolution of certain litigation being recorded as interest
credited rather than operating expense. Excluding this reduction, the operating expense remained relatively level when comparing 2013 to 2012.
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The change in DAC represents acquisition costs capitalized less the amortization of existing DAC, which is calculated in proportion to gross
profits. The following shows the components of the change in DAC (in thousands):

Three months ended March 31,
2013 2012 Change

Acquisition cost capitalized $ 13,229 $ 17,570 $ (4,341) 
Amortization of DAC (22,652) (21,087) (1,565) 

Change in DAC (1) $ (9,423) $ (3,517) $ (5,906) 

(1) A positive amount of net change indicates more expense was deferred than amortized and represents a decrease to expenses in the periods
indicated.

The change in DAC increased expenses primarily as DAC associated with surrenders was amortized, and the lower sales of new deferred
annuity contracts resulted in less commissions being paid and deferred.

An important measure of the Annuity segment is amortization of DAC as a percentage of gross profits. The amortization of DAC as a percentage
of gross profits for the quarter ended March 31, 2013 and 2012 was 37.1%, and 43.1%, respectively. The decrease in the ratio during 2013 was
primarily driven by increased interest spreads.

Options and Derivatives

Shown below is the analysis of the impact to net investment income of the option return, along with the impact to interest credited of the
equity-indexed annuity embedded derivative (in thousands):

Three months ended March 31,
2013 2012 Change

Net investment income
Without option return $ 140,178 $ 146,736 $ (6,558) 
Option return 23,867 19,501 4,366
Interest credited to policy account balances
Without embedded derivative 77,900 91,458 (13,558) 
Equity-indexed annuity embedded derivative 20,419 18,485 1,934

Net investment income without option return decreased during 2013 primarily due to a decrease in account values of fixed deferred annuities.
Interest credited to policyholders� account balances without embedded derivative return decreased during 2013 due to a decrease in crediting
rates and certain non-recurring expenses relating to settled litigation benefitting contract holders� being charged to interest credited during 2012.
Without this charge, the decrease would have amounted to $7.6 million from 2012, consistent with the decrease in net investment income
without option return.

The option return, as well as the related equity-indexed annuity embedded derivative return, increased during 2013 compared to 2012 primarily
as a result of a larger number of options held during 2013. Excluding this impact, option returns correlate to the 10.0% and 12.0% return of the
S&P 500 Index during the quarters ended March 31, 2013 and 2012, respectively.
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Health

Health segment results for the periods indicated were as follows (in thousands):

Three months ended March 31,
2013 2012 Change

Premiums and other revenues
Premiums $ 52,729 $ 57,054 $ (4,325) 
Net investment income 2,865 2,974 (109) 
Other income 4,206 3,826 380

Total premiums and other revenues 59,800 63,854 (4,054) 

Benefits, losses and expenses
Claims incurred 38,968 44,675 (5,707) 
Commissions for acquiring and servicing policies 6,572 6,259 313
Other operating expenses 13,397 11,818 1,579
Change in deferred policy acquisition costs (1) 1,549 2,554 (1,005) 

Total benefits and expenses 60,486 65,306 (4,820) 

Income (loss) before other items and federal income taxes $ (686) $ (1,452) $ 766

(1) A negative amount of net change indicates more expense was deferred than amortized and represents a decrease to expenses in the periods
indicated.

Results during the quarter ended March 31, 2013 improved compared to the same period in 2012, driven primarily by a decrease in claims
incurred, partially offset by a decrease in premiums.

Premiums and other revenues

Health earned premiums for the periods indicated are as follows (in thousands, except percentages):

Three months ended March 31,
2013 2012

dollars percentage dollars percentage
Medicare Supplement $ 23,460 44.5% $ 23,515 41.2% 
Medical expense 8,219 15.6 10,045 17.6
Group health 8,067 15.3 10,837 19.0
MGU 4,687 8.9 4,225 7.4
Credit accident and health 3,992 7.6 4,530 7.9
All other 4,304 8.2 3,902 6.8

Total $ 52,729 100.0% $ 57,054 100.0% 

Earned premiums decreased during the quarter ended March 31, 2013 compared to the same period in 2012, primarily resulting from the run-off
of our closed block of medical expense insurance plans, which will continue decreasing. In addition, group health premiums, which are
calculated as a percentage of claims, decreased proportionally with the decrease in claims.

Our in-force certificates or policies as of the dates indicated are as follows:
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Three months ended March 31,
2013 2012

number percentage number percentage
Medicare Supplement 40,306 6.4% 41,545 6.9% 
Medical expense 5,409 0.9 7,490 1.3
Group health 19,801 3.2 20,082 3.3
MGU 214,337 34.2 165,738 27.6
Credit accident and health 243,156 38.8 257,255 42.8
All other 103,533 16.5 108,815 18.1

Total 626,542 100.0% 600,925 100.0% 
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Our total in-force policies increased during the quarter ended March 31, 2013 compared to the same period in 2012. Increases in the MGU line
were partially offset by decreases in the credit accident and health and other lines. The MGU line increased due to increased production by
existing MGU�s, and the addition of new MGUs.

Benefits, losses and expenses

Claims incurred decreased during the quarter ended March 31, 2013 compared to 2012 primarily as the result of the continued decline in the
closed medical expense block and a decrease in group claim submissions.

Other operating expenses increased during the quarter ended March 31, 2013 compared to 2012 due primarily to an accrual on the MGU line for
an anticipated payment to a state insurance guaranty pool.

Change in Deferred Policy Acquisition Costs

The following table presents the components of the change in DAC (in thousands):

Three months ended March 31,
2013 2012 Change

Acquisition cost capitalized $ 2,575 $ 2,532 $ 43
Amortization of DAC (4,124) (5,086) 962

Change in DAC (1) $ (1,549) $ (2,554) $ 1,005

(1) A positive amount of net change indicates more expense was deferred than amortized and represents a decrease to expenses in the periods
indicated.

The change in DAC had a smaller impact on expenses during the quarter ended March 31, 2013 compared to the same period in 2012 due to
reduced amortization on the declining aggregate health block of business.
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Property and Casualty

Property and Casualty results for the periods indicated were as follows (in thousands, except percentages):

Three months ended March 31,
2013 2012 Change

Premiums and other revenues
Net premiums written $ 268,217 $ 281,249 $ (13,032) 
Net premiums earned $ 265,689 $ 273,169 $ (7,480) 
Net investment income 16,300 17,699 (1,399) 
Other income 253 1,709 (1,456) 

Total premiums and other revenues 282,242 292,577 (10,335) 

Benefits, losses and expenses
Claims incurred 189,594 187,552 2,042
Commissions for acquiring and servicing policies 42,547 53,975 (11,428) 
Other operating expenses 30,881 29,699 1,182
Change in deferred policy acquisition costs (1) 6,311 (3,209) 9,520

Total benefits and expenses 269,333 268,017 1,316

Income (loss) before other items and federal income taxes $ 12,909 $ 24,560 $ (11,651) 

Loss ratio 71.4% 68.7% 2.7
Underwriting expense ratio 30.0 29.5 0.5

Combined ratio 101.4% 98.2% 3.2

Impact of catastrophe events on combined ratio 8.1 4.7 3.4

Combined ratio without impact of catastrophe events 93.3% 93.5% (0.2) 

Gross catastrophe losses $ 26,797 $ 13,970 $ 12,827
Net catastrophe losses 21,688 13,237 8,451

(1) A negative amount of net change indicates more expense was deferred than amortized and represents a decrease to expenses in the periods
indicated.

Earnings declined during the quarter ended March 31, 2013 compared to 2012 primarily due to an increase in claims incurred associated with
catastrophe events.

Premiums and other revenues

Net premiums written decreased during the quarter ended March 31, 2013 compared to 2012 resulting from changes in credit-related property
products, which resulted in both lower premium and lower commissions. Net premiums earned decreased due primarily to decreases in our
personal auto line. Personal and Commercial product net written premiums were virtually flat overall due to a combination of fewer
policies-in-force being offset by rating actions intended to match rates with underlying risks.

Benefits, losses and expenses
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Claims incurred increased during the quarter ended March 31, 2013 compared to 2012 as a result of an increase in catastrophe losses. In the first
quarter of 2013 there were four catastrophe events with net losses of $21.7 million, compared to $13.3 million from six events during the same
period in 2012. The combined ratio, excluding net catastrophe impact, remained relatively flat during 2013 compared to 2012.

Commissions decreased during 2013 compared to 2012 primarily due to a shift from commission to non-commission credit-related property
products, which also have lower premiums.
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The change in DAC during the quarter ended March 31, 2013 increased total expenses compared to 2012. The higher expense is attributable to
capitalized costs on credit-related property products written in prior years being amortized while newer credit-related property products sold
with lower revenue and without commissions resulted in lower cost being capitalized in the current period. We regularly review the
recoverability of DAC, and if the actual emergence of future profitability were to be substantially lower than estimated, we would accelerate
DAC amortization to account for any recoverability issues or premium deficiency. We have not historically experienced these issues with our
DAC balances.

Products

Our Property and Casualty segment consists of: (i) Personal, which we market primarily to individuals, represent 59.6% of net premiums
written, (ii) Commercial, which focus primarily on agricultural and other commercial markets, represent 32.5% of net premiums written, and
(iii) Credit-related property insurance products, which are marketed to and through financial institutions and retailers represent 7.9% of net
premiums written.

Personal Products

Personal products results for the periods indicated were as follows (in thousands, except percentages):

Three months ended March 31,
2013 2012 Change

Net premiums written
Auto $ 103,607 $ 108,339 $ (4,732) 
Homeowner 46,711 45,262 1,449
Other Personal 9,505 9,365 140

Total net premiums written 159,823 162,966 (3,143) 

Net premiums earned
Auto 100,409 107,202 (6,793) 
Homeowner 51,511 52,183 (672) 
Other Personal 8,902 8,942 (40) 

Total net premiums earned $ 160,822 $ 168,327 $ (7,505) 

Loss ratio
Auto 81.8% 71.2% 10.6
Homeowner 79.4 83.7 (4.3) 
Other Personal 46.7 34.8 11.9
Personal line loss ratio 79.1% 73.2% 5.9
Combined Ratio
Auto 103.9% 91.9% 12.0
Homeowner 103.6 107.5 (3.9) 
Other Personal 68.5 57.6 10.9
Personal line combined ratio 101.8% 94.9% 6.9

Personal Automobile: Net premiums written and earned decreased in our personal automobile line during 2013 compared to 2012 primarily due
to a decline in policies in-force. The loss and combined ratios increased during 2013 compared to 2012 due to an increase in catastrophe-related
losses as well as non-catastrophe weather- related losses.

Homeowners: Net premiums written increased during 2013 compared to 2012 primarily due to higher premium rates for policies sold in 2013.
The loss and combined ratios decreased during 2013 compared to 2012 due to improved rate adequacy.

Other Personal: These products include watercraft, rental-owner and umbrella coverages for individuals seeking to protect their personal
property and liability not covered within their homeowner and auto policies. Net premiums written and earned remained substantially unchanged
during 2013 compared to 2012. Premiums for these products generally trend with the homeowners and personal automobile lines as policies are
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Commercial Products

Commercial products results for the periods indicated were as follows (in thousands, except percentages):

Three months ended March 31,
2013 2012 Change

Net premiums written
Other Commercial $ 37,593 $ 36,975 $ 618
Agribusiness 25,702 24,480 1,222
Auto 23,925 24,390 (465) 

Total net premiums written 87,220 85,845 1,375

Net premiums earned
Other Commercial 30,789 30,264 525
Agribusiness 26,493 26,081 412
Auto 19,182 19,824 (642) 

Total net premiums earned $ 76,464 $ 76,169 $ 295

Loss ratio
Other Commercial 48.8% 90.0% (41.2) 
Agribusiness 105.8 65.8 40.0
Auto 70.6 70.7 (0.1) 
Commercial line loss ratio 74.0% 76.7% (2.7) 
Combined ratio
Other Commercial 78.5% 119.1% (40.6) 
Agribusiness 142.0 100.7 41.3
Auto 96.0 95.1 0.9
Commercial line combined ratio 104.9% 106.5% (1.6) 

Other Commercial: Net premiums written and earned increased during 2013 compared to 2012. The loss and combined ratios during 2013
decreased significantly compared to 2012 primarily due to the frequency and severity of workers� compensation claims during the period.

Agribusiness Product: Our agribusiness product allows policyholders to customize and cover their agriculture exposure using a package policy
which includes coverage for residences and household contents, farm buildings and building contents, personal and commercial liability and
personal property. Net premiums written and earned increased in 2013 as compared to 2012, primarily as a result of increased average premium
per policy due to rate increases throughout 2012. The loss and combined ratios increased significantly during 2013 compared to 2012, primarily
as the result of an increase in catastrophe losses as well as non-catastrophe weather related losses.

Credit-related property products

Credit-related property products results for the periods indicated were as follows (in thousands, except percentages):

Three months ended March 31,
2013 2012 Change

Net premiums written $ 21,174 $ 32,438 $ (11,264) 
Net premiums earned 28,403 28,674 (271) 
Loss ratio 20.3% 20.9% (0.6)% 
Combined ratio 97.8% 96.6% 1.2% 

Credit-related property products are offered on automobiles, furniture and appliances in connection with the financing of those items. These
policies pay an amount if the insured property is lost or damaged and the amount paid is not directly related to an event affecting the consumer�s
ability to pay the debt. The primary distribution channel for credit-related property insurance is general agents who market to sellers of covered
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Net premiums written decreased during 2013 compared to 2012 as sales and premiums shift from Guaranteed Auto Protection (�GAP�) Insurance
to GAP Waiver, a lower premium debt protection product.
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Corporate and Other

Corporate and Other segment results for the periods indicated were as follows (in thousands):

Three months ended March 31,
2013 2012 Change

Premiums and other revenues
Net investment income $ 11,207 $ 9,881 $ 1,326
Realized investment gains, net 16,951 6,971 9,980
Other income 1,945 549 1,396

Total premiums and other revenues 30,103 17,401 12,702

Benefits, losses and expenses
Commissions 22 �   22
Other operating expenses 13,494 8,428 5,066

Total benefits and expenses 13,516 8,428 5,088

Income (loss) before other items and federal income taxes $ 16,587 $ 8,973 $ 7,614

Earnings increased during the quarter ended March 31, 2013 compared to 2012 primarily due to increases in realized gains, partially offset by an
increase in other operating expenses. The increase in realized gains was driven primarily by a $6.6 million realized gain on sale of investment
real estate in addition to a $1.3 million increase on gains from equity securities. Other operating expenses increased during 2013 due to an
increase in interest expense on a new note payable, which related to a joint venture. Other-than-temporary impairments of $1.6 million and $2.8
million during the quarter ended March 31, 2013 and 2012, respectively, are included in �Realized investment gains, net.�

Investments

We manage our investment portfolio to optimize the rate of return commensurate with sound and prudent asset selection and to maintain a
well-diversified portfolio. Our investment operations are regulated by the state insurance departments where we or our insurance subsidiaries are
domiciled. Investment activities, including the setting of investment policies and defining an acceptable risk appetite, are subject to review and
approval by our Board of Directors, which is assisted by our Finance Committee and Management Risk Committee.

Our insurance and annuity products are primarily supported by investment-grade bonds, and to a lesser extent collateralized mortgage
obligations and commercial mortgage loans. We purchase fixed maturity securities and designate them as either held-to-maturity or
available-for-sale considering our estimated future cash flow needs. We also monitor the composition of our fixed maturity securities classified
as held-to-maturity and available-for-sale and adjust the mix within the portfolio as investments mature or new investments are purchased.

We invest in commercial mortgage loans when the yield and credit risk compare favorably with fixed maturity securities. Individual residential
mortgage loans have not been part of our investment portfolio, and we do not anticipate investing in them in the future. We invest in real estate
and equity securities based on a risk and reward analysis where we believe there are opportunities for enhanced returns.
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Composition of Invested Assets

The following summarizes the carrying values of our invested assets (other than investments in unconsolidated affiliates) by asset class (in
thousands, except percentages):

March 31, 2013 December 31, 2012
Amount Percent Amount Percent

Bonds held-to-maturity, at amortized cost $ 9,061,438 46.5 $ 9,009,282 46.8
Bonds available-for-sale, at fair value 4,769,136 24.5 4,665,576 24.3
Equity securities, at fair value 1,208,788 6.2 1,075,439 5.6
Mortgage loans on real estate, net of allowance 3,170,510 16.2 3,143,011 16.2
Policy loans 393,710 2.0 395,333 2.1
Investment real estate, net of accumulated depreciation 513,400 2.6 511,233 2.7
Short-term investments 233,101 1.2 313,086 1.6
Other invested assets 147,203 0.8 125,104 0.7

Total investments $ 19,497,286 100.0 $ 19,238,064 100.0

The increase in our total investments at March 31, 2013 as compared to December 31, 2012 was primarily a result of purchases with the net
proceeds of annuity and life premium and investment income.

Each component of our invested assets and its related revenues are described further in the Notes to the Unaudited Consolidated Financial
Statements. Additionally, Note 2, Summary of Significant Accounting Policies and Practices, of the Notes to the Consolidated Financial
Statements within our Annual Report on Form 10-K for the year ended December 31, 2012 filed with the SEC on March 8, 2013 contains a
detailed description of the Company�s methodology for evaluating other-than-temporary impairment losses on its investments.

Bonds�We allocate most of our fixed maturity securities to support our insurance business. At March 31, 2013, our fixed maturity securities had
an estimated fair market value of $14.6 billion, which was $1.1 billion, or 8.5%, above amortized cost. At December 31, 2012, our fixed
maturity securities had an estimated fair value of $14.5 billion, which was $1.2 billion, or 8.9%, above amortized cost.

Fixed maturity securities� estimated fair value, due in one year or less, decreased to $1.6 billion as of March 31, 2013 from $1.7 billion as of
December 31, 2012, primarily as a result of maturities in the quarter ended March 31, 2013 and the approaching maturity dates of long-term
bonds.

The following table identifies the total bonds by credit quality rating, using both Standard & Poor�s and Moody�s ratings (in thousands, except
percentages):

March 31, 2013 December 31, 2012
Amortized Estimated % of Fair Amortized Estimated % of Fair

Cost Fair Value Value Cost Fair Value Value
AAA $ 679,551 $ 741,914 5.1 $ 731,004 $ 796,658 5.5
AA 1,470,401 1,587,559 10.9 1,412,669 1,536,119 10.6
A 5,414,949 5,901,723 40.3 5,044,344 5,549,050 38.2
BBB 5,351,018 5,801,496 39.6 5,538,870 6,004,743 41.4
BB and below 563,520 597,151 4.1 598,862 619,757 4.3

Total $ 13,479,439 $ 14,629,843 100.0 $ 13,325,749 $ 14,506,327 100.0

We expect the exposure to below investment grade securities to decrease as these bonds approach maturity. We do not own direct investments in
sovereign debt issued by Greece, Ireland, Italy, Portugal or Spain.
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Equity Securities�Our equity portfolio consists of companies publicly traded on U.S. national stock exchanges; the cost and estimated value of
the equity securities are as follows (in thousands):

March 31, 2013
Unrealized Unrealized % of Fair

Cost Gains Losses Fair Value Value
Common stock $ 692,332 $ 482,712 $ (6,553) $ 1,168,491 96.7
Preferred stock 27,690 12,607 �  40,297 3.3

Total $ 720,022 $ 495,319 $ (6,553) $ 1,208,788 100.0

December 31, 2012
Unrealized Unrealized % of Fair

Cost Gains Losses Fair Value Value
Common stock $ 660,889 $ 383,634 $ (6,739) $ 1,037,784 96.5
Preferred stock 27,690 9,995 (30) 37,655 3.5

Total $ 688,579 $ 393,629 $ (6,769) $ 1,075,439 100.0

Mortgage Loans�We invest in commercial mortgage loans that are diversified by property-type and geography to support our insurance business.
Generally, mortgage loans are secured by first liens on income-producing real estate with a loan-to-value ratio of up to 75%. Mortgage loans
held-for-investment are carried at outstanding principal balances, adjusted for any unamortized premium or discount, deferred fees or expenses,
and net of allowances. The weighted average coupon yield on the principal funded for mortgage loans was 5.1% and 5.5% at March 31, 2013
and December 31, 2012, respectively. It is likely that the weighted average coupon yield on funded mortgage loans will decline as loans mature
and new loans are originated with lower rates in the current interest rate environment.

Policy Loans�For certain life insurance products, policyholders may borrow funds using the policy�s cash value as collateral. The maximum
amount of the policy loan depends upon the policy�s surrender value and the number of years since policy origination. As of March 31, 2013, we
had $393.7 million in policy loans with a loan to surrender value of 58.8%, and at December 31, 2012, we had $395.3 million in policy loans
with a loan to surrender value of 59.5%. Interest rates on policy loans primarily range from 3.0% to 12.0% per annum. Policy loans may be
repaid at any time by the policyholder and have priority to any claims on the policy. If the policyholder fails to repay the policy loan, funds are
withdrawn from the policy�s benefits.

Investment Real Estate�We invest in commercial real estate with positive cash flows or where appreciation in value is expected. Real estate may
be owned directly by our insurance companies, non-insurance affiliates or joint ventures. The carrying value of real estate is stated at cost, less
accumulated depreciation and valuation allowances, if any. Depreciation is provided over the estimated useful lives of the properties.

Short-Term Investments�Short-term investments are primarily commercial paper rated at least A2/P2 by Standard & Poor�s and Moody�s,
respectively. The amount fluctuates depending on the available long-term investment opportunities and our liquidity needs, including mortgage
investment-funding commitments.

Net Investment Income and Realized Gains (Losses)

Net investment income from bonds and mortgage loans decreased $6.8 million for the quarter ended March 31, 2013, compared to the same
period during 2012. The decrease was the result of bonds with lower interest yields making up a larger percentage of our bond portfolio as older
bonds purchased when interest rates were higher mature. Net investment income in other asset classes (equity securities, real estate, options and
other) increased $2.5 million during 2013 primarily resulting from increased option returns during 2013 compared to 2012.

Interest income on mortgage loans is accrued on the principal amount of the loan based on the contractual interest rate. Accretion of discounts is
recorded using the effective yield method. Interest income, accretion of discounts and prepayment fees are reported in net investment income.
Interest is not accrued on loans generally more than 90 days past due or when the collection of interest is not considered probable. Loans in
foreclosure are placed on non-accrual status. Interest received on non-accrual status mortgage loans is included in net investment income in the
period received.
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Realized gains increased $10.0 million during the quarter ended March 31, 2013 compared to the same period in 2012, primarily as a result of
realized gains on sales of investment real estate and equity securities.

Net Unrealized Gains and Losses

The net unrealized gains on available-for-sale securities at March 31, 2013 and December 31, 2012 were $839.9 and $736.0 million,
respectively; a net gain of $103.9 million for the quarter ended March 31, 2013. Unrealized gains or losses on available-for-sale securities have
no impact on earnings. Rather, they are recognized as other comprehensive income or loss, which directly impacts equity. The gross unrealized
gains of available-for-sale securities increased $101.3 million to $858.6 million for the quarter ended March 31, 2013 primarily resulting from
increases in equity securities. The gross unrealized losses of available-for-sale securities decreased to $18.7 million from $21.4 million. The $2.7
million decrease in gross unrealized losses during the quarter ended March 31, 2013 primarily resulted from recognizing a portion of the
unrealized losses as other-than-temporary impairments and including them in realized gains.

The gross unrealized gains of held-to-maturity securities decreased $30.1 million to $809.3 million during the quarter ended March 31, 2013
primarily related to corporate debt securities. The gross unrealized losses of held-to-maturity securities increased $2.1 million to $10.1 million
during 2013 primarily related to corporate debt securities.

The fair value of our investment securities is affected by fixed maturity securities approaching maturity and for all investments by various
factors, including volatility of financial markets, changes in interest rates and fluctuations in credit spread. We have the ability and intent to hold
those securities in unrealized loss positions until a market price recovery or maturity. Further, it is unlikely that we will be required to sell them
prior to recovery, and recovery is expected in a reasonable period of time.

Liquidity

Our liquidity requirements have been and are expected to continue to be met by funds from operations, comprised of premiums received from
our customers and investment income. The primary use of cash has been and is expected to continue to be payment of policyholder benefits and
claims incurred. Current and expected patterns of claim frequency and severity may change from period to period and continue to be within
historical norms. Management considers our current liquidity position to be sufficient to meet anticipated demands over the next twelve months.
Our contractual obligations are not expected to have a significant negative impact to cash flow from operations.

Current continued low-interest rate environments are expected to curtail our appetite to sell the volume of annuity contracts we sold in previous
years and to require us to consider higher than historical contributions to our defined benefit plans covering our employees. There are no other
known trends or uncertainties regarding product pricing, changes in product lines or rising costs, that would have a significant impact to cash
flows from operations. Additionally, we have paid dividends to stockholders for over 100 consecutive years and expect to continue this trend.
No unusually large capital expenditures are expected in the next 12-24 months.

The funds received as premium payments and deposits are invested in bonds and commercial mortgages. Funds are invested with the intent that
income from the investments and proceeds from the maturities will meet our ongoing cash flow needs. Historically we have not had to liquidate
invested assets in order to cover cash flow needs. Our portfolio of highly liquid available-for-sale investment securities are available to meet
future liquidity needs as necessary.

Our cash, cash equivalents and short-term investment position was $346.3 million and $616.1 million at March 31, 2013 and December 31,
2012, respectively. The $269.8 million decrease relates primarily to increased opportunity in long-term investments during the quarter.

A downgrade or a potential downgrade in our financial strength ratings could result in a loss of business and could adversely affect our cash flow
from operations. Further information regarding additional sources or uses of cash is described in Note 16, Commitments and Contingencies, of
the Notes to the Unaudited Consolidated Financial Statements.
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Capital Resources

Our capital resources are summarized below (in thousands):

March 31, December 31,
2013 2012

American National stockholders� equity, excluding accumulated other
comprehensive income (loss), net of tax (�AOCI�) $ 3,628,610 $ 3,585,826
AOCI 307,754 242,010

Total American National stockholders� equity $ 3,936,364 $ 3,827,836

We have notes payable that are not part of our capital resources relating to amounts borrowed by real estate joint ventures that we consolidate
into our financial statements. The lenders for the notes payable have no recourse against us in the event of default by the joint ventures.
Therefore, the only amount of liability we have for these notes payable is limited to our investment in the respective ventures, which totaled
$18.0 million and $18.1 million at March 31, 2013 and December 31, 2012, respectively.

The changes in our capital resources are summarized below (in thousands):

March 31,
2013

Net income $ 59,971
Increase (decrease) in unrealized gains 62,719
Minimum pension liability adjustment 2,876
Dividends to shareholders (20,710) 
Other 3,672

Total $ 108,528

Statutory Capital and Surplus and Risk-based Capital

Statutory capital and surplus is the capital of our insurance companies reported in accordance with accounting practices prescribed or permitted
by the applicable state insurance departments. Risk-based capital (�RBC�) is a standard calculated using formulas and instructions from the
National Association of Insurance Commissioners (�NAIC�). State laws specify regulatory actions if an insurer�s ratio of statutory capital and
surplus to RBC falls below certain levels. The RBC formula for life insurance companies establishes capital requirements for asset, interest rate,
market, insurance and business risks. The RBC formula for property and casualty insurance companies establishes capital requirements for asset
and underwriting risks including reserve risk.

The achievement of long-term growth will require growth in American National Insurance Company�s statutory capital and surplus. Our
subsidiaries may obtain additional statutory capital through various sources, such as retained statutory earnings or equity contributions from us.
As of December 31, 2012, the levels of our and our insurance subsidiaries� capital and surplus exceeded the minimum RBC requirements.

Contractual Obligations

Our future cash payments associated with claims and claims adjustment expenses, life, annuity and disability obligations, contractual obligations
pursuant to operating leases for office space and equipment, and notes payable have not materially changed since December 31, 2012. We
expect to have the capacity to pay our obligations as they come due.
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Off-Balance Sheet Arrangements

We have off-balance sheet arrangements relating to third-party marketing operation bank loans discussed in Note 16, Commitments and
Contingencies, of the Notes to the Unaudited Consolidated Financial Statements. We could be exposed to a liability for these loans, which are
supported by the cash value of the underlying insurance contracts. The cash value of the life insurance policies is designed to always equal or
exceed the balance of the loans, accordingly, management does not foresee any loss related to these arrangements.

Related-Party Transactions

We have various agency, consulting and service arrangements with individuals and corporations that are considered to be related parties. Each of
these arrangements has been reviewed and approved by our Audit Committee, which retains final decision-making authority for these
transactions. The total amount involved in these arrangements, both individually and in the aggregate, is not material to any segment or to our
overall operations. For additional details see Note 17, Related Party Transactions, of the Notes to the Unaudited Consolidated Financial
Statements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our market risks have not changed materially from those disclosed in our 2012 Annual Report on Form 10-K filed with the SEC on March 8,
2013.

ITEM 4. CONTROLS AND PROCEDURES

The Company maintains disclosure controls and procedures (as that term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934, as amended (Exchange Act)) that are designed to ensure that information required to be disclosed in the Company�s
reports under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the Securities and
Exchange Commission�s rules and forms, and that such information is accumulated and communicated to the Company�s management, including
its Chief Executive Officer and Corporate Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosures.

Any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives. The Company�s management, with the participation of the Company�s Chief Executive Officer and Corporate Chief Financial Officer,
has evaluated the effectiveness of the design and operation of the Company�s disclosure controls and procedures as of March 31, 2013. Based
upon that evaluation and subject to the foregoing, the Company�s Chief Executive Officer and Corporate Chief Financial Officer concluded that,
as of March 31, 2013, the design and operation of the Company�s disclosure controls and procedures were effective to accomplish their
objectives at the reasonable assurance level.

Management has monitored the internal controls over financial reporting, including any material changes to the internal control over financial
reporting. There were no changes in the Company�s internal control over financial reporting (as that term is defined in Rules 13a-15(f) and
15d-15(f) under the Exchange Act) that occurred during the quarter ended March 31, 2013 that have materially affected, or are reasonably likely
to materially affect, the Company�s internal control over financial reporting.
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PART II � OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

Information required for Item 1 is incorporated by reference to the discussion under the heading �Litigation� in Note 16, Commitments and
Contingencies, of the Notes to the Unaudited Consolidated Financial Statements.

ITEM 1A. RISK FACTORS

There have been no material changes with respect to the risk factors as previously disclosed in our 2012 Annual Report on Form 10-K filed with
the SEC on March 8, 2013.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. MINE SAFETY DISCLOSURES

Not Applicable.

ITEM 5. OTHER INFORMATION

None.
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ITEM 6. EXHIBITS

Exhibit
Number Basic Documents

3.1 Restated Articles of Incorporation, as amended (incorporated by reference to Exhibit No. 3.1 to the registrant�s Registration
Statement on Form 10-12B filed April 10, 2009).

3.2 Amended and Restated Bylaws (incorporated by reference to Exhibit No. 3.2 to the registrant�s Current Report on Form 8-K filed
May 2, 2012).

10.12* Form of Restricted Stock Agreement for Officers under the American National Insurance Company Amended and Restated 1999
Stock and Incentive Plan (the �Stock and Incentive Plan�)(grants on or after March 1, 2013)(filed herewith).

10.13* Form of Restricted Stock Unit Agreement for Officers under the Stock and Incentive Plan (grants on or after March 1, 2013)(filed
herewith).

10.14* Form of Restricted Stock Unit Agreement for Directors under the Stock and Incentive Plan (grants on or after March 1,
2013)(filed herewith).

31.1 Certification of the principal executive officer pursuant to Section 302 of the Sarbanes- Oxley Act of 2002 (filed herewith).

31.2 Certification of the principal financial officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

32.1 Certification of the principal executive officer and principal financial officer pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002 (filed herewith).

101 The following unaudited financial information from American National Insurance Company�s Quarterly Report on Form 10-Q for
quarterly period ended March 31, 2013 formatted in eXtensible Business Reporting Language (�XBRL�): (i) Consolidated
Statements of Financial Position, (ii) Consolidated Statements of Operations, (iii) Consolidated Statements of Comprehensive
Income (Loss), (iv) Consolidated Statements of Changes in Stockholders� Equity, (v) Consolidated Statements of Cash Flows, and
(vi) Notes to the Unaudited Consolidated Financial Statements.

* Management contract or compensatory plan or arrangement
SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

By: /s/ Robert L. Moody
Name: Robert L. Moody
Title: Chairman of the Board,

Chief Executive Officer

By: /s/ John J. Dunn, Jr.
Name: John J. Dunn, Jr.,
Title: Executive Vice President,

Corporate Chief Financial Officer
Date: May 7, 2013
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