
SCFA RETIREMENT SUBCOMMITTEE 
MINUTES OF MEETING 
APRIL 6, 2009 
 
[In these minutes:  Securian Annual Review, On-Line Calculator Tools] 
 
[These minutes reflect discussion and debate at a meeting of a committee of the University of 
Minnesota Senate; none of the comments, conclusions or actions reported in these minutes 
represent the views of, nor are they binding on, the Senate, the Administration or the Board of 
Regents.] 
 
PRESENT: Daniel Feeney, chair, Jane Carlstrom, Thomas Schenk, Gavin Watt, Nancy Fulton, 
Joe Jameson, Barry Melcher, Jackie Singer, Chris Suedbeck, Murray Frank, Kathryn Hanna, 
Kathleen Hansen, Harvey Keynes, Michael Murphy, Jennifred Nellis, Burt Sundquist 
 
REGRETS:  Fred Morrison 
 
OTHERS ATTENDING:  Rosalie O’Brien, counsel to the committee, Michelle Johnson, 
retirement plan administrator; Stuart Mason, chief investment officer; Shonna Schroeder, 
retirement programs coordinator 
 
GUESTS:  Securian representatives: 
Leslie Chapman, vice president, actuary 
Dick Manke, vice president, Securian Retirement 
Lynne Mills, senior vice president and portfolio manager, Minnesota Life General Account 
Blake Reigert, manager, U of M Retirement Plans 
Warren Zaccaro, executive vice president and CFO 
 
I).  Professor Feeney called the meeting to order, welcomed those present and asked that 
everyone introduce themselves. 
 
II).  Members unanimously approved the amended March 2, 2009 minutes.  In section VI, all 
instances of Roth IRA were changed to Roth 403(b) for clarification purposes. 
 
III).  Dick Manke, vice president, Securian Retirement, began by providing the committee with a 
brief overview of today’s agenda.  Next, he turned members’ attention to three handouts in their 
folders: 

• The Value of Staying Invested (this document will be included in participants’ March 31, 
2009 benefits statements). 

• Securian Retirement 2008 Service Highlights. 
• Plan assets as of March 31, 2009 for the various plans, which includes a year-to-year 

comparison from 2008 to 2009. 
 
Moving on, Warren Zaccaro, executive vice president and CFO, provided information on 
Securian’s capital and surplus to liability ratio.  He noted that Securian’s financial strength is 
integral to keeping its promise to pay its participants.  Securian ranked first among its peer group 



in 2008 in capital and surplus-to-liabilities ratio, which means that for every dollar of risk taken, 
Securian has more money to fulfill its obligations.  (A.M. Best compiles this ratio). 
 
Another measure of financial strength is ratings.  Securian is consistently ranked as one of the 25 
most highly rated life insurance companies.  Over time, Securian has ranked from 11 to 19; 
currently, Securian is ranked 12 (at the end of 2008, Securian was ranked 16).  Looking into the 
future, Securian expects recalibration in the industry, but expects to continue to be ranked in the 
top 25 life insurance companies for 2009.  In sum, Securian enjoys high ratings and favorable 
relative ratings, which are important factors when looking at the financial strength and claims 
paying ability of an insurance company. 
 
In response to a question about what factors the rating agencies take into account that are 
separate from the mechanical capital and surplus-to-liabilities ratio calculation, Mr. Zaccaro 
stated that the rating agencies will take into account the type of business, mix of business, asset 
quality, size, distribution networks, etc. 
 
Leslie Chapman went on give a high level overview of Securian’s stress testing practices.  She 
emphasized that while Securian is required by law to do some stress testing, Securian does 
additional testing beyond what is legally required.  Minnesota Life is regulated by the State of 
Minnesota and all other states in the union including New York.  Securian prepares stress tests 
for each state according to prescribed standards that look at asset adequacy to meet its 
obligations to pay, and level of risk-based capital.  Ms. Chapman also informed the 
subcommittee as follows: 
 
Securian recently completed its annual asset adequacy testing, which looks at the behavior of 
assets and liabilities under various interest rates and equity scenarios.  Securian uses scenarios 
prescribed by the Society of Actuaries (SOA - http://www.soa.org/).  Within each scenario, 
Securian drills down to examine individual blocks of business, and track how each piece of 
business performs over 20 – 30 years.  Securian has found that its assets are more than adequate 
to meet its policyholder obligations.  Scenarios are started under a zero capital assumption, and 
capital is developed in each of the subsets over time. 
 
Securian also conducts risk-based capital stress testing.  For the State of Minnesota, results 
indicate that Securian holds $1.7 billion in capital.  Minimum required capital for the state is 
$400 million, which means that Securian has $1.3 billion in excess capital over the minimum 
required.  Results of this test are representative of Minnesota Life’s modest risk profile. 
 
With respect to the State of New York, Minnesota Life has elected to fall under their jurisdiction.  
The State of New York has demanding regulatory requirements for insurance companies that 
elect to fall under their jurisdiction.  New York’s testing focuses on the types of products that 
insurance companies make guaranteed benefit promises on that are linked to either the equity 
markets or interest rate changes.  Their testing is rigorous, and Minnesota Life satisfied their 
tests with no requirement to hold extra capital. 
 
The various rating agencies also perform equity stress scenarios on Minnesota Life’s assets and 
liabilities.  Additionally, the rating agencies look at Minnesota Life’s fixed income stress 



scenarios as well as any additional required capital that it should hold above and beyond the 
normal required capital.  The rating agencies rank Minnesota Life in their “highly rated” 
category, and label its capitalization as “excellent.” 
 
Over and above the required stress testing, Minnesota Life conducts other tests to deepen its 
understanding of its risks.  A fundamental strength of Minnesota Life is its focus on risk 
management.  This testing is not prescribed, but uses a best practices approach.  Examples of 
additional testing conducted by Minnesota Life include a liquidity stress study and a capital 
volatility test.  The liquidity stress study results show that Minnesota Life’s ratio of liquid assets 
to liquid liabilities is approximately 2:1, which is more than adequate to meet policyholder 
needs.  On a related note, Ms. Chapman stated that Minnesota Life has not seen any significant 
change in policyholder behavior in the last year, and this is something that is monitored closely.  
In terms of capital volatility testing, assets and liabilities have been stress tested for depression-
like scenarios.  Test results indicate Minnesota Life’s assets are sufficient to meet policyholder 
obligations. 
 
A member asked whether Minnesota Life has adjusted its models to reflect the current state of 
illiquidity in the various sectors/markets.  Ms. Chapman noted that Minnesota Life has bolstered 
its borrowing capabilities if stresses in the marketplace warrant. 
 
In addition to the existing stress tests that are conducted, Minnesota Life is developing new 
testing capabilities.  These new capabilities are being modeled after a European-originated 
approach, Solvency II.  While this testing is not required in the United States, Minnesota Life 
will use it in order to get yet another perspective on its risks and strengths.  This approach values 
Minnesota Life’s liabilities and assets on a market-consistent, or ‘economic’ approach.  Under 
this approach, Minnesota Life estimates the market value of its liabilities and compares these 
liabilities to its assets.  Risk is then assessed based on ‘shocks,’ which are combined using a 
correlation matrix.  Consistent with how Minnesota Life is rated, it is targeting the shocks it uses 
to a AA level, which has been a subject of internal debate within Minnesota Life in terms of the 
severity of the scenarios.  Best practices around this testing are still emerging.  Given the fact 
that stress testing is an imprecise science, Minnesota Life is aiming its capabilities around 
simplicity, and clarity of message.   
 
Professor Feeney asked whether investments outside of Minnesota Life, e.g., Fidelity, Vanguard, 
are considered part of Minnesota Life’s assets for stress testing purposes?  No, stated Ms. 
Chapman, these investments are not considered part of Minnesota Life’s assets. 
 
Ms. Chapman stated that Minnesota Life’s new stress testing capabilities are still under 
development, and in test mode.  Results are being analyzed to determine if they are credible.  
Minnesota Life has engaged experts in the development of its new stress testing capabilities.  In 
developing this new approach, Minnesota Life is at the same point as many of its peers, ahead of 
some, and behind others.  The companies that are ahead of Minnesota Life in the development of 
new stress testing capabilities generally have European parents.  Minnesota Life is networking 
with other companies in the development of this approach, and has subjected it to peer review.  
There are also plans to have the rating agencies review this approach. 
 



A member asked about the companies that have adopted the new European-originated model of 
stress testing, and whether the ‘shocks’ that they built into their systems reflect what has taken 
place in the economy over the last 12 to 18 months?  Minnesota Life, noted Ms. Chapman, 
observed companies that were using an equity down shock of approximately 40%.  Having 
experienced this, the next question is what should the equity shocks be going forward.  This is 
the subject of further internal debate, and Minnesota Life is networking with other companies to 
learn more.   
 
Has Minnesota Life looked back in history to compare whether data from past experiences has 
predicted the future, asked a member?  Ms. Chapman stated that manipulating historical data to 
predict the future is extremely difficult, but Minnesota Life is certainly doing “what if” 
scenarios. 
 
A member stated finding some of the language Ms. Chapman used as part of her report difficult 
to understand.  For example, the comment “assets are more than adequate to meet policyholder 
obligations,” which clearly cannot be literally true under all possible scenarios.  Having said this, 
what kind of scenarios would Minnesota Life consider sufficiently stressful whereby it would be 
unable to meet its obligations to policyholders.  Ms. Chapman stated that the testing Minnesota 
Life did for the State of Minnesota looked at scenarios that were “depression-like,” but not 
necessarily greater than the Great Depression.  Minnesota Life has estimated that if its equity 
holdings on the asset side fell to zero from their current value, Minnesota Life would still have 
sufficient capital (in addition to the reserve it holds to back up its policies) to meet its obligation 
to its policyholders.  There is no scenario, noted Ms. Chapman, that she could lay out today for 
the committee that would illustrate a situation in which Minnesota Life would be unable to meet 
its obligations to its policyholders, but she volunteered to get back to the committee with an 
extreme scenario that would put Minnesota Life’s capital to zero.  She added that it is important 
to keep in mind that Minnesota Life holds full account balance reserves and liabilities in its 
statutory statement against its obligations to pay.  The $1.7 billion of capital held by Minnesota 
Life is addition to its full account balance reserves on the liability side of the equation.  
Minnesota Life has a significant cushion.  If Minnesota Life were to lose all its capital by having 
the equity and fixed-income markets drop by 40%, it still has well-established liabilities that 
back its full account values. 
 
In order to satisfy a member’s concern about what probabilities it would take for Minnesota Life 
to be unable to meet its obligations to its policyholders, Professor Feeney suggested that 
Professor Murray Frank provide Ms. Chapman with specific scenario parameters with which 
Minnesota Life could then conduct stress tests to determine whether it would or would not be 
able to meet its obligations to its policyholders.  Professor Frank stated that he would like to have 
Minnesota Life provide the committee with a report akin to a value-at-risk analysis.  For him to 
put forward specific parameters to be used in under stress testing without knowing the 
parameters of Minnesota Life’s business would be impossible.  Mr. Manke noted that given this 
is a very complex discussion, he volunteered Ms. Chapman and her staff to continue this 
discussion with committee members who are interested in scrutinizing this analysis further.  In 
addition, Mr. Manke reminded the committee that not all these calculations are statutorily 
required of Minnesota Life, and, therefore, it may not be able to provide this information at this 



time.  Members interested in pursuing this discussion were asked to email Mr. Manke and a 
meeting would be set up. 
 
Before moving on to Lynne Mills report on the General Account, Chris Suedbeck, Office of 
Investments and Banking, reminded members that given the fragile economic environment and 
the substantial amount of University employee assets invested in Securian's General Account and 
General Account Limited, he and Mr. Mason are meeting with Securian on a regular basis to 
review the Securian General Account portfolio from an investment perspective.  The last meeting 
was held on March 9th and it went well; there were no concerns or outstanding issues regarding 
the portfolio.  He and Mr. Mason will continue to meet with Securian on a regular basis. 
 
Next, Lynne Mills, senior vice president and portfolio manager, Advantus Capital Management, 
provided the committee with a review of the Minnesota Life General Account.  Members’ 
attention was turned to a summary of the General Account’s assets, which are comprised of a 
combination of fixed income (bonds, commercial whole loans, cash), equities (common stocks, 
alternative assets, real estate), and other holdings (subsidiaries, policy loans, miscellaneous).  On 
the fixed income side of the portfolio, Securian ended the year with an unrealized loss of 
approximately $600 million.  Ms. Mills’ expectations for first quarter 2009, are that unrealized 
losses will be smaller based on improvements in commercial real estate mortgage backed 
securities.  She noted that the real estate holdings in the equity portion of the portfolio are not 
investment real estate, but rather home office real properties.  Total assets of the General 
Account equal $10.2 billion. 
 
Ms. Mills shared the $8.2 billion of fixed income assets broken down by the major risk/profit 
exposures, which includes corporate bonds (excluding REITS), residential real estate securities, 
commercial real estate, non-residential asset backed securities, and cash.  She went on to explain 
the various assets in each of these categories. 
 
A member asked Ms. Mills to comment on the commercial real estate portion of the portfolio.  
Ms. Mills noted that 85% of Securian’s commercial mortgage-backed securities (CMBS) are still 
rated AAA.  Securian’s more aggressive exposures in this area are relatively small, and Securian 
feels comfortable despite the significant decline in commercial real estate property values.  This 
segment of the portfolio is expected to hold up very well.  In terms of its unsecured real estate 
investment trust bonds (REITs) that tend to be BBB rated, Securian feels comfortable with these 
exposures as well.  Regarding Securian’s commercial whole loan exposure, it went into the 
market downturn with a loan-to-value ratio of 52%, which leaves Securian with a fair cushion to 
absorb further declines in property values.  While there are no current issues in Securian’s 
commercial whole loan exposure, undoubtedly issues will arise.  Ms. Mills added that Securian 
prefers to be the only lender in its commercial whole loans transactions; therefore, their 
investments tend to be in class B, C, industrial and apartment buildings. 
 
Is the commercial mortgage market similar to the residential market in terms of default rates, 
asked a member?  Ms. Mills stated that she predicts sectors of the commercial mortgage market 
to be hit harder than others, e.g., retail.  The property type and location will undoubtedly factor 
into which properties will be impacted the most by market conditions.  There will always be 
some borrowers who are less creditworthy than other borrowers. 



 
Ms. Mills noted that Securian’s bond portfolio is very diversified with 638 credits.  She added 
that of Securian’s 10 largest credit exposures, which equal 2.9% of total assets, four of the top 
five are financials, and these exposures are larger than Securian usually likes to have.  
Information about a few of these exposures was shared with the committee: 

• Wells Fargo - $49.4 million, which represents 0.48% of General Account’s assets – This 
exposure is the result of the Wells Fargo and Wachovia merger. 

• Bank of America - $48.2 million, which represents 0.47% of the General Account’s 
assets – This exposure is the result of the Bank of America and Merrill Lynch merger. 

• JP Morgan Chase & Co. - $32.3 million, which represents 0.32% of the General 
Account’s assets – This higher exposure is, in part, a result of the Bear Sterns bailout. 

Securian will be looking for opportunities to reduce its higher exposures in the financial arena; 
however, given the challenging market, this may take some time. 
 
A member asked about the average maturity of the bonds held in the General Account portfolio.  
Ms. Mills stated that the weighted average duration is considered very intermediate. 
 
Next, Ms. Mills turned members’ attention to a breakdown of the General Account’s corporate 
bond holdings by sector.  Financials are the largest segment of the portfolio at 25.4%, which 
represents approximately $900 million.  Of the $900 million, roughly $300 million is invested in 
banks and brokerage firms, and the rest is diversified among insurance, finance, and investment 
management companies.  The portfolio has no exposure to the big three automakers, and very 
little exposure to homebuilders, but there are a couple small investments in building material 
companies.  The portfolio has very little retail exposure.  In sum, the General Account does not 
have a lot of exposure to the major problem areas in the market. 
 
A member asked Ms. Mills to comment on the General Account’s REITs exposure, and 
specifically General Growth Properties (GGP).  Ms. Mills stated that it is highly diversified, and 
primarily BBB rated.  The REITs include a variety of geographically diversified property types 
such as apartments, office, and retail space.  Ms. Mills noted that GGP has been in the press 
recently, and the General Account has some indirect exposure to GGP.  While there have been a 
couple downgrades in this stock, it is still performing fairly stably. 
 
In terms of the asset quality of the bond portfolio, Ms. Mills reported that almost 97% of the 
portfolio is investment grade.  The below investment grade exposure has ticked up slightly, 
which can be attributed, in large part, to the non-agency residential investments.  A member 
stated that in her opinion the rating agencies have lost a lot of their credibility.  Ms. Mills stated 
that the downgrades by the rating agencies have had a significant impact on the pricing of these 
securities.  She added that Securian has never bought on ratings, but rather always conducts its 
own underwriting. 
 
Next, Ms. Mills turned members’ attention to Securian’s internal watch list in the bond portfolio, 
which was broken down by corporate bonds and structured securities.  She noted that 2008 has 
realized more issues, which primarily have occurred in the residential area.  Most problems are 
with the non-agency residentials.  Ms. Mills reminded the committee that Securian expects to get 



some recovery from its investments in companies that have gone bankrupt, but these recoveries 
are expected to be significantly lower than what it has seen in previous cycles. 
 
Ms. Mills provided the committee with information on Securian’s direct real estate lending 
portfolio.  This portfolio is highly diversified with 344 loans.  The largest loan in the portfolio is 
just under $24 million, and the average loan size is $3.6 million.  Information on the 
diversification by property type and geographical location was shared with the committee.  The 
top five regional locations in this portfolio are California, Florida, Minnesota, Arizona, and 
Wisconsin.  As of March 2009, there are no delinquencies in the direct real estate lending 
portfolio.  This portfolio is being watched very carefully. 
 
A member asked whether there are any problems thus far in Securian’s direct real estate holdings 
in California, Florida, or Arizona specifically.  Ms. Mills stated that thus far Securian only has 
one loan in Southern California that is experiencing a higher level of vacancy than Securian 
would like to see; however, this holding is current.  There have been a couple loans that Securian 
has identified as needing near-term modification.  The market downturn that started in the 
residential arena is cycling through different parts of the economy, and is expected to continue 
over the next 2 – 4 years. 
 
Ms. Mills went on to highlight Securian’s equity investment strategy, which focuses on 
diversification in order to achieve long-term capital growth.  Information on the $866 million in 
surplus capital equity investments in the General Account was shared with the committee.  
Portfolio performance for 2008 generally mirrors hedge-fund performance, which was down 
about 20%. 
 
In closing, Ms. Mills reviewed Securian’s strategy for managing during the current economic 
crisis.  Securian is: 

• Using its balance sheet defensively to allow cash to build. 
• Selectively reducing financial services and other troubled sector credit exposures. 
• Carefully purchasing assets (public and private corporate bonds) that further diversify 

and offer exceptional value. 
• Taking writedowns when appropriate. 
• Reducing its securities lending program. 
• Monitoring the hedging programs, which are working as designed. 

 
In terms of the asset quality, Ms. Mills noted that the General Account did not invest in 
collateralized debt obligations (CDOs) or structured investment vehicles (SIVs).  She added that 
the General Account has limited exposure to the troubled parts of the real estate sector.  
Subprime/nonprime residential exposure as of December 31, 2008 was $241 million and 
commercial mortgage-backed security exposure (AA or lower, 2004 – 2007 vintage years) was at 
$73 million.  In addition, the General Account’s large financial corporate bond exposure without 
access to the Troubled Assets Relief Program (TARP) money is limited.  Finally, the General 
Account’s securities lending program as of December 31, 2008 is at $250 million, which is down 
from $1.4 billion in October 2007. 
 



In light of time, Mr. Manke stated that if members have additional questions, feedback, or are 
interested in pursuing the stress testing discussion further to email him at 
richard.manke@securian.com. 
 
IV).  The committee spent the remainder of the meeting getting an overview of Securian’s on-
line tools.  Blake Reigert, manager, U of M Retirement Plans – Securian, briefly demonstrated 
some of these tools.  
 
Members voiced concern over the calculators that ask people to speculate on expected rates of 
return.  The suggestion was made to provide people using the calculators with information on 
historical rates of return.  Mr. Manke agreed to talk with staff from the University’s Employee 
Benefits’ office about making this change.  Other suggestions were to make sure that people 
using the calculators know via the use of a text box whether or not inflation is being factored in 
to a particular calculation, and also to have the calculators be able to include Social Security 
income. 
 
IV).  Professor Kathryn Hanna reported hearing from a colleague who experienced problems 
logging into the Securian system following a recent security upgrade.  Mr. Reigert noted that the 
upgrade took place on March 2, 2009, and, overall, the transition went very smoothly.  Mr. 
Manke added, however, that there was a hardware problem for which Securian’s hardware 
vendor has accepted full responsibility.  Ms. Singer stated that any transactions during the 2 days 
when the system was down were saved and backdated as of the date they were requested.  She 
stated that Employee Benefits only heard from a handful of people who experienced problems.  
No money or transactions were lost.  
 
Professor Feeney thanked Securian for today’s presentation, and their offer to continue the stress 
testing discussion. 
 
V).  Hearing no further business, Professor Feeney adjourned the meeting. 
 
        Renee Dempsey 
        University Senate 
 
 
 
 
 
 


