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MINUTES OF MEETING 
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[In these minutes:  Securian Annual Review] 

 

[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:  Murray Frank, chair, Jane Carlstrom, Gavin Watt, Nancy Fulton, Jackie Singer, 

Chris Suedbeck, Daniel Feeney, Kathryn Hanna, Kathleen Hansen, Harvey Keynes, Jennifred 

Nellis, Burt Sundquist 

 

REGRETS:  Thomas Schenk, Joe Jameson, Barry Melcher 
 

OTHERS ATTENDING: Michelle Johnson, retirement plan administrator; Rosalie O’Brien, 

counsel to the committee; Shonna Schroeder, retirement programs coordinator 

 

GUESTS:  Securian representatives:  Leslie Chapman, vice president, chief actuary; John 

Leiviska, vice president, portfolio manager Corporate Bonds; Richard Manke, vice president, 

Securian Retirement; Lynne Mills, senior vice president, portfolio manager Minnesota Life 

General Account; Sean O’Connell, vice president, portfolio manager Real Estate and Structured 

Finance; Blake Reigert, manager, University of Minnesota Retirement Plans; Drew Smith, vice 

president, portfolio manager Alternatives; Craig Stapleton, associate portfolio manager, 

Government Bonds; Warren Zaccaro, executive vice president, CFO 

 

I).  Professor Murray Frank convened the meeting, welcomed those present and called for 

introductions. 

 

II).  Professor Frank stated that the main agenda item for today’s meeting is the Securian annual 

review.  Dick Manke began by providing the committee with a brief overview of today’s 

agenda.  He then highlighted various performance indicators, which were intended to 

demonstrate Securian’s strong position in the financial industry.  For example, last year, Securian 

paid out $3.7 billion in benefits.  Of the $3.7 billion, $1.4 billion was paid out in life insurance 

proceeds.  Despite the economic downturn, from a sales perspective, Securian has benefited 

because consumers bought more life insurance.  Securian’s individual life insurance business 

was up 55%; Securian wrote $176 million in new group life insurance premiums in 2009.  

Securian also added several new clients last year, which include Wells Fargo, the State of 

Colorado, and the Federal Reserve.  An area of disappointment in terms of performance last year 

was Securian’s 401(k) business.  Securian attributes this downturn to the economic recession.   

 

Mr. Manke turned to Warren Zaccaro, executive vice president, CFO, to speak to the financial 

strength of Securian.  Mr. Zaccaro noted that Securian is committed to being a mutual 

organization, and its financial strength is integral to keeping its promise to pay its policyholders.  



He turned members’ attention to a series of slides, which demonstrated Securian’s financial 

strength and resiliency despite the financial crisis.  In terms of financial strength, Mr. Zaccaro 

shared GAAP (generally accepted accounting principles) equity, and rating information.  Total 

GAAP equity increased by 34% in 2009 to $2.4 billion, and this was driven by two factors: 

1. A rebound in net income for 2009. 

2. A recovery of unrealized investment losses.  Securian moved to an unrealized gain in the 

third quarter of 2009.   

By the end of 2010, stated Mr. Zaccaro, Securian anticipates its GAAP equity will be back to 

pre-financial crisis levels. 

 

Another capital measure is statutory or regulatory capital, stated Mr. Zaccaro.  Securian has also 

seen a significant restoration of its statutory capital.  By the end of 2009, Securian’s statutory 

capital increased by 12½% ($1.9 billion) and has rebounded above the AAA level rating.  

Securian anticipates to fully restore its statutory capital in 2010 to pre-crisis levels. 

 

For comparison purposes, Mr. Zaccaro turned members’ attention to a capital and surplus to 

liabilities ratio slide, or, in other words, Securian’s safety margin ratio.  For every dollar of risk 

Securian takes, it has more capital set aside than its peer group to pay its policyholders.  Relative 

to Securian’s peer group, it has a lot more capital set aside - roughly double the overall industry 

average.  In terms of risk-based capital, another important capital measure, Securian finished 

2009 at 499%, or five times the amount of capital it is required to have as a minimum threshold 

for regulatory purposes. 

 

With respect to ratings, noted Mr. Zaccaro, Securian ranks 16 out of 800 companies that are 

rated by all four rating agencies.  Securian’s goal is to be in the top 25.  Given the rating agencies 

have recalibrated the entire industry, it is anticipated that they will be assessing how companies 

performed during the recovery period.  Securian expects to fare well in this assessment.  A slide 

highlighting Securian’s Comdex ranking, which is over 90, was then referenced. 

 

Next, Mr. Manke thanked Lynne Mills, senior vice president, portfolio manager Minnesota Life 

General Account, for her service to the University of Minnesota.  Ms. Mills will be retiring at the 

end of March 2010.  According to Mr. Manke, several members of the University community 

have commented that they have appreciated her conservative approach to managing the General 

Account, and her honest and forthright assessment of the plan’s performance.  With Ms. Mills’ 

departure, Securian will not change how it approaches the General Account for its clients.  

Securian plans to use a team approach to managing the General Account.  Chris Suedbeck, 

director of investments, Office of Investments and Banking, added that he and Associate Vice 

President Stuart Mason recently visited Securian to take a closer look at the assets in the 

University’s portfolio, and they were very satisfied with the amount of diversification and the 

sectors that Securian has invested in. 

 

Mr. Manke then called on the General Account team members to introduce themselves and to 

provide information on their background/credentials: 

 Sean O’Connell, vice president, portfolio manager Real Estate and Structured Finance.   

 John Leiviska, vice president, portfolio manager Corporate Bonds. 

 Drew Smith, vice president, portfolio manager Alternative Assets. 



 Craig Stapleton, associate portfolio manager, Government Bonds. 

 

Lynne Mills then provided a General Account overview.  As of December 31, 2009, assets in the 

General Account totaled $10.7 billion, which is approximately a 5% increase from 2008.  The 

bulk of the assets in the fixed income segment of the account (bonds, mortgages, and cash - $8.9 

billion), is the primary pool of assets, which supports Securian’s liability to its policyholders.  

Equity investments are part of the General Account’s surplus assets (common stock, alternative 

assets, and real estate).  In the fourth quarter of 2009, noted Ms. Mills, Securian took steps to 

reduce its public common stock exposure in an effort to reduce balance sheet volatility.  These 

assets were redeployed in the fixed income segment of the account to generate more income for 

the organization.  With respect to the alternative assets (e.g., venture capital funds, mezzanine 

debt) portfolio, which Drew Smith will be responsible for managing, this segment of the 

portfolio is highly diversified.  In response to a question regarding whether this segment of the 

portfolio will continue to grow, Ms. Mills stated that the plan is to continue to grow this segment 

of the portfolio.  Securian has had good experience with this asset class in terms of being able to 

generate capital for the company.  Sean O’Connell will be responsible for the overall equity 

segment of the General Account, which incorporates common stocks, alternatives and real estate.  

Lastly, the ‘other’ segment of the General Account portfolio is comprised of investments in 

subsidiaries, policy loans, management directed investments, derivatives, deferred tax assets and 

other miscellaneous investments. 

 

Ms. Mills spent the bulk of the remainder of her presentation drilling down on the General 

Account’s fixed income assets broken out by risk exposures: 

 Corporate bonds (excluding REITS) – Throughout the entire economic downturn, this 

portfolio has had good experience with only manageable impairments/issues. 

 Residential real estate securities – The bulk of the assets in this portfolio are agency pass-

through securities (FNMA, FHLMC, GNMA).  In the non-agency residential portfolio, 

which stands at about $400 million as of the end of 2009, roughly half are securities 

backed by collateral of prime-type borrowers and the other half of the portfolio is non-

prime.  Of all of the fixed income assets, this pool of securities has been the most 

problematic in light of the residential real estate correction.  A bulk of the impairments 

and losses comes from this pool of securities.  At this point, Minnesota Life believes the 

worst is over; however, some additional modest losses may come out of this portfolio, but 

nothing too significant is expected. 

 Commercial real estate assets – This pool of assets includes commercial mortgage-

backed securities (CMBS), unsecured real estate investment trust bonds (REITs) and the 

commercial loan portfolio.  With respect to the CMBS portfolio, only 4% of this portfolio 

has fallen into the below investment grade category, and these are relatively seasoned 

securities.  Impairments in this portfolio have been very modest.  REITs are unsecured 

bonds of real estate investment trusts.  There was a great deal of concern in early 2009 

that REITs would have trouble accessing the capital markets, but this was significantly 

disproved last year when many were able to tap the equity markets into issuance and 

others were able to tap the fixed income markets to shore up their balance sheets.  

Valuation in this portfolio has improved significantly, which reflects the market’s 

comfort level.  



 Non-residential asset-backed securities (ABS) – These are high quality portfolios, which 

contain securities that are collateralized by credit card receivables, etc. 

 Governments. 

 Cash – Since early this year, a lot of work has gone into bringing the General Account’s 

cash position down and to invest this money.  Following the downturn in 2008, for 

liquidity reasons, Minnesota Life was holding relatively high levels of cash. 

As of December 31, 2009, the GAAP net unrealized gain position was almost $80 million.  This 

is a significant improvement over 2008 when the year ended with an unrealized GAAP net loss 

in excess of $600 million. 

 

Next, Ms. Mills informed the committee about who on the General Account team would be 

responsible for the oversight of the different sectors of the General Account’s fixed income 

portfolio: 

 Corporate bonds – John Leiviska 

 Residential real estate securities – agency-backed - Craig Stapleton 

 Residential real estate securities – credit intensive sectors of non-agency residential and 

all of the commercial real estate and ABS portfolios – Sean O’Connell 

 Governments and cash – Craig Stapleton 

 

Given each sector has its own individual manager, who is ultimately responsible for the big 

picture and making allocation decisions, asked a member?  Mr. Manke stated that Executive 

Vice President David Kuplic makes final allocation decisions with input from his team. 

 

In light of the level of uncertainly around what direction the market will go, a member asked 

about the thought behind the allocation decisions.  Will the allocations change given this 

uncertainly, particularly as it relates to the commercial real estate market?  Ms. Mills stated that a 

formal asset allocation analysis is conducted every year.  Based on this analysis, relative value is 

expected in the corporate bond market.  Having said this, a significant amount of cash this year 

has been directed into this market.  Another area where relative value is expected is in the 

commercial whole loan portfolio. 

 

Ms. Mills then shared information on the ten largest credit exposures and largest sector 

exposures as of December 31, 2009 in the General Account.  Six out of the ten credit exposures 

are financials.  Going forward, there will be a concerted effort to build the industrial and utility 

exposures and de-emphasize the financial exposure.  With the exception of two of the ten credit 

exposures, are all A-rated or better.   

 

A sector breakdown of the corporate bond portfolio was shared with members.  Over the past 

twelve months, financials and REITs have been de-emphasized.  A year ago, 25% of the 

corporate bond portfolio was in financials where now it is at 19%, and REITs have come down 

from 12% to 10%.  Areas within the portfolio where more money is being directed are consumer 

staples, utilities, capital goods, technology and health care. 

 

Ms. Mills turned members’ attention to a slide containing bond portfolio quality data.  As of 

September 30, 2009, Minnesota Life suffered a deterioration with its below investment grade 

exposure, which almost doubled.  This was largely due to the downgrades in the structured 



securities, residential and CMBS, and the downgrading of a handful of corporate bonds.  

However, by December 31, 2009, there was significant improvement.  Below investment grade 

securities went from 6.1% of bonds to 4.5%.  This was largely due to a new methodology the 

NAIC began using for categorizing non-agency residential securities into different rating 

categories.  

 

Next, Ms. Mills referenced the watch list, which was broken down by corporate bonds and other 

structured securities.  For most of 2009, there was about $90 million - $95 million worth of 

securities on the corporate watch list.  However, by the end of the year, that number had been 

reduced to approximately $53 million.  Only one corporate bond is currently in default.  The 

structured securities watch list, on the other hand, grew by almost $140 million.  This had a lot to 

do with the continuing correction in the real estate markets.  Throughout 2009, there were 

increasing stresses in the prime borrowers, and these securities have begun to appear on the 

watch list.  In addition, stresses also appeared in the commercial real estate sector.  In total, the 

watch list is up by roughly $100 million, all on the structured side. 

 

Is there a trend in how assets transition from one category to the other on the watch list, asked 

Professor Frank?  For example, how often does a ‘watch’ asset become a ‘serious’ or ‘bankrupt’ 

asset?  Ms. Mills stated that on the corporate side there is more history than on the structured 

side of the watch list.  Mr. O’Connell stated that in the residential space, the transition matrix 

would be significant for subprime subordinates, but, unfortunately, there is simply not enough 

long-term history to project.  The last 20 years of experience has shown residential securities 

behaving very well.  The ‘watch’ category on the structured securities side of the watch list is 

used as a monitoring tool for research staff.  Migration to the watch list is primarily year over 

year from AAA to AA in this space. 

 

Commercial whole loan diversification information was shared with the committee.  The data 

was broken down by property type diversification and regional diversification (10 largest state 

exposures).  There are two delinquent loans in this portfolio, which Ms. Mills explained in a fair 

amount of detail. 

 

In terms of regional diversification in the commercial whole loan portfolio, a member 

commented that California, Florida and Arizona comprise 36% of the list.  Mr. O’Connell stated 

that direct loan lenders in the U.S., almost by default, will be invested in California, Florida and 

Arizona.  The migration to the coasts in the U.S. is real and here to stay.  Most insurance 

company’s portfolios have large coastal holdings.  He added that it is important to keep in 

perspective that California, on a stand-alone basis, measured on GDP, is between the 7
th

 – 10
th

 

largest economy in the world.  Securian is very diversified within California, and, as the 

committee is aware, has always had a historical conservative bias.  The portfolio has been built 

to withstand a cyclical downturn.  The Arizona portfolio is very seasoned and the Florida market 

is solid.  While California, Arizona and Florida are at the epicenter of the housing meltdown 

along with Nevada, the General Account portfolio is primarily industrial in-fill, which is 

comprised of spaces that are difficult to replicate.  During the economic downturn there was 

softening in these portfolios, but today no stress is seen as it relates to the individual properties.  

Mr. Suedbeck added that this type of diversification is consistent with what the University is 

seeing in the endowment.  Having said this, in terms of regional diversification, did Minnesota 



Life make an active decision to not invest in New York specifically?  Mr. O’Connell stated that 

Minnesota Life has exposure in northern New Jersey and the Philadelphia.  Regarding the metro 

New York market, Minnesota Life purposefully decided not to invest in this market for a variety 

of reasons.  The ‘strike zone’ for Minnesota Life is generally in the $3 - $10/$12 million range, 

and not the $200 - $300 million required to invest in the New York metro area; it basically 

comes down to pricing.  Ms. Mills stated that Minnesota Life has conservative standards.  When 

other commercial lenders were loosening up their lending standards, Minnesota Life was not.  As 

a result, it built a high-quality portfolio, which is expected to withstand the current downturn in 

relatively good shape.   

 

Moving on, Ms. Mills referenced a couple valuation slides.  In the aggregate, the commercial 

loan portfolio has a fair amount of cushion to withstand continued declines in commercial real 

estate values, not withstanding the likelihood of individual stresses.  Currently, there are two 

delinquencies, and another dozen or so loans on the General Account surveillance list that are 

being watched closely.  There is a process in place for identifying loans of concern and actively 

monitoring those loans.  Mr. Suedbeck suggested that these slides would be more helpful if they 

were broken out by vintage year.  Mr. O’Connell stated that this information is already available 

and he can send it to the committee. 

 

To summarize the asset quality of the bond portfolio, Ms. Mills highlighted the following: 

 95½% of the bond portfolio is rated investment grade. 

 The portfolio is highly diversified. 

 One corporate bond and 11 residential securities with a book value of $9.2 million carry 

an NAIC 6 designation, equivalent to being in default. 

 Two commercial whole loans with a total outstanding balance of $11.6 million are 

delinquent. 

 GAAP credit losses totaled $54.9 million. 

 Subprime/nonprime residential exposure stands at $196 million. 

 The Securities Lending Program continues to unwind and is down to $40 million. 

 

Mr. Manke asked Leslie Chapman to provide a stress testing update.  Ms. Chapman stated that 

Securian frequently tests the strength of its balance sheet under a variety of pessimistic scenarios.  

Some of these tests are prescribed by the State of Minnesota, and/or the rating agencies, but other 

tests are done for Securian’s own risk-management purposes.  The tests look at the adequacy of 

Securian’s assets to meet its promises to pay and the adequacy of its capital.  Because these tests 

are in progress, there is nothing specific to report today, stated Ms. Chapman, but overall the 

tests are showing strong financial strength with assets being more than adequate to meet its 

obligations. 

 

Like last year, Securian will host a session in May to share test results as well as information 

about some of the stress tests that are being built into Securian’s new economic capital 

methodology with interested Retirement Subcommittee members.  Securian has hired an 

international consulting firm to assess its capabilities with respect to risk management at large, 

and, in particular, economic capital stress tests.  The goal is understand how the stress testing 

that Securian is doing relates to the same work that other highly rated insurance companies are 

doing. 



 

Last year when this session was held, Securian indicated they were in the process of 

implementing a test based on Solvency II, noted Professor Frank.  Has this been implemented 

yet?  No, it is still in the test phase, noted Ms. Chapman.  The tests that are currently being 

conducted are capital market tests on the mortality side.  These are a comprehensive set of 

shocks or stress tests that are being incorporated into Securian’s model.  Securian had to step 

back in 2009 and take a closer look at how it wanted to calibrate many of its capital market stress 

tests and shocks, and how to move forward with its testing based on Solvency II; this was a great 

learning experience.  Securian plans to take what it learned from this process and move forward. 

 

A member asked about Securian’s mortgage life insurance business, and the likelihood that these 

customers will default similar to customers who are defaulting on their mortgages.  Mr. Manke 

stated that Securian has seen a higher than normal lapse rate in this segment of their business 

during the recession, but nothing that warrants great concern at this time. 

 

Next, Mr. Manke stated that Securian prides itself on providing the highest level of customer 

service to University employees.  He called on Blake Reigert to provide members with 

information on 2009 service highlights.  Mr. Reigert drew members’ attention to the following: 

 Successful implementation of numerous fund changes, which included adding a new 

socially responsible investment option, the PAX World Balanced Fund.  This new fund, 

which was available beginning on December 1, 2009, surpassed $1.3 million in assets 

and 430 participants by year-end. 

 In a joint effort with the University Women’s Center last spring, Securian co-sponsored 

Ruth Hayden’s Reaching Your Dreams:  How Women Can Use Money To Take Charge 

of Their Lives presentation.  Over 400 individuals attended this event.  On May 12, 2010, 

Securian will co-sponsor another presentation focusing on couples and money. 

 Securian had over 15,500 participant interactions in 2009, including 241 in-person 

retirement plan review meetings. 

 Five new retirement-related calculators were added to the Securian website and three 

existing calculators were updated at the request of the Retirement Subcommittee. 

 

In closing, Mr. Reigert thanked Ms. Singer and her staff for all their work, which has served to 

enhance the level of customer service that Securian is able to provide the University community.  

 

A member asked the Securian representatives about their thoughts on the economy and the 

markets in general.  Ms. Mills stated that Securian is expecting that there will be growth in 2010, 

but it will likely be underwhelming compared to what has been seen coming out of recent 

recessions.  The big question is what will happen to the economy when the government pulls its 

fiscal and monetary support?  While consumers need to help the economy by spending, 

unemployment remains high, with a significant amount being structural.  This means that many 

of the jobs that were lost will not be coming back.  Manufacturing continues to expand, and the 

economy is getting a boost from this economic activity.  However, in Ms. Mills’ opinion, the 

economy will continue to struggle for a while.  Evidence of this has been seen in the equity 

markets, which have been choppy.  Also, another issue that is worrisome for the consumer is the 

likelihood of another downturn in residential home prices.  There is a huge backlog of foreclosed 

homes that has yet to come on to the market.  



 

A member voiced concern over the low interest rates paid by the General Account and the fact 

that over 50% of the assets in the Faculty Retirement Plan (FRP) are in the General Account and 

General Account Limited.  Mr. Manke stated that from his experience he believes a number of 

participants have money invested outside the FRP, and suspects that these people are being more 

aggressive with their outside investments, while using the General Account and General Account 

Limited as a more conservative investment option.  He reminded members that these accounts 

use a generational approach so their return is better than current savings rates.  Ms. Singer 

reminded members that the General Account has a 3% minimum rate guarantee, which looks 

very attractive compared to current savings and certificate of deposit rates. 

 

Professor Frank thanked members for their informative presentation. 

 

III).  Hearing no further business, Professor Frank adjourned the meeting. 

 

        Renee Dempsey  

        University Senate 

 

 

 

 

 

 

 

 

 

 

 

 


