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ENERGY

A message from the President

2005 proved to be another successful year for the Preferred Financial Group
as we continued to build on the energy produced by our member companies.
Together, we executed core strategies that resulted in solid financial results,
increased sales, improved technology, enhanced service capabilities and
expanded distribution. Nowhere is the energy of the organization more evident
than in the engagement of our workforce, who will lead the Preferred Financial

Group beyond its current horizons.

Financially, we surpassed all of our goals in 2005. The Preferred Financial Group

had pre-tax earnings of more than $35 million, which generated an increase in

its capital position to $392 million. Total assets grew by 8 percent to more than

Larry J. Newsom $1.8 billion, fueled by the continued growth of the annuity product line.
President,

Individually, Fort Dearborn Life realized strong earnings of $30 million while
Life & Subsidiary Operations i & ¢ 5

assets reached nearly $1.7 billion. Colorado Bankers Life saw a record profit of
$4.2 million, increasing its capital to $16.2 million. Our strong capital position affords us the financial strength and flexibility

necessary to reach our aggressive growth objectives and to finance continued business development.

A key component in the growth of the Preferred Financial Group continues to be expansion through mergers and
acquisitions. | am pleased to welcome a new member company in Member Service Life Insurance Company as a result of
the two organizations’ parent companies merging in 2005. Insuring more than 95,000 individuals, Member Service Life’s
product portfolio includes group and voluntary worksite products sold predominately in Oklahoma and Texas. As a result

of the addition of Member Service Life, we gained access to new markets and increased size and scale.

As we look to compete in an aggressive market and expand our service capabilities to meet the growing needs of the
marketplace, we continue to make investments in technology, expand our management team and improve our processes.
In 2005, Fort Dearborn Life introduced two new services for its clients with short-term disability insurance: Web reporting

that provides claim activity online and telephonic claims intake. Colorado Bankers Life enhanced its producer experience

in 2005 by launching a new agent access system in which the agent can view policy information online. The companies
continue to expand their technology to facilitate the delivery of information to customers and distribution partners in a more

efficient and time-effective manner.

Responding to the market needs for new and enhanced products, Fort Dearborn Life introduced three new products in
2005. In conjunction with its sister company Dental Network of America, the company launched a new suite of dental
products. The addition of PPO Basic and Voluntary PPO coverages complement the existing dental offerings and provide
a comprehensive dental portfolio. Fort Dearborn Life also added new features to its long-term disability product to make
it more competitive in the marketplace. Finally, to take advantage of a growing market segment, the company launched a
Fixed Index Annuity series that gives policy owners the potential to earn more interest than they would in traditional fixed

interest rate annuities but with the protection of a minimum guaranteed interest rate.

These new product offerings drove the Preferred Financial Group to achieve a strong level of organic growth in 2005.
Increasing more than 60 percent, annuity sales reached $136 million - a strong finish given the challenging interest
rate environment. Group benefit sales were also strong at $71 million, and Colorado Bankers Life achieved more than
$11 million in sales, a 12 percent increase over 2004 and the third straight year of increased production. Overall, our

premium income grew to $837 million, a 5 percent increase from 2004.

Throughout our evolution, we have demonstrated a commitment to our policyholders and partners by focusing on
consumer needs while providing financial stability, professional service and innovative business solutions. We remain
committed to managed growth, both organically and through mergers and acquisitions. | am excited about the future of the
Preferred Financial Group as we continue to execute our growth strategies. | want to personally thank our dedicated team
for the success of 2005, as our accomplishments would not be possible without the commitment of all of our employees,

distribution partners, policyholders and insureds.

Best Regards,

A

Larry J. Newsom
President, Life & Subsidiary Operations

LARRY J. NEWSOM
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The expansion of technology and the increased expectation in quality of
service demand that our business constantly adapt. New markets, mergers and
acquisitions, product line enhancements and service deliveries continue to be

pursuedinordertoexpandourbusinessandimprove ouroperationsinan efficient

E N E R G Y

and cost-effective manner. The Preferred Financial Group has strategically
prepared for these opportunities, and it is our response that determines the
success of our organization. During a time of considerable market change

and consolidation, our energy has been focused on constant improvement.

OUI’ COm panIeS As subsidiaries of Health Care Service Corporation (HCSC), a Mutual Legal Reserve
Company, Fort Dearborn Life Insurance Company, Colorado Bankers Life Insurance Company and Member Service
Life Insurance Company operate within an organization that insures more than 10 million members. Our relationship
is reinforced with the resources shared between companies, including affiliates Combined Services LLC and Dental

Network of America, Inc.

All three members of the Preferred Financial Group received improved financial ratings from A.M. Best Company in 2005.
Fort Dearborn Life’s impressive upgrade to an “A+” (Superior) rating is significant as it brings the company into an elite
group of commercial carriers with “A+” (Superior) or better ratings. Colorado Bankers Life and Member Service Life were
both upgraded to an “A” (Excellent) rating, reinforcing each company’s commitment to financial stability and operating
efficiency. These notable financial ratings reflect the strategic value of Fort Dearborn Life, Colorado Bankers Life and

Member Service Life to their parent company and recognize the strength of their businesses.

Fort Dearborn Life continues to offer valuable insurance benefits to meet the needs of employers and employees, as
well as an attractive line of fixed and index annuity products for individuals planning for retirement. The company has
continuously demonstrated a commitment to its strategic partners by focusing on customers while providing professional
service and innovative business solutions. Building on integrity and honesty, Fort Dearborn Life’s goal is to develop and

reinforce lasting relationships with its customers that span not only years, but decades.

Colorado Bankers Life provides affordable employee-funded voluntary insurance benefit programs and individual family
financial plans. With a unique understanding of the costs and complexities associated with employee-funded benefit
programs, the company succeeds in simplifying the process for both the employer and the employee through administrative
operations and technology unique to its markets and distribution.

In conjunction with the 2005 merger of HCSC and Blue Cross and Blue Shield of Oklahoma, Member Service Life joined
the Preferred Financial Group. Based in Oklahoma, Member Service Life offers life and disability plans with a respected,

trusted reputation for protecting a family’s financial security in the event of unforeseen death and disability.

Combined Services LLC specializes in providing customized solutions for companies and individuals, enhancing our already
strong product lines. Marketing primarily in the New England area, Combined Services LLC distributes a comprehensive

array of group and worksite insurance products.
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Functioning as a third—party administrator for the dental programs offered by the health divisions of HCSC, Dental Network
of America (DNoA) also administers Fort Dearborn Life’s dental PPO product. With more than 20 years of dental insurance

industry experience, DNOA provides customized solutions for administration, provider networks and product development.

CONSTANT CHANGE

To increase our market share and compete with other industry leaders, we
continue to focus on new products, services and markets. Our expansion strategy
centers on seizing opportunities that will support our growth and fuel our synergy.
The improvements to our product portfolios, along with the enhancements to our
distribution outlets, will lead to greater flexibility and the capability to react to an

ever-changing market.

P I’Od U CtS Although life insurance continues to be the cornerstone of our business, we recognize that meaningful
growth cannot be accomplished without broadening our portfolio and introducing value-added enhancements to our
product offerings. As such, we launched several new products during 2005 while enriching existing ones.

The Index Fortifier Annuity SeriesS, Fort Dearborn Life’s highly anticipated line of fixed index annuity products, offers
interest linked to the performance of the S&P 500 Index®.! These products are designed to give clients planning for
retirement the potential to earn more interest than they would with other fixed rate annuities while maintaining a
tax-deferred status. This addition to the company’s annuity portfolio provides a more diversified mix of business and opens
the door to untapped distribution.

1S&P 500° is a trademark of the McGraw-Hill Companies, Inc. and has been licensed for use by Fort Dearborn Life Insurance Company. The product is not sponsored,
endorsed, sold or promoted by Standard & Poor’s, and Standard & Poor’s makes no representation regarding the advisability of purchasing the product.

Fort Dearborn Life’s Group Benefits division created the FOCUS on Small Business program that is designed to equip
small business owners with employee benefit packages comparable to that of large corporations. The program features a
comprehensive portfolio of group life, short-term disability (STD) and long-term disability (LTD) insurance plans designed
specifically for the small business employer with two to nine employees. The broad range of group benefits offered is
affordable, easy to implement and simple to administer.

To provide employers and their employees with more affordable access to dental care, Fort Dearborn Life launched its first
national preferred provider organization (PPO) group dental insurance program. This expansion of basic and voluntary

dental products allows the company to better meet the needs of its customers by offering more choices.

Fort Dearborn Life’s expanded LTD contract solidified its position in the competitive disability marketplace. The new
contract strengthens plan design and increases pricing flexibility while strategically aligning Fort Dearborn Life with large
disability carriers. Released with this enhanced LTD contract was a unified proposal that covers all life, STD and LTD
insurance products, streamlining the application process for employers.

In conjunction with Member Service Life, Fort Dearborn Life introduced a new product for its customers in Texas.
Occupational accident insurance is designed for companies and their employees that choose to be nonsubscribers to the
Texas Workers Compensation System. This product provides benefits in the form of medical, death and dismemberment

and disability payments to employees who suffer workplace accidents.

To provide cost-effective solutions for individuals who want limited benefits for spouses or children, Colorado Bankers Life
introduced a family rider for its critical illness policy. Building on the success of its individual critical illness coverage,
Colorado Bankers Life also received regulatory approval for a group critical illness policy. These products provide living
benefits to individuals diagnosed with a critical illness regardless of treatment, actual expense or other coverage.

MarketS Fort Dearborn Life remains committed to its relationships with Blue Cross and Blue Shield partners
throughout the country. During 2005, we widened our distribution in the Northeast with the addition of Blue Cross and
Blue Shield of Vermont. We are focused on maintaining mutually beneficial partnerships while proactively engaging new

partners to join our distribution network.
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A strong dedication to small business enabled Fort Dearborn Life to enter the Michigan small group marketplace as
the exclusive provider of ancillary group benefits for the Small Business Association of Michigan (SBAM). While the
relationship will provide SBAM members with comprehensive and affordable group life and disability products designed
specifically for small businesses, the partnership will also allow Fort Dearborn Life to participate in the small business

market on a national level.

Fort Dearborn Life’s group business continues to benefit from its broker direct strategy, generating positive results across
the United States. By staffing offices with sales professionals and account executives who have established relationships
within their communities, the company effectively ensures a place in the local group market. This strategy has allowed

further expansion into a larger geographical area.

This successful strategy culminated with the recent openings of Fort Dearborn Life sales offices in Atlanta, Indianapolis and
Nashville, where performance in the first calendar year of production well exceeded 2005 goals. We anticipate continued
success with the company’s newest sales office in Denver, which opened in the fourth quarter of 2005.

Building on the broker direct strategy, Combined Services LLC increased its producer distribution network with the addition
of a sales office in Connecticut. The timing of this sales office complemented Fort Dearborn Life’s approval of basic and
voluntary PPO dental products in that state. Connecticut producers can now access Fort Dearborn Life through Combined

Services LLC for all of their group and voluntary life, disability and dental needs.

Improving the geographic reach of our annuity distribution was a key initiative in 2005. Historically concentrated in
the Northeast and Midwest, Fort Dearborn Life successfully partnered with a select number of independent marketing
organizations with experienced producers in order to realize its objective. These partners understand and consistently
promote the power of Fort Dearborn Life’s brand, enabling the company to effectively grow its asset base.

The addition of Member Service Life allowed Fort Dearborn Life to expand even further. As a company whose product
portfolio includes group life and disability products, as well as critical illness and occupational accident insurance, Member

Service Life provides Fort Dearborn Life’s first opportunity to enter the Oklahoma marketplace.

STRONG COMMITMENT

We recognize the importance of a solid foundation for our companies to build
upon. With our commitment to service quality, our ability to provide comprehensive
marketing tools and our growing online capabilities, the operational framework of

the Preferred Financial Group is stronger than ever.

Strength |n NumbeI’S In 2005, we embarked upon an ambitious plan to enhance key

management positions throughout the organization. At the senior management level, Fort Dearborn Life hired four new vice
presidents with extensive industry knowledge. Leah Bytheway joined the organization to lead Group Administration, and
Linda K. Wagner was chosen midyear to head the Individual Life and Annuity division. Victoria E. Fimea joined as general
counsel and secretary, and James Wiseman was named chief actuary shortly before 2005 came to a close. Additionally,
Steven Klister assumed the role of president and chief executive officer of DNoA. This management team, along with the
hard work and dedication of the existing staff, resulted in the realization of several key accomplishments and competitively

positions the Preferred Financial Group for the opportunities that lie ahead.

Communlcatlng OUI’ Message To raise brand awareness, a fresh advertising

campaign was launched by Fort Dearborn Life and implemented throughout 2005. Advertisements appeared in several
nationally recognized trade publications, and larger presentation-sized ads were reproduced and displayed at sales offices

across the country.

In addition to advertising, Fort Dearborn Life’s Group Benefits division introduced In Focus, a producer newsletter.
Distributed quarterly, the publication is designed to keep the company’s partners informed of its latest news, as well as

updates on products and services.
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Growing Technology and Service Delivery nownere i te

Preferred Financial Group’s evolution more evident than in its investment in improved technology. Fort Dearborn Life’s
public Web site was redesigned to provide an enhanced user experience, to reinforce brand identity and to prepare
the site for future online service functionality. Features include “one-click” access to Producers Corner, Benefits
Manager and Forms Download from anywhere in the site; additional sections dedicated specifically to employers and
individuals; and an archive of company press releases. The revamped site also includes an extensive “Contact Us”
section with superb e-mail functionality for customers, a site index, access to agent appointment information and a

group benefits sales office locator.

Fort Dearborn Life implemented two new capabilities for short-term disability insurance. To assist benefits administrators
in servicing their employees, real-time pending and paid claim status reports were made available on the company’s
Web site. In addition, employers now have another claim submission option with the introduction of an employer-focused

telephonic claim intake service for short-term disability customers.

Piloted by Fort Dearborn Life’s Group Administrative Services division in 2005, an electronic policy and certificate delivery
system expedites receipt of coverage certificates to clients. New customers are notified via e-mail when policy documents
become available on the Benefits Manager portal of the Web site, ensuring timely and up-to-date information. This valuable

service will be introduced on a national basis in 2006.

Colorado Bankers Life’s online access system allows agents to view policy information via its Web site. Since the
company began utilizing this online capability, calls to its customer service center have declined by 6 percent, resulting in

increased efficiency.

Combined Services LLC expanded its technological capability with a sales and commission accounting data system,
as well as electronic scanning of all new and existing insurance business. As the company strengthens its administrative
platforms to reach more customers in an electronic forum, it will deliver information to constituents in a more

effective manner.

FUTURE GROWTH

Reflecting on the past year makes one thing clear: We can no longer use past
success as an indicator of future performance. As we acknowledge the importance
of planning and strive to provide superior value, we will continue to execute a

comprehensive business plan that supports our growth.

Organlzathn Continued alignment and uniformity of functions, processes and systems will ensure
consistent customer experience while leveraging the expertise of our three Fort Dearborn Life administrative locations and
our Colorado Bankers Life Operations Center. 2006 will bring the consolidation of established call centers in Texas and

lllinois as the company moves toward national customer support availability from 9 a.m. to 5 p.m. in all U.S. time zones.

FlnanC|a| Management Expense management continues to play a critical role in the

Preferred Financial Group’s success. Over the years, we have demonstrated the ability to grow our business and implement
technology while maintaining competitive expense levels. Our flexible operating model allows us to effectively manage our

expenses as we expand our organization.

With the ability to integrate processes and functions in a turnkey manner, we will aggressively pursue acquisition
opportunities in 2006. Given our strong capital, we are well-positioned to acquire and invest in businesses for both
long-term strategic growth and short-term operational gains.

10
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ReS pOﬂSIveneSS Because we understand the importance of anticipating the actions of regulators

and future laws, we proactively monitor regulatory and legislative bills and activities that may impact our insurance
operations. Tracking bills that will eventually become laws enables us to remain abreast of and respond quickly to

industry developments.

We are committed to the highest level of operational ethics. In 2006, Fort Dearborn Life will institute a program to comply

with the anti-money laundering regulations that were finalized in late 2005 as part of the USA Patriot Act.

Preparatlon We will hone our product development process model to accelerate speed to the market.
By staying connected to distribution partners who make the members of the Preferred Financial Group their companies of
choice, we will follow a consistent and flexible approach to responding to market trends while quickly capitalizing on new

opportunities. We are poised for action and will act boldly.

TeChnOIOgy As part of the ongoing Web site redesigns for Fort Dearborn Life, new Benefits Manager,
Group Producer and Annuity Producer portals are currently under development. Additionally, continuing system

enhancements and upgrades will be key to maintaining our high level of corporate technical services.

Online member changes for list bill customers and electronic fund transfer for disability claim payments will be implemented,
while online claim reporting capabilities will continue to be expanded. Fort Dearborn Life’s focus on system and process
training is designed to ensure consistency of customer experience and improved quality and accuracy.

As Colorado Bankers Life works toward an electronic document management system, the company strives for a paperless

environment by making insurance applications available via the Internet in 2006.

Energized by innovation, expansion and growth, the Preferred
Financial Group is positioned to exceed the expectations of an

ever-changing industry.
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Preferred Financial Group Presidents
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President and CEO, Executive Vice President, President and CEO, President and CEO,
Colorado Bankers Life Marketing and Subsidiaries, Combined Services LLC Dental Network of
Insurance Company and Member Service Life America, Inc.
Preferred Financial Corporation Insurance Company
Fort Dearborn Life Senior Management
Leah Bytheway Victoria E. Fimea Brad Gary Philip Goss
Vice President, Vice President, Vice President and Vice President,
Group Administration General Counsel and Secretary Chief Marketing Officer, Treasurer and

Group Products Chief Financial Officer

Herm Lefevre Leonard Servedio Linda K. Wagner James A. Wiseman
Vice President and Director, Vice President, Vice President
Chief Underwriting Officer Information Technology Individual and Retirement and Chief Actuary

Products Division
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Preferred Financial Group

ASSETS

(DOLLARS IN MILLIONS)
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Fort Dearborn Life Colorado Bankers Life Member Service Life

*Does not include Member Service Life financials. **Reduction reflects redemption of $12 million of minority preferred stock, redeemed July 2004.
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Preferred Financial Group

CAPITAL/SURPLUS

(DOLLARS IN MILLIONS)
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*Does not include Member Service Life financials. **Reduction reflects redemption of $12 million of minority preferred stock, redeemed July 2004.
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Preferred Financial Group

REVENUES

(DOLLARS IN MILLIONS)

[01]02|03|%
- (2]
AP
3|53
S|P

Colorado Bankers Life

*Does not include Member Service Life financials.

17
— 04 — 04
02(98 | o103 %
0lx|2|g Sl 2|8
REIRIE Cejl i ol
0
e |5|%|7 & 2|27
o &
[(o]
@
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Balance Sheet - statutory Basis HLED Ay

Assets
Bonds $1,205,493 $1,153,413
Stocks, Policy Loans and Other Invested Assets 13,774 13,421
Cash and Short-term Investments 46,117 48,468
Investment Income Due/Accrued 15,327 15,121
Due and Uncollected Premium 34,216 32,218
Other Assets 13,219 16,221
Separate Accounts 518,235 431,413
Total Assets $1,846,381 $1,710,275

Liabilities
Policy and Claim Reserves $842,990 $848,688
Accounts Payable 60,046 57,857
Asset Valuation Reserve 6,226 12,464
Other Liabilities 25,846 16,429
Separate Accounts Liabilities 519,088 429,122
Total Liabilities 1,454,196 1,364,560
Total Capital/Surplus 392,185 345,715
Total Liabilities/Surplus $1,846,381 $1,710,275

*Does not include Member Service Life financials.

(Dollars in Thousands)

Income Statement - Statutory Basis AL C e
Premiums $810,376 $765,333
Investment Income 66,165 65,310
Other Income 4,836 4,870
Total Revenues $881,377 $835,513

Policy Benefits and Expenses
Benefits Incurred $673,544 $668,298
Commissions 92,140 66,952
Operating Expenses 68,692 57,044
Insurance Taxes and Licenses 11,552 10,229
Total Benefits and Expenses $845,928 $802,523

Income
Gains Before Federal Income Taxes (Before Capital Losses) $35,449 $32,990
Federal Income Taxes 12,797 8,572
Realized Capital (Losses) 15 (369)
Net Income $22,667 $24,049

*Does not include Member Service Life financials.

(Dollars in Thousands)

18

2005 ANNUAL REPORT



ENERGY

The Preferred Financial Group

@ Fort Dearborn Life
@ Colorado Bankers Life

Fort Dearborn Life

Home Office

1020 31st Street

Downers Grove, lllinois 60515
(800) 621-3251

Division Offices
2400 Lakeside Boulevard
Richardson, Texas 75082
(800) 554-6330

20445 Emerald Parkway, Suite 400
Cleveland, Ohio 44135
(800) 544-9000
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@ Member Service Life
Combined Services LLC

Colorado Bankers Life

Home & Sales Office

5990 Greenwood Plaza Boulevard,
Suite 325

Greenwood Village, Colorado 80111

(800) 367-7814

Affiliated with:
Preferred Financial Corporation
Industry Savings Plans, Inc.

Member Service Life
Home Office

1400 South Boston, Suite 700
Tulsa, Oklahoma 74119

(918) 560-3200
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Dental Network of America, Inc.

& Denotes the Home Office

Combined Services LLC
Home & Sales Office

15 North Main Street, Suite 300
Concord, New Hampshire 03301
(603) 227-2001

Dental Network of America, Inc.
Home Office

Two TransAm Plaza Drive, Suite 500
Oakbrook Terrace, lllinois 60181
(800) 323-6840
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Fort Dearborn Life Group Sales Offices

Brand Boulevard Center

450 North Brand Boulevard, Suite 600

Glendale, California 91203
(800) 992-2792

1255 Treat Boulevard, Suite 300
Walnut Creek, California 94596
(888) 651-5433

5990 Greenwood Plaza Boulevard,
Suite 325

Greenwood Village, Colorado 80111
(877) 770-6244

Five Concourse Parkway, Suite 3000
Atlanta, Georgia 30328
(888) 392-4020

1020 31st Street
Downers Grove, lllinois 60515
(800) 621-3251

Keystone Crossing Center

8888 Keystone Crossing, Suite 1300
Indianapolis, Indiana 46240

(888) 335-0388

10451 Mill Run Circle, Suite 400
Owings Mills, Maryland 21117
(800) 218-8642

Two City Place Drive, Suite 200
St. Louis, Missouri 63141
(866) 465-7432

7261 Mercy Road
Omaha, Nebraska 68124
(800) 504-0117

101 Eisenhower Parkway
Roseland, New Jersey 07068
(800) 804-9377

3100 Tower Boulevard #1101,
Box 5

Durham, North Carolina 27707
(800) 672-3338

20445 Emerald Parkway, Suite 400
Cleveland, Ohio 44135
(800) 544-9000

6 Cadillac Drive, Suite 330
Brentwood, Tennessee 37027
(877) 723-8538

9020-II Capital of Texas
Highway N., #400
Austin, Texas 78759
(877) 227-8181

Member Service Life Sales Offices

3401 N.W. 63rd / P.O. Box 57208
Oklahoma City, Oklahoma 73146
(877) 722-2567

5930 LBJ Freeway, Suite 380
Dallas, Texas 75240
(877) 321-5744

Combined Services LLC Sales Offices

15 North Main Street, Suite 300
Concord, New Hampshire 03301
(888) 227-9745

140 Wood Road, Suite 304
Braintree, Massachusetts 02184
(888) 249-9966

14643 Dallas Parkway, #850, LB85
Dallas, Texas 75254
(866) 895-4894

2425 West Loop South, #1000
Houston, Texas 77027
(866) 516-0473

5225 South Loop 289, Suite 111
Lubbock, Texas 79424
(800) 500-5439

3957 Westerre Parkway, Suite 210
Richmond, Virginia 23233
(866) 688-9022

Carillon Point Center

5400 Carillon Point

Kirkland, Washington 98033
(800) 998-4103

80 12th Street, Suite 304
Wheeling, West Virginia 26003
(800) 933-7882

8000 IH 10 West, Suite 600
San Antonio, Texas 78230
(210) 366-8070

1224 Mill Street
East Berlin, Connecticut 06023
(860) 828-2000
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