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OATH OR AFFIRMATION

Kimberly Johnson swear or affirm that to the best of my knowledge and belief the

accompanying financial statements and supporting schedules pertaining to the firm of Horace Mann
Investors Inc as of December 31 2012 are true and correct further swear or affirm that neither
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Name Kimberly Johnson

Title Financial and Operations Principal

No9y Public

This report contains check all applicable boxes

Facing Page

Statement of Financial Condition

Statement of Income

Statement of Cash Flows

Statement of Changes in Stockholders Equity of Partners or Sole Proprietors

_____ Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirement Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule

______
15c3-3

Reconciliation including appropriate explanaton of the computation of Net

Capital Under Rule 15c3-1 and the Computation for Determination of the
Reserve Requirements Under Exhibit Rule 15c3-3

Schedule of Segregation Requirements and Funds in Segregation Pursuant to

_____ Commodity Exchange Act

Reconciliation between the audited and unaudlted Statements of Financial

_____
Condition with respect to methods of consolidation
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IMQ KPMG LLP

Aon Center

Suite 5500

200 East Randolph Drive

Chicago IL 60601-6436

Report of Independent Registered Public Accounting Firm

The Board of Directors

Horace Mann Investors Inc

We have audited the accompanying financial statements of Horace Mann Investors Inc which

comprise the statement of financial condition as of December 31 2012 and the related

statements of income changes in stockholders equity and cash flows for the year then ended

that are filed pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 and the related

notes to the financial statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements

in accordance with U.S generally accepted accounting principles this includes the design

implementation and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement whether due to

fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on these fmancial statements based on our audit We
conducted our audit in accordance with auditing standards generally accepted in the United

States of America Those standards require that we plin and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the financial statements The procedures selected depend on the auditors

judgment including the assessment of the risks of material misstatement of the financial

statements whether due to fraud or error In making those risk assessments the auditor

considers internal control relevant to the entitys preparation and fair presentation of the

financial statements in order to design audit procedures that are appropriate in the circumstances

but not for the purpose of expressing an opinion on the effectiveness of the entitys internal

control Accordingly we express no such opinion An audit also includes evaluating the

appropriateness of accounting policies used and the reasrnableness of significant accounting

estimates made by management as well as evaluating the overall presentation of the financial

statements

We believe that the audit evidence we have obtained is sufficient and appropriate to provide

basis for our audit opinion

KPMG LLP is Delaware limited liability pthtnecship

the U.S member firm of KPMG International Ccoperative

KPMG Intemationar Swiss entity



Opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Horace Mann Investors Inc as of tecember 31 2012 and the results of

its operations and its cash flows for the year then ended in accordance with U.S generally

accepted accounting principles

Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as

whole The information contained in Schedules II and III is presented for purposes of

additional analysis and is not required part of the financial statements but is supplementary

information required by Rule 17a-5 under the Securities Exchange Act of 1934 Such

information is the responsibility of management and was derived from and relates directly to the

underlying accounting and other records used to prepare the financial statements The

information in Schedules II and III has been subjected to the auditing procedures applied in

the audit of the financial statements and certain additional procedures including comparing and

reconciling such information directly to the underlying accounting and other records used to

prepare the financial statements or to the financial statements themselves and other additional

procedures in accordance with auditing standards generafly accepted in the United States of

America In our opinion the information in Schedules II and III is fairly stated in all material

respects in relation to the financial statements as whole

WP

Chicago Illinois

February 25 2013



HORACE MA1N INVESTORS INC

Statement of Financial Condition

December31 2012

Assets

Cash and cash equivalents 632877

Special reserve bank account for exclusive benefit of customers

Distribution fees receivable 120846

Receivable from affiliated companies 7467

Commission income receivable 47733

Accrued invesiment income 53

Deferred tax asset 18295

Total assets 827271

Liabilities and Stockholders Equity

Liabilities

Income tax payable to Parent 565

Accrued expenses and other liabilities 67940

Total liabilities 68505

Stockholders equity

Common stock $1 par value Authorized issued and outstanding 5000 shares 5000

Additional paid-in capital 110000

Retained earnings 643766

Total stockholders equity 758766

Total liabilities and stockholders equity 827271

See accompanying notes to fmancial statements



HORACE MANI INVESTORS INC

Statement of Income

Year ended December 31 2012

Revenue

Commissions on the sale of variable annuities 7754781
Commissions on the sale of variable life products 250108
Commissions on the sale of mutual funds 363385
Adminisirative service fees from affiliate 25000
Distribution fees

1587991
Interest income 697

Total revenue 9981962

Expenses

Commissions on the sale of vai-iable annuities 7750612
Commissionson the sale of variable life products 229136
Commissions on the sale of mutual funds 170308
Distribution fees paid to agents 103809
Salaries and other payroll expenses 891928

Regulatory fees and expenses 296488
Other expenses 294932

Total expenses 9737213

Income before income tax expense 244749

Income tax expense 86408

Net income
158341

See accompanying notes to financial statements



HORACE MANN INVESTORS INC

Statement of Changes in Stockholders Equity

Year ended December 31 2012

5000

Retained

_______________ earnings

1485425

1000000

158341

0000 643766

Total

stockholders

equity

1600425

1000000

158341

758766

See accompanying notes to financial statements

Balance at December 31 2011

Dividend paid to stockholder

Net income

Balance at December 31 2012

Additional

Common paid-in

stock capital

5000 110000



HORACE M4NN INVESTORS INC

Statement of Cash Flows

Year ended December 31 2012

Cash flows from operating activities

Net income 158341

Adjustments to reconcile net income to net cash provided by operating activities

Increase in distribution fees receivable 6285
Increase in deferred tax asset 2197
Decrease in current tax asset 9735
Decrease in payable to affiliated companies net 15928
Other net 18694

Net cash provided by operating activities 124972

Cash flows from fmancing activities

Dividend paid to stockholder 1000000
Net decrease in cash and cash equivalents 875028

Cash and cash equivalents at beginning of year 1507905

Cash and cash equivalents at end of year 632877

See accompanying notes to fmancial statements



HORACE MANN INVESTORS INC

-a

Description of Business

Horace Mann Investors Inc Investors is registered as broker-dealer under the Securities Exchange Act

of 1934 to engage in the sale of variable products and mutual funds Investors is wholly owned subsidiary

of Horace Mann Educators Corporation Parent and is member of Financial Industry Regulatory

Authority FINRA and Securities Investors Protection Corporation SIPC

Investors serves as distributor of Horace Mann Life Insurance Companys HMLIC variable annuity

contracts through registered representatives Investors also serves as distributor of Ameritas Variable Life

Insurance Companys variableuniversal life contracts Lincoln Financial Group equity indexed annuities

Fidelity mutual funds American Funds mutual funds and 529 plans and mutual funds and group annuity

contracts sold through Mid Atlantic Capital Corp Since Investors receives the majority of commission

revenue from the distribution of HMLICs contracts it is dependent on the ongoing operations of BIvILIC

Investors services include common remitter services Therefore the Company has required net capital of

$250000 Investors carries no margin accounts and does not otherwise hold funds or securities for

customers Investors has not executed any customer securities transactions during the year

The Companys business involves various risks and uncertainties which are based on general business

environments Conditions in the U.S and international financial markets affect the sale and profitability of

securities products In general sales of variable annuities decrease when fmancial markets are declining or

experiencing higher than normal level of volatility over an extended period of time Therefore weak or

volatile fmancial market performance may adversely affect sales of variable annuity products to potential

customers and may reduce the market value of existing customers investments in variable annuity

products in turn reducing the commissions and distribution fees Investors receives

Significant Accounting Policies

Use ofEstimates

The preparation of financial statements in conformity with accounting principles generally

accepted in the United States of America requires management to make estimates and

assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent

assets and liabilities at the date of the financial statements and revenue and expenses during the

period Actual results could differ from those estimates

Commissions and Fee Income

Investors receives commission revenues from authorized third-party vendor products at the time

of sale of these contracts Subsequently Investors pays commission expense to Horace Mann
Service Corporation flMSC an employer service affiliate of HMLIC and Investors in

accordance with existing distribution agreements among the companies Fees and commissions

are calculated from standard load and breakpoint tables published by the various investment

companies Commission expense is calculated based on contracts with its registered

representatives Commissions and fees as well as the related commission expenses are

recognized on trade date basis

Investors receives monthly distribution payments of 12b-1 fees from SEI Investments

Distribution Company the distributor for the Wilshire Variable Insurance Trust These

distribution payments are recognized monthly based on the net asset value of the funds



HORACE MANN INVESTORS iNC

Notes to Financial Statements

December 31 2012

Cash and Cash Equivalents

Cash and cash equivalents are comprised of cash and money market demand accounts

Comprehensive Income

The Company currently has no differences between comprehensive income as defined by
Financial Accounting Standards Board FASB Accounting Standards Codification ASC Topic

220 Comprehensive Income and its net income as presented in the Statement of Income

Income Taxes

Investors is included in the Parents consolidated federal income tax return In accordance with

the tax-sharing agreement its income tax expense or benefit is generally computed as if

Investors was filing separate federal income tax return Federal income tax balances

recoverable or payable are due from or to the Parent

Deferred tax assets and liabilities are recognized for all future tax consequences attributable to

temporary differences between the financial statement carrying amounts of existing assets and

liabilities and their respective tax bases Deferred tax items include an allocation of temporary

differences from the Parent Deferred tax assets and liabilities are measured using enacted tax

rates expected to apply to taxable income in the ears in which those temporary differences are

expected to be recovered or settled The effect on deferred tax assets and liabilities of change

in tax rates is recognized in operations in the pericd that includes the enactment date

The Company evaluates deferred tax assets periodically to determine if they are realizable

Factors in the determination include the performance of the business including the ability to

generate capital gains from variety of sources and tax planning strategies If based on available

information it is more likely than not that the deferred income tax asset will not be realized then

valuation allowance must be established with corresponding charge to net income Charges

to establish valuation allowance could have an adverse effect on the Companys results of

operations and fmancial position

Fair Value Measurements

The Company adopted in accordance with FASJ3 ASC Topic 820 Fair Value Measurements

and Disclosures framework for measuring fair value that includes hierarchy used to classi1

the inputs used in measuring fair value

Fair value is defined as the exchange price that wuld be received for an asset or paid to transfer

liability an exit price in the principal or most advantageous market for the asset or liability in

an orderly transaction between market participants on the measurement date The hierarchy

prioritizes the inputs to valuation techniques used to measure fair value into three levels When

the inputs used to measure fair value fall within different levels of the hierarchy the level within

which the fair value measurement is categorized is based on the lowest level input that is

significant to the fair value measurement in its entirety



HORACE MANN INVESTORS INC

Notes to Financial Statements

December 31 2012

The carrying amount of the assets approximates fair value unless otherwise noted on the

Statement of Financial Condition The fair value of the financial assets carried at fair value were
measured using quoted market prices in active markets Level inputs

Subsequent Events

The Company has evaluated subsequent events through the date these statements were issued

Special Reserve Bank Account for the Exclusive Benefit of Customers

Common remitter funds are deposited into the special reserve bank account for the exclusive benefit of
customers and are remitted to the selling broker dealer by noon the following day No common remitter
funds were held at December31 2012

Transactions with Related Parties

Investors has common management and shares office facilities with the Parent and other subsidiaries and
is

party to several intercompany service agreements Under these agreements Investors paid $1481761
for the management administrative and data processing services and utilization of personnel in 2012
Intercompany balances are settled monthly Investors receives service fees for certain administrative

services performed for the Parent and other affiliated companies The terms of the service contracts are
determined by management and may be modified annually

Tn 2012 Jnvestors recognized $7481017 of commission income for the distribution of HMLIC variable

annuity contracts Investors also earned $25000 in administrative services fees from HMLIC

Income Taxes

Investors paid federal income tax of $78870 tothe Parent in 2012

Income tax asset

2012
Current

asset/liability 565
Deferred asset 18295
Net income tax asset $17.730



HORACE MANN INVESTORS INC

Notes to Financial Statements

December 31 2012

The temporary differences that give rise to the deferred tax balances at December 31 2012 were as

follows

Deferred tax assets

Pension and employee benefits 24316

Total gross deferred tax assets 24316
Deferred tax liabilities

Fixed assets 6.02

Total gross deferred tax liabilities 6.021

Net deferred tax asset 18.295

Based on the Companys historical earnings future expectations of adjusted taxable income as well as

reversing gross
deferred tax liabilities the Company believes it is more likely than not that gross deferred

tax assets will be fully realized and that valuation allowance with respect to the realization of the total

gross deferred tax assets is not necessary

At December 31 2012 the Company had no capital or net operating loss carryforwards

The components of the income tax expense were as follows

Current 88605

Deferred 2197
Total income tax expense 86.408

Income tax benefit differed from the expected tax computed by applying the federal corporate rate of 35%

to income before income taxes as follows

Expected federal tax on income 85662

Add deduct tax effects of

Allocated non-deductible expenses 1008

Provision to return adjustment 262
Total income tax expense 86.40

The Companys federal income tax returns for years prior to 2007 are no longer subject to examination by
theIRS

The Company records liabilities for uncertain tax filing positions in accordance with FASB ASC Topic

740 Income Taxes where it is more-likely-than-not that the
position will not be sustainable upon audit by

taxing authorities These liabilities are reevaluated routinely and are adjusted appropriately based upon

changes in facts or law The Company has no unrecorded liabilities from uncertain tax filing positions

10



HORACE MANN INVESTORS INC

Notes to Financial Statements

December31 2012

reconciliation of the beginning and ending amount of unrecognized tax benefits excluding interest and

penalties is as follows

2012

Balance as of the beginning of the year

Additions based on tax positions related to the current year

Additions for tax positions for prior year

Settlements

Reductions for tax positions for prior years

Balance as of the end of the year

The Companys effective tax rate would be affected to the extent there were unrecognized tax benefits that

could be recognized There are no positions for which it is reasonably possible that the total amount of

unrecognized tax benefit will significantly increase within the next 12 months

The Company classifies all interest and penalties as income tax expense As of December31 2012 the

Company has recorded $0 in liabilities for tax related interest and penalties on its Statement of Financial

Condition

Employee Pension and Postretirement Benefits

All of Investors personnel are employees of HMSC Salaries pension and related benefits are allocated by
IIMSC to Investors for these services Employees participate to the extent they meet the minimum

eligibility requirements in various benefit plans sponsored ly the Parent

After completing the first year of employment all employees participate in defined contribution plan
Under this plan the Parent makes contributions to each participants account based on eligible

compensation and years of service

In addition all employees of HMSC participate in 401k plan Beginning January 2002 The Parent

automatically contributes 3% of eligible compensation to each employees account which is 100% vested

at the time of the contribution Employees may voluntarily contribute up to 20% of their eligible

compensation into their account

Effective April 2002 participants stopped accruing benefits under the defined benefit and supplemental

defined benefits sponsored by the Parent but continue to retain the benefits they had accrued to date

Amounts earned under the defined benefit and supplemental defined benefit plans have been based on

years of service and the highest 36 consecutive months of earnings while under the plan

Net Capital Requirement

Investors as broker-dealer is subject to the SECs net capital requirements Those requirements prohibit

broker-dealer from engaging in any securities transaction at time when its aggregate indebtedness

exceeds 15 times its net capital as those terms are defined in Rule 5c3- or its net capital is less

than the minimumrequired At December 31 2012 Investors net capital and required net capital were

$599551 and $250000 respectively and its ratio of aggregate indebtedness to net capital was .11 to

11



Schedule

HORACE MA1N DWESTORS INC

Computation of Net Capital Pursuant to Rule 15c3-1

December 31 2012

Computation of net capital

Total stockholders equity from statement of fmancial

condition qualified for net capital 758766
Total nonallowable assets

Disiribution fees receivable 120846
Receivables from affiliated companies 7467
Haircut on securities 12607
Deferred tax assets 18295

159215

Net capital 599551

Computation of aggregate indebtedness accrued expenses 68505

Net capital requirement greater of 6.6 7% of aggregate indebtedness

or $250000 250000

Excess net capital 349551

Net capital less greater of 10% of aggregate

indebtedness or 120% of minimum dollar requirements 299551

Ratio of aggregate indebtedness to net capital .11 to

Note There are no material differences between the computation presented above and the computation
of net capital under Rule 5c3-1 as of December31 2012 filed by Investors in its Form X-1 7A-5
on January 25 2013

See accompanying independent auditors report

12



Schedule II

HORACE MANN INVESTORS INC

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

December31 2012

Credit balances

Free credit balances and other credit balances in customers security accounts

Monies borrowed collateralized by securities carried for the accourtts of customers
Monies payable against customers securities loaned

Customers securities failed to receive

Credit balances in firm accounts that are attributable to principal sales to customers
Market value of stock dividends stock splits and similar distributions receivable outstanding

over thirty calendar days

Market value of short security count differences over thirty calendar days old

Market value of short securities and credits not to be offset by longs or by debits in all

suspense accounts over thirty calendar days

Market value of securities of securities that are in transfer in excess of forty calendar days
and have not been confirmed to be in transfer by the transfer agent or the issuer

Total credit items

Debits balances

Debit balances in customers cash and margin accounts excluding unsecured accounts and
accounts doubtful of collection net of deductions pursuant to Rule 15c3-3

Securities borrowed to effectuate short sales by customers and securities borrowed to make

deivexy on customers securities failed to deliver

Failed to deliver of customers securities not older than 30 calendar days including debit balances
to continuous net settlement accounts

Margin required and on deposit with the options clearing corporation for all option contract written

or purchased in customers accounts

Other

Gross debits

Less percent charge

Total debit items

Reserve computation

Excess of total debits over total credits

Required deposit
None

Note There are no material differences between the computation presented above and the computation
for determination of reserve requirements as of December 31 2012 filed by Investors in its X-17A-5
on Januaiy 252013

See accompanying independent auditors report

13



Schedule ifi

HORACE MANN INVESTORS iNC
Information Relating to Possession or Control Requirements Pursuant to Rule 5c3-3

December 31 2012

Customers fully paid and excess margin securities not in the

respondents possession or control as of the
report date for which

instructions to reduce to possession or control had been issued as

of the
report date but for which the required action was not taken

by respondent within the time frames specified under Rule 5c3-3

Number of items

Customers fully paid securities and excess margin securities for

which instructions to reduce to possession or control had not been

issued as of the report date excluding items arising from

temporary lags which result from normal business operations

as permitted under Rule 15c3-3

Number of items

See accompanying independent auditors report
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KPMGLLP
Aon Center

Suite 5500

200 East Randolph Drive

Chicago IL 60601-6436

Report of Independent Registered Public Accounting Firm

on Internal Control Pursuant to Securities and Exchange Commission Rule 17a-5

The Board of Directors

Horace Mann Investors Inc

In planning and performing our audit of the financial statements of Horace Mann Investors Inc

the Company as of and for the year ended December 31 2012 in accordance with auditing

standards generally accepted in the United States of America we considered the Companys

internal control over financial reporting internal control as basis for designing our auditing

procedures for the purpose of expressing our opinion on the financial statements but not for the

purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal

control

Also as required by Rule 7a-5g of the Securities and Exchange Commission SEC we

have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of

compliance with such practices and procedures that we considered relevant to the objectives

stated in Rule 7a-5g in making the periodic computations of aggregate indebtedness or

aggregate debits and net capital under Rule 7a-3a 11 and for determining compliance with

the exemptive provisions of Rule 5c3-3 Because the Company does not carry securities

accounts for customers or perform custodial functions relating to customer securities we did not

review the practices and procedures followed by the Company in any of the following

Making the quarterly securities examinations counts verifications and comparisons and

the recordation of differences required by Rule 7a-1 and

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management re required to assess the expected

benefits and related costs of controls and of the practiceS and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs previously mentioned objectives Two of the objectives of internal control

and the practices and procedures are to provide management with reasonable but not absolute

assurance that assets for which the Company has responsibility are safeguarded against loss from

unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

KPM LLP is Delaware limited liability partnership

the U.S member firm of KPMG International Cooperative

KPMG International Swiss entity



statements in conformity with U.S generally accepted accounting principles Rule 7a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them

to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

deficiency in internal control exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect and correct misstatements on timely basis significant deficiency is

deficiency or combination of deficiencies in internal control that is less severe than material

weakness yet important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that

there is reasonable possibility that material misstatement of the companys financial

statements will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and would not necessarily identify all deficiencies in internal control that

might be material weaknesses We did not identify any deficiencies in internal control and

control activities for safeguarding securities that we consider to be material weaknesses as

defined previously

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding nd on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2012 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors

management the SEC and other regulatory agencies that rely on Rule 7a-5g under the

Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and is not

intended to be and should not be used by anyone other than these specified parties

WP

February 25 2013


