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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer ~ Non-accelerated filer ~
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x
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Item 1. Financial Statements

Assets

Investments:

PART I - FINANCIAL INFORMATION

TORCHMARK CORPORATION
CONSOLIDATED BALANCE SHEETS

(Dollar amounts in thousands except per share data)

Fixed maturities, available for sale, at fair value (amortized cost: 2006 - $8,595,062 ; 2005 - $8,411,635)
Equity securities, at fair value (cost: 2006 - $45,797 ; 2005 - $45,797)

Policy loans

Other long-term investments, at fair value

Short-term investments

Total investments

Cash

Securities lending collateral
Accrued investment income
Other receivables

Deferred acquisition costs and value of insurance purchased

Goodwill
Other assets
Separate account assets

Total assets

Liabilities and Shareholders Equity

Liabilities:
Future policy benefits

Unearned and advance premiums
Policy claims and other benefits payable

Other policyholders funds

Total policy liabilities

Deferred and accrued income taxes

Securities lending obligation
Other liabilities
Short-term debt

Long-term debt (fair value: 2006 - $413,571 ; 2005 - $427,280)

Due to affiliates
Separate account liabilities

Total liabilities
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March 31,

2006
(Unaudited)

$ 8,773,878
46,441
318,329
64,604
23,224

9,226,476

6,342
259,876
167,810
111,366

2,831,316
378,436
179,088

1,594,376

$ 14,755,086

$ 7,091,676
92,713
271,795
89,200

7,551,384

953,699
259,876
192,267
469,362
353,131
156,577
1,594,376

11,530,672

December 31,

2005

$ 8,836,642
48,047
316,829
71,570
118,310

9,391,398

19,297
257,390
158,225

67,262

2,768,404
378,436
168,100

1,560,391

$ 14,768,903

$ 7,001,052
91,758
257,771
89,229

7,439,810

1,011,048
257,390
176,151
381,505
353,263
156,577

1,560,391

11,336,135
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Shareholders equity:

Preferred stock, par value $1 per share - Authorized 5,000,000 shares; outstanding: -0- in 2005 and in 2004
Common stock, par value $1 per share - Authorized 320,000,000 shares; outstanding: (2006 - 104,874,748
issued, less 4,281,150 held in treasury and 2005 - 104,874,748 issued, less 1,305,849 held in treasury)
Additional paid-in capital

Accumulated other comprehensive income (loss)

Retained earnings

Treasury stock, at cost

Total shareholders equity
Total liabilities and shareholders equity

See accompanying Notes to Consolidated Financial Statements.

Table of Contents

0 0

104,875 104,875

511,691 508,713

117,547 269,084

2,727,336 2,621,552
(237,035) (71,456)

3,224,414 3,432,768

$14,755,086  $ 14,768,903
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Revenue:

Life premium
Health premium
Other premium

Total premium

Net investment income
Realized investment gains (losses)
Other income

Total revenue

Benefits and expenses:
Life policyholder benefits
Health policyholder benefits
Other policyholder benefits
Total policyholder benefits

Amortization of deferred acquisition costs
Commissions and premium taxes

Other operating expense

Interest expense

Total benefits and expenses

Income before income taxes
Income taxes

Net income
Basic net income per share:
Diluted net income per share:

Dividends declared per common share

See accompanying Notes to Consolidated Financial Statements.
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TORCHMARK CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited and in thousands except per share data)

Three Months Ended
March 31,
2006 2005
$ 380,869 $ 363,283
316,080 267,310
5,728 6,114
702,677 636,707
153,389 149,176
(6,196) (3,128)
7,138 239
857,008 782,994
250,546 240,276
223,339 177,199
6,269 6,698
480,154 424,173
92,069 88,722
40,560 37,193
44,264 39,033
15,990 14,736
673,037 603,857
183,971 179,137
(63,697) (61,294)
$ 120,274 $117,843
$ 1.17 $ 1.11
$ 1.16 $ 1.09
$ 0.11 $ 0.11
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TORCHMARK CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Unaudited and in thousands)

Net income

Other comprehensive income (loss):

Unrealized gains (losses) on securities:

Unrealized holding gains (losses) arising during period

Less: reclassification adjustment for gains (losses) on securities included in net income
Less: reclassification adjustment for amortization of discount and premium

Less: foreign exchange adjustment on securities marked to market

Unrealized gains (losses) on securities

Unrealized gains (losses) on other investments

Unrealized gains (losses) adjustment to deferred acquisition costs
Foreign exchange translation adjustments

Other comprehensive income (loss), before tax

Income tax benefit (expense) related to other comprehensive income (loss)
Other comprehensive income (loss)
Comprehensive income (loss)

See accompanying Notes to Consolidated Financial Statements
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Three Months Ended
March 31,
2006 2005
$ 120,274 $ 117,843
(254,688) (121,108)
4,084 (223)
1,899 952
908 1,255
(247,797) (119,124)
(1) 0
16,162 7,644
(1,475) (1,155)
(233,111) (112,635)
81,574 39,423
(151,537) (73,212)
$ (31,263) $ 44,631
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TORCHMARK CORPORATION

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited and in thousands)

Three Months Ended
March 31,

2006 2005
Cash provided from operations $ 210,124 $ 261,103
Cash provided from (used for) investment activities:
Investments sold or matured:
Fixed maturities available for sale - sold 28,748 4,878
Fixed maturities available for sale - matured, called, and repaid 68,480 111,040
Other long-term investments 3,996 967
Total investments sold or matured 101,224 116,885
Investments acquired:
Fixed maturities (287,545) (261,703)
Other long-term investments (1,534) (10,438)
Total investments acquired (289,079) (272,141)
Net (increase) decrease in short-term investments 95,086 71,920
Net effect of change in payable or receivable for securities (14,549) (46,155)
Disposition of properties 295 7
Additions to properties (1,370) (801)
Acquisitions of low-income housing tax credit interests (14,314) 0
Cash used for investment activities (122,707) (130,285)
Cash provided from (used for) financing activities:
Issuance of common stock 8,734 1,013
Additions to debt 88,072 50,467
Tax benefit from stock option exercises 1,270 0
Acquisition of treasury stock (177,735) (172,494)
Cash dividends paid to shareholders (11,395) (11,875)
Net receipts (withdrawals) from deposit product operations (9,318) 334
Cash used for financing activities (100,372) (132,555)
Net increase (decrease) in cash (12,955) (1,737)
Cash at beginning of year 19,297 10,651
Cash at end of period $ 6342 $ 8914

See accompanying Notes to Consolidated Financial Statements.

Table of Contents 8



Edgar Filing: TORCHMARK CORP - Form 10-Q

Table of Conten
TORCHMARK CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)
(Dollar amounts in thousands except per share data)
Note A Accounting Policies

The accompanying consolidated financial statements have been prepared in accordance with the instructions to Form 10-Q. Therefore, they do
not include all of the disclosures required by accounting principles generally accepted in the United States of America (GAAP). However, in the
opinion of management, these statements include all adjustments, consisting of normal recurring adjustments, which are necessary for a fair
presentation of the consolidated financial position at March 31, 2006, and the consolidated results of operations, comprehensive income and cash
flows for the periods ended March 31, 2006 and 2005.

Note B Stock Options

Certain employees, directors, and consultants have been granted options to buy shares of Torchmark stock, generally at the market value of the
stock on the date of grant, under the provisions of the Torchmark stock option plans. The options are exercisable during the period commencing
from the date they vest until expiring according to the terms of the grant. Options generally expire the earlier of employee termination or option
contract term, which ranges from seven to eleven years. Employee and consultant stock options generally vest one-half in two years and one-half
in three years. Formula-based director grants generally vest in six months. Stock options awarded in connection with compensation deferrals by
certain directors and executives generally vest over a range of six to ten years. All options vest immediately upon the attainment of age 65,
subject to a minimum vesting period of one year for employees or six months for directors. Torchmark generally issues shares for the exercise of
stock options from treasury stock. The Company generally uses the proceeds from option exercises to buy shares of Torchmark common stock in
the open market to reduce the dilution from option exercises. The majority of Torchmark s stock option grants are made annually in the fourth
quarter.

As of January 1, 2006, Torchmark adopted revised Financial Accounting Standards Board (FASB) Statement of Financial Accounting Standards
No. 123 Share-Based Payment (SFAS 123R). This Statement requires companies to recognize an expense in their financial statements for stock
options based on the fair value method. The fair value method requires that a fair value be assigned to a stock option on its grant date and that
this value be amortized over the grantees service period. Prior to January 1, 2006, Torchmark accounted for stock options in accordance with
SFAS 123 Accounting for Stock-Based Compensation as amended by SFAS 148  Accounting for Stock-Based Compensation — Transition. These
Statements permitted companies to choose between two methods of recording the expense for stock options in their financial statements; either

the fair value method, or the intrinsic value method, in accordance with Accounting Principles Board Opinion No. 25, Accounting for Stock
Issued to Employees (APB 25) and related interpretations. Under the intrinsic value method, compensation expense for
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TORCHMARK CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
(UNAUDITED)
(Dollar amounts in thousands except per share data)
Note B Stock Options (continued)

Torchmark s option grants was only recognized if the exercise price of the employee stock option was less than the market price of the
underlying stock on the date of grant. If a company elected to use the intrinsic value method, pro forma disclosures of earnings and earnings per
share were required as if the fair value method of accounting had been applied. Torchmark previously elected to account for its stock options
under the intrinsic value method and therefore computed and disclosed the required pro forma disclosures.

SFAS 123R provides for two alternative methods of adoption: the modified retrospective method and the modified prospective method. While
the modified retrospective method permits restatement of prior periods for comparability, Torchmark has elected to apply the modified

prospective method. The modified prospective method calls for unvested options as of January 1, 2006 and options granted after January 1, 2006

to be expensed in accordance with SFAS 123R after that date. Compensation expense under the fair value method for prior periods is not

reflected in the financial statements of those periods but is disclosed on a pro forma basis in the Notes to the Financial Statements as previously
reported. The table below presents Torchmark s pro forma earnings information as if stock options issued prior to January 1, 2006, were

expensed in prior periods.

Three Months Ended
March 31, 2005

Net income as reported $ 117,843
Stock-based compensation, as reported, net of tax benefit of $93 172
Effect of stock-based compensation, fair value method, net of tax benefit of $2,608 (4,843)
Pro forma net income $ 113,172
Earnings per share:
Basic as reported $ 1.11
Basic pro forma $ 1.06
Diluted as reported $ 1.09
Diluted pro forma $ 1.04

The fair value method as outlined by SFAS 123R requires the use of an option valuation model to value employee stock options. Torchmark has
elected to use the Black-Scholes valuation model for option expensing as it had done for previous pro forma

Table of Contents 10
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TORCHMARK CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
(UNAUDITED)
(Dollar amounts in thousands except per share data)
Note B Stock Options (continued)

expense disclosures. A summary of assumptions for options granted in the first quarter of 2006 and 2005 is as follows:

Three Months Ended Three Months Ended
March 31, 2006 March 31, 2005
Volatility factor 13.2% 16.8%
Dividend yield 8% 8%
Expected term (in years) 3.94 5.00
Risk-free rate 4.3% 3.6%

The adoption of SFAS 123R has not materially altered Torchmark s methodology of computing option expense from that used to prepare the pro
forma disclosures in previous years. Furthermore, at the present time, Torchmark does not plan to change its policies of stock option
compensation with respect to the number of grants, terms, or alternative instruments as a result of the adoption of SFAS 123R. At this time,
Torchmark anticipates that 2006 after-tax stock option expense will be approximately $4 million or $.04 per diluted share.

The effect of the adoption of SFAS 123R on selected line items is as follows for the three months ended March 31, 2006:

Increase

(Decrease)
Stock option expense * $ 1,707
Income before income taxes (1,707)
Income tax (benefit) 597)
Net income (1,110)
Cash flow from operations (1,270)
Cash flow from financing activities 1,270
Basic earnings per share (.01)
Diluted earnings per share (.01)

* No stock option expense was capitalized.
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TORCHMARK CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
(UNAUDITED)
(Dollar amounts in thousands except per share data)
Note B Stock Options (continued)

In the fourth quarter of 2005, the FASB issued FASB Staff Position No. 123R-3 (FSP123R3), providing an alternative method for accounting for
income taxes related to stock option expensing. SFAS 123R requires that tax benefits for book purposes previously recorded in excess of actual
tax benefits realized at the time of exercise, in addition to a cumulative pool of previously-realized actual tax benefits allowed by SFAS 123R,
must be charged to income. The alternative described in FSP123R3 is a simplified method of computing this cumulative pool of actual tax
benefits. Torchmark has elected the simplified alternative method. This election had no impact on Torchmark s net income in the three months
ended March 31, 2006.

A summary of option activity for the three-month period ended March 31, 2006 is presented below:

Weighted-
Average
Remaining
Weighted- Contractual
Average Term Aggregate
Exercise Intrinsic
Options Shares Price (in years) Value
Outstanding at January 1, 2006 9,912,735 $ 49.33
Granted 70,708 55.75
Exercised 222,151 39.31
Forfeited or expired 21,549 51.17
Outstanding at March 31, 2006 9,739,743 $ 49.60 6.31 $ 73,005
Exercisable at March 31, 2006 8,041,620 $ 49.50 6.19 $ 61,129

The weighted-average grant-date fair value of options granted during the three months ended March 31, 2006 was $9.46 per option compared
with $10.63 per option in the prior period. The total intrinsic value of options exercised during the three months of 2006 was $3.6 million,
compared with $498 thousand in the 2005 period.

Information about Torchmark s unrecognized stock-based compensation at March 31, 2006 is as follows:

Unrecognized compensation $ 11,840
Weighted average period of expected recognition (in years) 2.20

Table of Contents 12



Edgar Filing: TORCHMARK CORP - Form 10-Q

Table of Conten

TORCHMARK CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

(UNAUDITED)
(Dollar amounts in thousands except per share data)

Note B Stock Options (continued)

Cash received from the exercise of stock options was $8.7 million in the 2006 three months compared with $1.0 million in the 2005 period. The

actual tax benefit was $1.3 million and $174 thousand in the 2006 and 2005 three months, respectively.
Note C Earnings Per Share

A reconciliation of basic and diluted weighted-average shares outstanding is as follows:

Basic weighted average shares outstanding
Weighted average dilutive options outstanding

Diluted weighted average shares outstanding

Antidilutive shares*

*  Antidilutive shares are excluded from the calculation of diluted earnings per share.
Unless otherwise specified, earnings per share data is assumed to be on a diluted basis.

Table of Contents

For the three months ended

March 31,
2006 2005
102,642,670 106,421,227
878,538 1,856,711
103,521,208 108,277,938
1,012,442 990,893
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TORCHMARK CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
(UNAUDITED)
(Dollar amounts in thousands except per share data)

Note D Postretirement Benefit Plans

Components of Post-Retirement Benefit Costs

Three Months ended March 31,

Pension Benefits Other Benefits

2006 2005 2006 2005

Service cost - benefits earned during the period $ 2,080 $ 1905 $194 $196
Interest cost on benefit obligation 3,063 2,823 236 227
Expected return on assets (3,811) (3,586) 0 0
Amortization of prior service cost 9 9 0 0
Recognition of net actuarial (gain) loss 317 291 $ (7)) $ (74
Net periodic pension cost $ 1,658 $ 1442 $423 $349

As of March 31, 2006, Torchmark contributed $5 million to pension plans. The Company plans to contribute a total amount not to exceed $20
million in 2006.

Note E Business Segments

Torchmark is comprised of life insurance companies which market primarily individual life and supplemental health insurance products through
niche distribution systems to middle income Americans. To a limited extent, the Company also markets annuities. Torchmark s core operations
are insurance marketing and underwriting, and management of its investments. Insurance marketing and underwriting is segmented by the types
of insurance products offered: life, health and annuity. Management s measure of profitability for each insurance segment is insurance
underwriting margin, which is underwriting income before other income and insurance administrative expenses. It represents the profit margin
on insurance products before administrative expenses, and is calculated by deducting net policy obligations, commissions and other acquisition
expenses from premium revenue. Torchmark further views the profitability of each insurance product segment by the marketing groups that
distribute the products of that segment: direct response, independent, or captive/career agencies.

Investment management operations is the segment that includes the management of the investment portfolio, debt, and cash flow. Management s
measure of profitability for this segment is excess investment income, which is the income earned on the investment portfolio less the interest
credited on net policy liabilities and financing costs. Financing costs include the interest on Torchmark s debt and net cash settlements on
Torchmark s swap instruments. Other income and insurance administrative expense are classified in a separate Other segment.

10
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TORCHMARK CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
(UNAUDITED)
(Dollar amounts in thousands except per share data)
Note E Business Segments (continued)

As noted, Torchmark s core operations are insurance and investment management. The insurance segments issue policies for which premiums are
collected for the eventual payment of policy benefits. In addition to policy benefits, operating expenses are incurred including acquisition costs,
administrative expenses, and taxes. Because life and health contracts can be long term, premium receipts in excess of current expenses are
invested. Investment activities, conducted by the Investment segment, focus on seeking quality investments with a yield and term appropriate to
support the insurance product obligations. These investments generally consist of fixed maturities, and, over the long term, the expected yields
are taken into account when setting insurance premium rates and product profitability expectations. As a result, fixed maturities are generally
held for long periods to support the liabilities, and Torchmark generally expects to hold investments until maturity. Dispositions of investments
occur from time to time, generally as a result of credit deterioration, calls by issuers, or other factors the occurrence of which is usually beyond
the control of management. Torchmark does not engage in trading investments for profit. As a result, realized gains and losses from the
disposition of investments are incidental to operations and are not considered in insurance pricing or product profitability. While from time to
time these realized gains and losses could be material to net income in the period in which they occur, they have an immaterial effect on the
yield of the total investment portfolio. Further, because the proceeds of the disposals are reinvested in the portfolio, the disposals have little
effect on the size of the portfolio and the income from the reinvestments is included in net investment income. Therefore, management removes
realized investment gains and losses from results of core operations when evaluating the performance of the Company. For this reason, these
gains and losses are excluded from Torchmark s operating segments.

Torchmark has entered into several interest-rate swap agreements in connection with its debt issues to exchange its fixed-rate obligations for
variable rates. The cash inflows (outflows) from settlements of these swaps are considered to be reductions (additions) to Torchmark s financing
costs by management in the evaluation of the performance of its Investment segment, and is reported as such in this segment analysis. However,
because of accounting guidance requiring that all income components of non-hedged derivatives be recorded in the same line item as the
derivative s periodic adjustment to fair value, Torchmark reports cash settlements on all of its swaps as realized investment gains or losses in the
Consolidated Statements of Operations.

11
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TORCHMARK CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED
(UNAUDITED)
(Dollar amounts in thousands except per share data)
Note E Business Segments (continued)

As described in Note B Stock Options, Torchmark adopted accounting rule SFAS /23R at January 1, 2006 requiring stock option expensing. As a
result, an expense for stock options has been reported in the Consolidated Statement of Operations for 2006 based on the fair value method
specified by that Statement. There is no such expense charge in prior periods. Management considers stock option expense to be an expense of
the Parent Company. Therefore, stock option expense is treated as a Corporate expense in Torchmark s segment analysis.

Coverage under Torchmark s Medicare Part D prescription drug plan for Medicare beneficiaries began January 1, 2006. For GAAP, Part D
premiums are recognized evenly throughout the year when they become due but benefit costs are recognized when the costs are incurred. Due to
the design of the Part D product, premiums are evenly distributed throughout the year, but benefit costs are much higher earlier in the year. As a
result, under GAAP, benefit costs can exceed premiums in the first part of the year, but then be less than premiums during the remainder of the
year. For segment reporting purposes, Torchmark has elected to defer $23.0 million excess benefits incurred in the first quarter to later periods in
order to more closely match the benefit cost with the associated revenue. For the full year, the total premiums and benefits are expected to be the
same under this alternative method as they are under GAAP. The Company s presentation results in the underwriting margin percentage of each
quarter reflecting the expected margin percentage for the full year. In addition, GAAP recognizes in each quarter a risk-sharing premium
adjustment consistent with the contract as if the quarter represented an entire contract period. Torchmark did not include this $18.6 million
GAAP adjustment in this quarter for segment reporting purposes because Torchmark does not anticipate receiving a risk-sharing adjustment at
the end of the contract period and because its interim quarterly profit margins for Part D are based upon estimated full year profit margins.

In the first quarter of 2006, Torchmark received a pre-tax litigation settlement, net of expenses, of $6.3 million ($4.1 million after tax) from
litigation regarding a subsidiary disposed of several years ago. Management removes this settlement receipt when analyzing its ongoing core
results.

The following tables total the components of Torchmark s operating segments and reconcile these operating results to its pretax income and each
significant line item in its Consolidated Statements of Operations.

12
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TORCHMARK CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

Note E Business Segments (continued)

(UNAUDITED)

(Dollar amounts in thousands except per share data)

Reconciliation of Segment Operating Information to the Consolidated Statement of Operations

Revenue:

Premium

Net investment income
Other income

Total revenue

Expenses:

Policy benefits

Required interest on reserves
Amortization of acquisition costs
Commissions and premium tax
Insurance administrative expense(S)
Parent expense

Stock option expense

Financing costs:

Debt

Benefit from interest rate swaps

Total expenses

Subtotal
Non-operating items

Measure of segment profitability (pretax)
Deduct applicable income taxes

Segment profits after tax

Add back income taxes applicable to
segment profitability

Remove benefit from interest rate swaps
(included in Realized investment gains
(losses) )

Add (deduct) realized investment gains
(losses)

Add net proceeds from legal settlement(4)
Deduct Part D adjustment(1)

Table of Contents

For the three months ended March 31, 2006

Other &
Life Health Annuity Investment Corporate Adjustments
$380,869 $297,439 $ 5,728 $ 18,641(1)
$ 153,299 90(2)
$ 1,126 6,012(3,4)
380,869 297,439 5,728 153,299 1,126 24,743
250,546 200,334 6,269 23,005(1)
(88,865) (5,753) (7,095) 101,713
100,969 31,343 3,634 (43,877)
19,347 21,526 9 (322)(3)
40,135
2,422
1,707
15,900 90(2)
377)
281,997 247,450 2,817 73,359 44,264 22,773
98,872 49,989 2,911 79,940 (43,138) 1,970
(1,970)(1,4)
$ 98,872 $ 49,989 $ 2911 $ 79,940 $ (43,138) $ 0

Consolidated

$ 702,677

153,389
7,138

863,204

480,154
0
92,069
40,560
40,135
2,422
1,707

15,990
(377)

672,660

190,544
(1,970)

188,574

(64,770)

123,804

64,770

(377)

(6,196)
6,334
(4,364)
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Pretax income per Consolidated Statements
of Operations $ 183,971

(1) Medicare Part D items adjusted to GAAP from the segment analysis, which matches expected benefits with policy premium.

(2) Reclassification of interest amount due to adoption of FIN46R (accounting rule requiring deconsolidation of Trust Preferred Securities).
(3) Elimination of intersegment commission, $322 thousand.

(4) Legal settlement related to disposed subsidiary.

(5) Administrative expenses are not allocated to insurance segments.
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TORCHMARK CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

(UNAUDITED)

(Dollar amounts in thousands except per share data)

Note E Business Segments (continued)

Reconciliation of Segment Operating Information to the Consolidated Statement of Operations

Life
Revenue:
Premium $ 363,283
Net investment income
Other income
Total revenue 363,283
Expenses:
Policy benefits 240,276
Required interest on reserves (82,934)
Amortization of acquisition costs 94,996
Commissions and premium tax 18,178
Insurance administrative expense(2)
Parent expense
Financing costs:
Debt
Benefit from interest rate swaps
Total expenses 270,516
Measure of segment profitability (pretax) $ 92,767

Deduct applicable income taxes

Segment profits after tax

Add back income taxes applicable to segment
profitability

Remove benefit from interest rate swaps
(included in Realized investment gaines
(losses) )

Add (deduct) realized investment gains (losses)

Pretax income per Consolidated Statements of
Operations

Health

$267,310

267,310

177,199
(5,032)
30,319
19,368

221,854

$ 45,456

For the three months ended March 31, 2005

Annuity

$ 6,114

6,114

6,698
(7,706)
4,170

14

3,176

$ 2,938

Investment

$ 149,086

149,086

95,672
(40,763)

14,646
(2,864)

66,691

$ 82,395

Other &

Corporate Adjustments Consolidated

$
$ 606

606

36,134
2,899

39,033

$ (38,427) $

$ 636,707
90(1) 149,176
367)(3) 239

Q277) 786,122

424,173

0

88,722

367)(3) 37,193
36,134

2,899

90(1) 14,736
(2,864)

277) 600,993

0 185,129

(64,091)

121,038

64,091

(2,864)
(3,128)

$ 179,137

(1) Reclassification of interest amount due to adoption of FIN46R (accounting rule requiring deconsolidaton of Trust Preferred Securities).
(2) Administrative expenses are not allocated to insurance segments.
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Elimination of intersegment commission, $367 thousand.
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TORCHMARK CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

(UNAUDITED)

(Dollar amounts in thousands except per share data)

Note E Business Segments (continued)

The following table summarizes the measures of segment profitability for comparison. It also reconciles segment profits to net income.

Analysis of Profitability by Segment

(Dollar amounts in thousands)

Life insurance

Health insurance

Annuity

Other insurance:

Other income
Administrative expense
Investment

Corporate and adjustments

Pretax total
Applicable taxes

After-tax total

Reconciling items:

Remove benefit from interest rate swaps (after tax) from Investment Segment
Realized gains (losses) (after tax)

Part D adjustment (after tax)

Tax settlement

Net proceeds from legal settlement (after tax)

Net Income

15
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Three months ended Increase
March 31, (Decrease)
2006 2005 Amount %

$ 98,872 $ 92,767 $ 6,105 7
49,989 45,456 4,533 10
2911 2,938 @7 @@

1,126 606 520 86

(40,135) (36,134) (4,001) 11
79,940 82,395 (2,455) (3

(4,129) (2,899) (1,230) 42

188,574 185,129 3,445
(64,770)  (64,091) 679) 1

123,804 121,038 2,766 2

(245) (1,862) 1,617
(4,028) (1,333)  (2,695)

(2,836) 0 (2,836)
(538) 0 (538)
4,117 0 4,117

$120,274 $117,843 $ 2431 2
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Results of Operations

Summary of Operations. Torchmark s operations are segmented into its insurance underwriting and investment operations as described in Note
E Business Segments. The measures of profitability described in Note E are useful in evaluating the performance of the segments and the
marketing groups within each insurance segment, because each of Torchmark s distribution units operates in a niche market. These measures
enable management to view period-to-period trends, and to make informed decisions regarding future courses of action.

The tables in Note E Business Segments demonstrate how the measures of profitability are determined. Those tables also reconcile Torchmark s
revenues and expenses by segment to its major income statement line items for the three-month periods ended March 31, 2006 and 2005.
Additionally, this note provides a summary of the profitability measures that demonstrates year-to-year comparability and which reconciles
those measures to Torchmark s net income. That summary is reproduced below from the Consolidated Financial Statements to present
Torchmark s overall operations in the manner that management views the business.

16

Table of Contents 22



Edgar Filing: TORCHMARK CORP - Form 10-Q

Table of Conten
Analysis of Profitability by Segment

(Dollar amounts in thousands)

Three months ended Increase
March 31, (Decrease)

2006 2005 Amount %
Life insurance $ 98,872 $ 92,767 $ 6,105 7
Health insurance 49,989 45,456 4,533 10
Annuity 2,911 2,938 @7 @)
Other insurance:
Other income 1,126 606 520 86
Administrative expenses (40,135) (36,134) 4,001) 11
Investment 79,940 82,395 2,455 3)
Corporate and adjustments (4,129) (2,899) (1,230) 42
Pretax total 188,574 185,129 3,445
Applicable taxes (64,770) (64,091) (679) 1
After-tax total 123,804 121,038 2,766 2
Reconciling items:
Remove benefit from interest rate swaps (after tax) from Investment Segment* (245) (1,862) 1,617
Realized gains (losses) (after tax) (4,028) (1,333) (2,695)
Part D adjustment (after tax) (2,836) 0 (2,836)
Tax settlement (538) 0 (538)
Net proceeds from legal settlement (after tax) 4,117 0 4,117
Net income $120,274 $117,843 $ 2,431 2

* This item is included in Realized gains (losses) in the Consolidated Statements of Operations, but in the Segment analysis is included in the
Investment segment.

A discussion of operations by each segment follows later in this report. These discussions compare the first three months of 2006 with the same

period of 2005, unless otherwise noted.

Highlights, comparing the first three months of 2006 with the first three months of 2005. Net income per diluted share increased 6% to $1.16.
Included in 2006 net income is $1.1 million of after-tax stock option expense or $.01 per share compared with zero for the prior period. Also
included in net income are after-tax realized investment losses of $.04 per share in 2006 compared with $.01 per share in 2005. An offsetting
component of investment losses in both periods was net cash settlements on interest-rate swaps, which increased 2005 investment gains by $.02
per share, but had no material effect on 2006 gains per share.

Torchmark management uses two statistical measures as indicators of product sales over the near term: net sales and first-year collected
premium. Net sales is defined as annualized premium issued, net of cancellations in the first thirty days after issue, except in the case of Direct
Response, where net sales is annualized premium issued at the time the first full premium is paid after any introductory offer has expired.
Annualized premium issued is the gross premium expected to be received during the

17
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policies first year in force. Management believes that net sales is a useful indicator of the rate of acceleration of premium growth. First-year
collected premium is defined as the premium collected during the reporting period for all policies in their first policy year. First-year collected
premium takes lapses into account in the first policy year when lapses are more likely to occur, and thus is a useful indicator of how much new
premium is expected to be added to premium income in the future.

Torchmark s total premium income rose 10% to $703 million. Of this premium, $58 million related to Medicare Part D business which
Torchmark commenced writing in 2006. Excluding the Part D premium, premium increased 1%. Total net sales, including Medicare Part D, rose
178% in 2006 from $110 million to $307 million. Excluding the Part D net sales of $184 million, net sales in 2006 rose 11% to $123 million.
First-year collected premium rose 40%. However, excluding Part D collections of $39 million, 2006 first-year collected premium declined 1% to
$95 million.

Life insurance premium income grew 5% to $381 million. Life net sales declined 2% to $68 million. First-year collected life premium declined
5% to $54 million. Life underwriting margins increased 7% to $99 million due primarily to premium growth in two of the four major life
distribution groups.

Health insurance premium income, excluding Medicare Part D premium, declined 3% to $258 million. Health net sales, excluding Part D, rose
34% to $55 million, reflective of increased non-Medicare Supplement product sales. First-year collected health premium, excluding Part D, rose
6% to $40 million. Non-Part D Medicare Supplement net sales declined 19%, as competition in the Medicare Supplement market continues to be
a challenge.

Coverage under Torchmark s Medicare Part D prescription drug plan began on January 1, 2006. As management views this business,
policyholder premium was $39.1 million and underwriting income was $3.6 million in the first quarter of 2006. A reconciliation between how
management views Medicare Part D business and GAAP is found under the caption Medicare Part D in this report. Medicare Part D is a
component of Torchmark s health insurance segment.

Excess investment income per share increased 1% to $.77, but excess investment income declined $2 million to $80 million in the period. Net
investment income increased 3% or $4 million, but was offset by a $3 million increase in interest on net insurance policy liabilities and a $4
million increase in financing costs as a result of higher short-term rates. (For more information, refer to the discussion under the caption
Investments (excess investment income)).
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Excess investment income continues to be restrained by lower long-term yields available for investment in recent periods while at the same time
short-term rates have risen. Torchmark continues to make new investment acquisitions at yields lower than its average portfolio yield. Because
the spread between short-term rates and long-term rates has narrowed in recent periods, Torchmark changed its investment strategy in mid-2005
from investing almost exclusively in long-term bonds to investing in a combination of long and short-term bonds. The yield earned on the
fixed-maturity portfolio during the 2006 three months was 6.9%; however, the effective annual yield on new investments acquired during the
2006 period was 6.1%, compared with 6.5% in the prior-year period. The fixed-maturity portfolio at market value accounted for 95% of total
investments at March 31, 2006.

Torchmark acquired 3.2 million shares of the Company s common stock in the open market at a cost of $178 million ($55.59 average price per
share) during the 2006 period. Of the $178 million, $168 million was from excess operating cash flow, which was used to repurchase 3.0 million
shares, and $10 million was from the cash received from stock option exercises by current and former employees, including the Company s tax
benefits from the exercises. Proceeds from these option exercises were used to repurchase 178 thousand shares in order to minimize dilution

from the exercises. The Company has an on-going share repurchase program which began in 1986 and was reaffirmed at the July 28, 2005

Board of Directors meeting. With no specified authorization amount, management determines the amount of repurchases based on the amount of
the Company s excess cash flow, general market conditions, and other alternative uses.

A detailed discussion of Torchmark s operations follows.

Life insurance, comparing the first three months of 2006 with the first three months of 2005. Life insurance is Torchmark s predominant
segment, representing 54% of premium income and 65% of insurance underwriting margin in the first three months of 2006. In addition,
investments supporting the reserves for life business generate the majority of excess investment income attributable to the Investment segment.
Torchmark s life insurance premium income increased 5% to $381 million. The following table presents Torchmark s life insurance premium by
distribution method.
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Life Insurance
Premium by Distribution Method

(Dollar amounts in thousands)

Three months ended March 31,

Increase
2006 2005 (Decrease)
% of % of

Amount Total Amount Total Amount %
Direct Response $116,388 31 $105,302 29 $11,086 11
American Income Exclusive Agency 99,238 26 92,124 25 7,114 8
Liberty National Exclusive Agency 75,652 20 76,111 21 459 (1)
Military Agency 50,693 13 49,183 14 1,510 3
Other Agencies 38,898 10 40,563 11 (1,665) (4)
Total Life Premium $ 380,869 100 $363,283 100 $17,586 5

An indicator of new business production is net sales, as defined earlier in this report. Torchmark s net sales of life insurance declined 2% from
the same period of the prior year. An analysis of life net sales by distribution group is presented below.

Life Insurance
Net Sales by Distribution Method

(Dollar amounts in thousands)

Three months ended March 31,

Increase
2006 2005 (Decrease)
% of % of

Amount Total Amount Total Amount %0
Direct Response $29,957 44 $28,892 42 $ 1,065 4
American Income Exclusive Agency 20,765 31 20,517 30 248 1
Liberty National Exclusive Agency 11,211 16 11,399 16 (188) 2)
Military Agency 3,390 5 5,022 7 (1,632) (32)
Other Agencies 2,513 4 3,564 5 (1,051) (29)
Total Life Net Sales $ 67,836 100 $69,394 100 $(1,558) 2)

The impact on premium of net sales in the last twelve months is first-year collected premium. First- year collected life premium of $54 million
decreased 5% from the prior-year period. First-year collected life premium by distribution group is presented in the table below.
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Life Insurance
First-Year Collected Premium by Distribution Method

(Dollar amounts in thousands)

Three months ended March 31,

Increase
2006 2005 (Decrease)
% of % of
Amount Total Amount Total Amount %

Direct Response $20,392 37 $19,585 34 $§ 807 4
American Income Exclusive Agency 17,694 33 18,540 33 (846) ®)
Liberty National Exclusive Agency 9,057 17 9,287 16 (230) 2)
Military Agency 4,094 7 6,465 11 2,371) (37
Other Agencies 3,141 () 3,539 6 398) (1)
Total $54,378 100 $57.416 100 $(3,038) (®)]

The Direct Response operation is conducted through direct mail, co-op mailings and television solicitations. Direct Response s life premium
income rose 11% to $116 million, representing 31% of Torchmark s total life premium, the largest contribution of any distribution system. Both
net sales of $30 million and first-year collected premium of $20 million increased 4% over the prior year period.

A major market for the Direct Response channel is the sale of Direct Response life insurance to juveniles. Not only is the juvenile market an
important source of sales, but it also is a vehicle to reach the parents and grandparents of the juvenile policyholders. Parents and grandparents of
these juvenile policyholders are more likely to respond favorably to a Direct Response solicitation for life coverage on themselves than is the
general adult population. Also, both the juvenile policyholders and their parents are low acquisition-cost targets for sales of additional coverage
over time. Torchmark expects that sales to this demographic group will continue as one of Direct Response s premier markets.

The American Income Exclusive Agency markets primarily to members of labor unions, but also to credit unions and other associations. This
agency produced premium income of $99 million, an increase of 8%. Net sales rose 1% to $21 million while first-year collected premium
declined 5% to $18 million. Net sales is a lead indicator to changes in sales volume relative to first-year collected premium, in that it takes

twelve months to receive the full impact of premium growth for first-year collected premium. Growth in sales in Torchmark s captive agencies is
highly dependent on growing the size of the agency force. The American Income agent count stood at 2,257 at March 31, 2006, 11% higher than
at 2005 year end (2,027) and 5% above the count a year earlier (2,145). This agency continues to emphasize the recruiting of new agents,

focusing on a systematic, centralized internet recruiting program, and a new incentive program to reward growth in both recruiting and
production.
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The Liberty National Exclusive Agency markets life insurance to middle-income customers primarily in the Southeast, but has recently
expanded into several other states. Life premium income was $76 million, decreasing slightly from the 2005 period. Both net sales and first-year
collected premium declined 2% from the prior period, reflective of a decline in the number of agents from earlier periods. The Liberty Agency
had 1,694 producing agents at March 31, 2006, compared with 1,781 at December 31, 2005 and 1,719 at March 31, 2005. As is the case with all
of Torchmark s captive agencies, building the size of the agency force is critical to increased sales and the growth in premium generated by those
sales. The Liberty National agency is currently involved in a reorganization of its marketing leadership and has recently restructured its agent
compensation system to provide greater reward to productive agents and to establish production minimums as incentives for marginal agents.
Management believes that these changes will result in a more productive agency over the long-term.

The Military Agency is an independent agency comprised of former military officers who sell primarily to commissioned and

non-commissioned military officers and their families. Life premium in the Military Agency rose 3% to $51 million. This agency s sales have
been under pressure as it reorganizes its non-life (non-Torchmark) products. This reorganization included reduced commission rates on
non-Torchmark investment products, and resulted in a loss of 36% of this agency s producing agents appointed with Torchmark over the past two
years (27% since March 31, 2005). As a result, sales in this agency have fallen sharply. Net sales of $3.4 million declined 32% and first-year
collect