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7.1

STATEMENT AS OF MARCH 31, 2011 OF THE MML Bay State Life Insurance Company 

NOTES TO FINANCIAL STATEMENTS 
 
Note 1 – Summary of Significant Accounting Policies 

a. MML Bay State Life Insurance Company (the Company) recognizes statutory accounting practices prescribed or permitted by the 
State of Connecticut Insurance Department (the Department) for determining and reporting the financial condition and results of 
operations of an insurance company.  The National Association of Insurance Commissioners Accounting Practices and Procedures 
Manual (NAIC SAP) has been adopted as a component of prescribed or permitted practices by the Department.  The Company 
has adopted certain procedures that differ from NAIC SAP; however, such deviations are not believed to have a material impact on 
income, statutory surplus or risk-based capital.   
 
 

Note 2 – Accounting Changes and Corrections of Errors 
a. Under statutory accounting principles, corrections of prior year errors are recorded in current year surplus on a pretax basis with 

the associated tax impact reported separately through earnings.  For the three month period ended March 31, 2011, the Company 
recorded a net decrease to surplus of $1 million attributable to corrections of prior year errors and an associated tax benefit of less 
than $1 million in the Summary of Operations.  This decrease was due to a correction of policyholders’ reserves. 

 
b. Adoption of new accounting standards:   

In June 2010, the National Association of Insurance Commissioners (NAIC) clarified its intent on bifurcation of all realized gains 
and losses on sales of loan-backed and structured securities.  This new guidance requires a cash flow analysis at the date of sale 
to bifurcate the realized gain or loss between credit and noncredit.  The credit portion is recognized in the asset valuation reserve 
and the noncredit portion is deferred to the interest maintenance reserve.  This guidance was issued as a revision to Statement of 
Statutory Accounting Principles (SSAP) No. 43R, “Loan-backed and Structured Securities,” and was effective January 1, 2011.  
The adoption of this guidance did not have a significant impact on the Company’s financial statements. 
 
In October 2010, the NAIC modified the definitions of loan-backed and structured securities included in SSAP No. 43R.  The 
revised definition expands the requirement to include any securitized asset where the underlying cash flows are from all types of 
asset pools and not just those emanating from either mortgages or securities.  Regardless of the underlying collateral, each 
security structured through a special purpose entity, trust or limited liability company is expected to be reported as a SSAP No. 43R 
security, not as an issuer obligation under SSAP No. 26, “Bonds, excluding Loan-backed and Structured Securities.”  This 
guidance was effective January 1, 2011.  The adoption of this guidance did not have a significant impact on the Company’s 
financial statements.  
 
In October 2010, the NAIC revised guidance pertaining to disclosure of withdrawal characteristics.  These revisions expand the 
disclosure requirements for annuity actuarial reserves and deposit liabilities by withdrawal characteristics in accordance with the 
following categories:  general account, separate account with guarantees, separate account nonguaranteed and the total.  This 
guidance was issued as SSAP No. 51, “Life Contracts,” SSAP No. 52, “Deposit-Type Contracts” and SSAP No. 61, “Life, Deposit-
Type and Accident and Health Reinsurance” and was effective January 1, 2011.  The impact of this new guidance expands year 
end annuity disclosures and the Company plans to implement these additional disclosures as of December 31, 2011. 
 
In October 2010, the NAIC revised existing guidance pertaining to liabilities, contingencies and impairments of assets.  Such 
revisions require reporting entities to recognize, at the inception of a guarantee, a liability for the obligations it has undertaken in 
issuing the guarantee, even if the likelihood of having to make payments under the guarantee is remote.  This includes related 
party guarantees, except when the transaction is considered an “unlimited guarantee,” such as a rating agency requirement to 
provide a commitment to support a subsidiary, or a guarantee made on behalf of a wholly owned subsidiary.  New disclosures 
require a listing of all guarantees, the carrying amount of the liability, maximum exposure and any recourse provisions.  This 
guidance was issued as SSAP No. 5R, “Liabilities, Contingencies and Impairments of Assets,” and applies to all guarantees issued 
and outstanding as of December 31, 2011.  The Company is in the process of assessing the impact of this new guidance. 
 
 

Note 3 – Business Combinations and Goodwill 
No significant changes. 
 
 

Note 4 – Discontinued Operations 
No significant changes. 
 
 

Note 5 – Investments 
d. Loan-backed and structured securities: 

(1) No significant changes. 
 

(2) No significant changes. 
 

(3) No significant changes. 
 

(4) No significant changes. 
 

(5) No significant changes. 
 

(6) Loan-backed and structured securities recognized other-than-temporary impairments (OTTI) totaling less than $1 million.  
 

As of March 31, 2011, investments in structured and loan-backed securities for which an OTTI had not been recognized in 
earnings and which were in an unrealized loss position had a fair value of $15 million.  Structured and loan-backed 
securities in an unrealized loss position for less than 12 months had a fair value of $6 million and unrealized losses of less 
than $1 million.  Structured and loan-backed securities in an unrealized loss position greater than 12 months had a fair 
value of $9 million and unrealized losses of $2 million.  These structured and loan-backed securities were primarily 
categorized as industrial and miscellaneous and United States of America (U.S.) government securities. 
 
Refer to Note 36 "Impairment listing for loan-backed and structured securities" for CUSIP level detail of impaired 
structured securities (present value of cash flows is less than cost or amortized cost), including securities with recognized 
OTTI for noninterest related declines for which an interest related impairment has not yet been recognized. 

 
 

Note 6 – Joint Ventures, Partnerships and LLCs  
No significant changes. 
 
 

Note 7 – Investment Income 
No significant changes. 
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STATEMENT AS OF MARCH 31, 2011 OF THE MML Bay State Life Insurance Company 

NOTES TO FINANCIAL STATEMENTS 
 
Note 8 – Derivative Instruments 

No significant changes. 
 
 

Note 9 – Income Taxes 
As of the first quarter of 2011, the Company’s net admitted deferred tax asset increased by less than $1 million from December 31, 
2010.  This was due mainly to increased utilization of tax-planning strategies resulting from an increase in the Company’s 
forecasted taxable income.   
 
 

Note 10 – Information Concerning Parent, Subsidiaries and Affiliates 
No significant changes. 
 
 

Note 11 – Debt 
No significant changes. 
 
 

Note 12 – Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other 
Postretirement Benefit Plans 
No significant changes. 
 
 

Note 13 – Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations 
No significant changes. 
 
 

Note 14 – Contingencies 
e. All other contingencies: 

The Company is involved in litigation arising in and out of the normal course of business, which seeks both compensatory and 
punitive damages.  While the Company is not aware of any actions or allegations that should reasonably give rise to a material 
adverse impact to the Company’s financial position or liquidity, the outcome of litigation cannot be foreseen with certainty.  It is the 
opinion of management that the ultimate resolution of these matters will not materially impact the Company’s financial position or 
liquidity.  However, the outcome of a particular proceeding may be material to the Company’s operating results for a particular 
period depending upon, among other factors, the size of the loss or liability and the level of the Company’s income for the period. 
 
Monte K. Freeman (Freeman) filed a putative class action complaint against the Company in January 2010 in federal district court 
in Connecticut.  Freeman alleges that the Company breached its variable universal life insurance contract by deducting charges 
unrelated to mortality in the mortality component of its cost of insurance charges.  Upon the Company’s motion, the Connecticut 
court transferred the case to federal district court in New Jersey.  On January 4, 2011, the court issued an order, dated December 
22, 2010, granting the Company’s motion for summary judgment.  Freeman has appealed the decision. 
 
 

Note 15 – Leases 
No significant changes. 
 
 

Note 16 – Information About Financial Instruments With Off-Balance Sheet Risk and Financial Instruments With Concentrations 
of Credit Risk 
No significant changes. 
 
 

Note 17 – Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 
c. Wash sales: 

(1) In the course of the Company’s asset management, securities are sold and repurchased within 30 days of the sale date to 
enhance the Company’s yield on its investment portfolio. 

 
(2) The Company did not sell any securities at a loss or in a loss position with the NAIC Designation 3 or below through the 

three months ended March 31, 2011 that were reacquired within 30 days of the sale date. 
 
 

Note 18 – Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion of Partially Insured Plans 
No significant changes. 
 
 

Note 19 – Direct Premium Written/Produced By Managing General Agents/Third Party Administrators 
No significant changes. 
 
 

Note 20 – Fair Value Measurements 
For the period ended March 31, 2011, there were no significant changes to the Company’s valuation techniques. 
 
The following table presents the Company’s fair value hierarchy for financial instruments which are carried at fair value: 
 

Level 1 Level 2 Level 3 Total

Financial assets:

Cash equivalents and

short-term investments -$                 49$               -$                 49$               
Separate account assets 923               2,254            -                   3,177            

Total financial assets carried
at fair value  $            923  $         2,303  $                 -  $         3,226 

(In Millions)

March 31, 2011

 
For the period ended March 31, 2011 there were no significant transfers between Level 1 and Level 2. 
 



7.3
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NOTES TO FINANCIAL STATEMENTS 
 
Note 21 – Other Items 

g. Subprime mortgage related risk exposure: 
(3) Direct exposure through other investments: 
 

Residential mortgage-backed securities risk exposure: 
 
As of March 31, 2011 and December 31, 2010, the Company did not have any direct subprime exposure through the 
purchases of unsecuritized whole-loan pools. 
 
The actual cost reduced by paydowns, carrying value, fair value and related gross realized losses from OTTI of the 
Company’s investments with significant Alt-A and subprime exposure were as follows: 
 

Three Months Ended

March 31,

2011
Actual Carrying Fair 

Alt-A: Cost Value Value OTTI

a. Residential mortgage-backed securities  $                10  $                  8  $                  7  $                             - 

b. Commercial mortgage-backed securities                      -                      -                      -                                 - 

c. Collateralized debt obligations                      -                      -                      -                                 - 

d. Structured securities                      -                      -                      -                                 - 

e. Equity investment in subsidiary and controlled 

affiliates                      -                      -                      -                                 - 

f. Other assets                      -                      -                      -                                 - 

g. Total  $                10  $                  8  $                  7  $                             - 

(In Millions)

March 31, 2011

 
Three Months Ended

March 31,
2011

Actual Carrying Fair 

Subprime: Cost Value Value OTTI

a. Residential mortgage-backed securities  $                  8  $                  4  $                  4  $                             - 

b. Commercial mortgage-backed securities                      -                      -                      -                                 - 

c. Collateralized debt obligations                      -                      -                      -                                 - 

d. Structured securities                      -                      -                      -                                 - 

e. Equity investment in subsidiary and controlled 

affiliates                      -                      -                      -                                 - 

f. Other assets                      -                      -                      -                                 - 

g. Total  $                  8  $                  4  $                  4  $                             - 

(In Millions)

March 31, 2011

 
Year Ended

December 31,
2010

Actual Carrying Fair 

Alt-A: Cost Value Value OTTI

a. Residential mortgage-backed securities  $                10  $                  8  $                  7  $                           (1)

b. Commercial mortgage-backed securities                      -                      -                      -                                 - 

c. Collateralized debt obligations                      -                      -                      -                                 - 

d. Structured securities                      -                      -                      -                                 - 

e. Equity investment in subsidiary and controlled 

affiliates                      -                      -                      -                                 - 

f. Other assets                      -                      -                      -                                 - 

g. Total  $                10  $                  8  $                  7  $                           (1)

(In Millions)

December 31, 2010

 
Year Ended

December 31,
2010

Actual Carrying Fair 

Subprime: Cost Value Value OTTI

a. Residential mortgage-backed securities  $                  9  $                  4  $                  4  $                             - 

b. Commercial mortgage-backed securities                      -                      -                      -                                 - 

c. Collateralized debt obligations                      -                      -                      -                                 - 

d. Structured securities                      -                      -                      -                                 - 

e. Equity investment in subsidiary and controlled 

affiliates                      -                      -                      -                                 - 

f. Other assets                      -                      -                      -                                 - 

g. Total  $                  9  $                  4  $                  4  $                             - 

(In Millions)

December 31, 2010
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i. Risks related to credit markets:  
The Company has investments in structured products that are exposed primarily to the credit risk of corporate bank loans, 
corporate bonds or credit default swap contracts referencing corporate credit risk.  Most of these structured investments are 
backed by corporate loans and are commonly known as Collateralized Loan Obligations which are classified as Collateralized Debt 
Obligations (CDOs).  The portfolios backing these investments are actively managed and diversified by industry and individual 
issuer concentrations.  Due to the complex nature of CDOs and the reduced level of transparency to the underlying collateral pools 
for many market participants, the recovery in CDO valuations has generally lagged the overall recovery in the underlying assets.  
Management believes its scenario analysis approach, based on actual collateral data and forward looking assumptions, does 
capture the credit and most other risks in each pool.  However, in a rapidly changing economic environment the credit and other 
risks in each collateral pool will be more volatile and actual credit performance of each CDO investment may differ from our 
assumptions.   

 
Management’s judgment regarding OTTI and estimated fair value depends upon evolving conditions that can alter the anticipated 
cash flows realized by investors and is also affected by the illiquid credit market environment, which makes it difficult to obtain 
readily determinable prices for residential mortgage-backed securities and other investments, including leveraged loan exposure.  
Further deterioration in economic fundamentals, including factors such as high levels of unemployment and additional declines in 
the housing market, could affect management judgments regarding OTTI.  In addition, deterioration in market conditions may 
affect carrying values assigned by management.  These factors could negatively impact the Company©s results of operations, 
surplus and disclosed fair values. 

 
 

Note 22 – Events Subsequent 
The Company has evaluated subsequent events through May 12, 2011, the date the financial statements were available to be 
issued, and no events have occurred subsequent to the balance sheet date and before the date of evaluation that would require 
disclosure. 
 
 

Note 23 – Reinsurance 
No significant changes. 
 
 

Note 24 – Retrospectively Rated Contracts and Contracts Subject to Redetermination 
No significant changes. 
 
 

Note 25 – Change in Incurred Losses and Loss Adjustment Expenses 
The Company did not have any significant changes in the provision for incurred losses and loss adjustment expenses. 
 
 

Note 26 – Intercompany Pooling Arrangements 
No significant changes. 
 
 

Note 27 – Structured Settlements 
No significant changes. 
 
 

Note 28 – Health Care Receivables 
No significant changes. 
 
 

Note 29 – Participating Policies 
No significant changes. 
 
 

Note 30 – Premium Deficiency Reserves 
No significant changes. 
 
 

Note 31 – Reserves for Life Contracts and Deposit-Type Contracts 
No significant changes. 
 
 

Note 32 – Analysis of Annuity Actuarial Reserves and Deposit Liabilities by Withdrawal Characteristics 
No significant changes. 
 
 

Note 33 – Premium and Annuity Considerations Deferred and Uncollected 
No significant changes. 
 
 

Note 34 – Separate Accounts 
No significant changes.   
 
 

Note 35 – Loss/Claim Adjustment Expenses 
No significant changes. 
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Note 36 – Impairment Listing for Loan-Backed and Structured Securities 
 
The following are the total cumulative adjustments and impairments for loan-backed and structured securities since July 1, 2009 (please refer 
to Note 2b. “Accounting changes”): 
 

 
 
 

The following is the impairment listing for loan-backed and structured securities for the three months ended March 31, 2011: 
 

 
 
 
The following is the impairment listing for loan-backed and structured securities for the three months ended December 31, 2010: 
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The following is the impairment listing for loan-backed and structured securities for the three months ended September 30, 2010: 

 

 
 
 
The following is the impairment listing for loan-backed and structured securities for the three months ended June 30, 2010: 
 

 
 
 
The following is the impairment listing for loan-backed and structured securities for the three months ended March 31, 2010: 
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The following is the impairment listing for loan-backed and structured securities for the three months ended December 31, 2009: 

 

 
 
 

The following is the impairment listing for loan-backed and structured securities for the three months ended September 30, 2009: 
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