IDS LIFE INSURANCE COMPANY

MANAGEMENT'S DISCUSSION AND ANALY SIS OF CONSOLIDATED FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

2001 Compared to 2000:

Consolidated net loss was $65 million in 2001, compared to consolidated net income of $586 million in
2000. Consolidated loss before income tax benefit and cumulative effect of accounting change totaled
$189 million in 2001, compared with consolidated income before income tax expense of $807 millionin
2000. This decline was primarily the result of a$633 million increase in net pretax oss on investments
and a $245 million decrease in investment income.

Totd premiums and investment contract deposits received decreased to $5.8 hillion in 2001, compared
with $6.9 billion in 2000. The reduction is primarily due to lower variable annuity sales.

Tota revenues decreased to $2.1 hillion in 2001, compared with $3.0 hillion in 2000. The decrease was
primarily due to decreasesin net investment income and from the realized investments losses. Net
investment income, the largest component of revenues, decreased by $245 million from the prior year,
primarily reflecting credit related yield adjustments on fixed maturity investments and overall lower
investment yields.

Contractholder charges, which consist primarily of cost of insurance charges on universal life-type
policies, increased 12 percent to $490 million in 2001, compared with $438 million in 2000. This
increase reflects increased tota life insurance in force, which grew 10 percent to $108 billion at
December 31, 2001.

Net realized losses on investments were $650 million in 2001, compared to net redlized losses of $17
million in 2000. The net loss for the year was comprised of a $143 million pretax net lossin the first
quarter resulting primarily from the recognition of impairment losses and the sale of certain high-yidd
securities; a $227 million writedown in the second quarter to recognize the impact of higher default rate
assumptions on certain structured investments; a $262 million writedown of lower-rated securities (most
of which were sold during 2001) in the second quarter primarily in connection with the Company’s
decision to lower itsrisk profile by reducing the level of its high-yield fixed maturity investment

portfolio, dlocating holdings toward stronger credits, and reducing the concentration of exposure to
individual companies and industry sectors; and $18 million of other net losses primarily related to the sale
and write-down of investments.

Management and other fees decreased 21 percent to $473 million in 2001, compared with $598 million in
2000. This decresse reflects lower average separate account assets outstanding, resulting primarily from
equity market depreciation. The Company provides investment management services for many of the
mutual funds that are available as investment options for variable annuities and variable life insurance.
The Company also receives a mortality and expense risk fee from the separate accounts.

Total benefits and expenses increased dightly to $2.3 billion in 2001 from $2.2 billion in 2000. The
largest component of expenses, interest credited to policyholder accounts for universal life-type insurance
and investment contracts, decreased dightly to $1.1 billion, reflecting a dight decrease in fixed annuities
in force and lower interest crediting rates due to the lower interest rate environment. Amortization of
deferred policy acquisition costs (DACs) increased to $371 million in 2001, compared to $362 million in
2000. The increase was primarily due to DAC unlocking adjustments (see footnote one of the attached
financia statements for the definition of unlocking adjustments), which resulted in a net increase in
amortization of $33.6 million in 2001 and a net decrease in amortization of $12.3 million in 2000.
Amortization, excluding unlocking adjustments, was significantly lessin 2001 than in 2000, due
primarily to the significant drop in equity-based separate account values and associated fee revenue.
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Other insurance and operating expenses increased to $408 million in 2001, compared to $379 million in
2000. Thisincrease was primarily aresult of business growth and technology costs related to growth
initiatives.

2000 Compared to 1999:

Consolidated net income decreased 8 percent to $586 million in 2000, compared to $636 million in 1999.
Consolidated income before income taxes totaled $307 million in 2000, compared with $904 million in

1999. The decrease resulted primarily from a decrease in net investment income. This reflects decreases
in investments owned and decreased investment yields during 2000.

Totd premiums and investment contract deposits received increased to $6.9 billion in 2000, compared
with $5.0 billion in 1999. Thisincreaseis primarily due to an increase in variable annuity depositsin
2000.

Total revenues decreased to $3.0 billion in 2000, compared with $3.1 billion in 1999. Decreasesin net
investment income and net realized gains (losses) on investments were partially offset by increasesin
insurance premiums, contractholder charges and management and other fees. Net investment income, the
largest component of revenues, decreased by $189 million from the prior yesr, reflecting decreasesin
investments owned and investment yields.

Contractholder charges, which consist primarily of cost of insurance charges on universd life-type
policies, increased 6 percent to $438 million in 2000, compared with $412 million in 1999. Thisincrease
reflects increased total life insurance in force, which grew 10 percent to $98 hillion at December 31,
2000.

Net redlized loss on investments was $17 million in 2000, compared to a net realized gain of $27 million
in 1999. The loss was primarily due to the loss on sales and writedowns of fixed maturity investments.

Management and other fees increased 26 percent to $598 million in 2000, compared with $473 million in
1999. Thisisprimarily due to an increase in separate account fees, which grew 25 percent to $543
million a December 31, 2000, due to market appreciation and sales. The Company provides investment
management services for mutual funds used as investment options for variable annuities and variable life
insurance. The Company also receives a mortality and expense risk fee from the separate accounts.

Tota benefits and expenses increased dightly to $2.2 billion in 2000. The largest component of
expenses, interest credited to policyholder accounts for universal life-type insurance and investment
contracts, decreased dightly to $1.2 billion, reflecting a decrease in fixed annuities in force. Amortization
of deferred policy acquisition costs increased to $362 million, compared to $321 million in 1999. This
increase was due primarily to the impact of changing prospective separate account investment
performance assumptions.

Other insurance and operating expenses increased to $379 million in 2000, compared to $347 million in
1999. Thisincrease was primarily aresult of business growth and technology costs related to growth
initiatives.



Certain Critical Accounting Policies

In December 2001, The Securities and Exchange Commission (SEC) issued afinancia reporting release,
#FR-60, “ Cautionary Advice Regarding Disclosure About Critical Accounting Policies.” In this
connection, the following information has been provided about certain critical accounting policies that are
important to the Consolidated Financial Statements and that entail, to a significant extent, the use of
estimates, assumptions and the application of management’s judgment. These policies relate to the
recognition of impairment within the investment portfolio and deferred acquisition costs.

Generdly, investment securities are carried at fair value on the balance sheet. Gains and losses are
recognized in the results of operations upon disposition of the securities. In addition, losses are also
recognized when management determines that a decline in value is not temporary, which requires
judgment regarding the amount and timing of recovery. Typicaly, the Company defines an event of
impairment for debt securities as issuer default or bankruptcy. Fair value is generally based on quoted
market prices. However, the Company’s investment portfolio also contains structured investments of
various asset quality, including Collateralized Debt Obligations (CDOs) and Structured Loan Trusts
(backed by high-yield bonds and bank loans, respectively), which are not readily marketable. Asa
result, the carrying values of these structured investments are based on cash flow projections which
require a significant degree of judgment and as such are subject to change. If actua future cash flows are
less than projected, additional 1osses would be redlized.

The Company’s deferred acquisition costs (DACs) represent costs of acquiring new business, principaly
sdles and other distribution and underwriting costs, that have been deferred on the sale of annuity,
insurance, and certain mutual fund and long-term products. DACs are amortized over the lives of the
products, either as a constant percentage of projected earnings or as a constant percentage of projected
liabilities associated with such products. Such projections require use of certain assumptions, including
interest margins, mortdity rates, persistency rates, maintenance expense levels and, for variable products,
separate account performance. As actua experience differs from the current assumptions, management
considers on a quarterly basis the need to change key assumptions underlying the amortization models
prospectively. For example, if the stock market trend rose or declined appreciably, it could impact
assumptions made about separate account performance and result in an adjustment to income, either
positively or negatively. The impact on results of operations of changing prospective assumptions with
respect to the amortization of DACs s reflected in the period in which such changes are made.

Risk Management

The sengitivity analysis of two different types of market risk discussed below estimate the effects of
hypothetical sudden and sustained changes in the applicable market conditions on the ensuing year's
earnings, based on year-end positions. The market changes, assumed to occur as of year-end, are a 100
basis point increase in market interest rates and a 10% decline in the vaue of equity securities under
management. Computations of the prospective effects of hypothetical interest rate and equity market
changes are based on numerous assumptions, including relative levels of market interest rates and equity
prices, as well asthe levels of assets and ligbilities. The hypothetical changes and assumptions will be
different from what actually occur. Furthermore, the computations do not incorporate actions that
management could take if the hypothetical market changes actually occurred. As aresult, actual earnings
consequences will differ from those quantified below.

The Company primarily invests in fixed income securities over a broad range of maturities for the
purpose of providing fixed annuity clients with a competitive rate of return on their investments while
controlling risk, and to provide a dependable and targeted spread between the interest rate earned on



investments and the interest rate credited to contractholders accounts. The Company does not invest in
securities to generate trading profits.

The Company has an investment committee that holds regularly scheduled meetings and, when necessary,
gpecial meetings. At these meetings, the committee reviews models projecting different interest rate
scenarios, risk/return measures, and their effect on profitability. The objective of the committeeisto
structure the investment security portfolio based upon the type and behavior of products in the lighility
portfolio so as to achieve targeted levels of profitability within defined risk parameters and to meet
contractud obligations.

Rates credited to contractholders accounts are generally reset at shorter intervals than the maturity of
underlying investments. Therefore, margins may be negatively impacted by increasesin the generd level
of interest rates. Part of the committee's strategy includes the use of derivatives, such as interest rate caps,
swaps and floors, for risk management purposes. These derivatives protect margins by increasing
investment returns if there is a sudden and severe rise in interest rates, thereby mitigating the impact of an
increase in rates credited to contractholders accounts.

The negative effect on the Company’ s pretax earnings of a 100 basis point increase in interest rates,
which assumes repricings and customer behavior based on the application of proprietary models to the
book of business at December 31, 2001, would be approximately $12 million.

On acertain annuity product, the interest is credited to contractholders’ accounts based upon the relative
change in amajor stock market index between the beginning and end of the product’sterm. As a means
of hedging the Company’ s obligation under the provisions of this product, the committee' s strategy isto
purchase and write options on the major stock market index, and to purchase futures which are marked to
market daily and exchange traded, exposing the Company to no counterparty risk.

The amount of the fee income the Company receives is based upon the daily market value of the separate
account assets. As aresult, the Company’s fee income would be negatively impacted by a decline in the
equity markets. Another part of the committee’ s strategy is to use index options to manage the equity
market risk related to fee income. These derivatives help protect fee income by providing option income
when there is a significant decline in the equity markets.

The negative effect on the Company’s pretax earnings of a 10% decline in equity prices would be
approximately $30 million based on assets under management as of December 31, 2001.

Liquidity and Capital Resour ces

The liquidity requirements of the Company are met by funds provided by premiums, investment income,
proceeds from sales of investments as well as maturities and periodic repayments of investment principal.

The primary uses of funds are policy benefits, commissions and operating expenses, policy loans,
dividends and investment purchases.

The Company has available lines of credit with its parent aggregating $200 million ($100 million
committed and $100 million uncommitted). The line of credit is used Strictly as a short-term source of
funds. There were no borrowings outstanding at December 31, 2001. At December 31, 2001, there were
no outstanding reverse repurchase agreements.



At December 31, 2001, investments in fixed maturities comprised 80 percent of the Company's total
invested assets. Of the fixed maturity portfolio, approximately 42 percent isinvested in GNMA, FNMA
and FHLMC mortgage-backed securities which are considered AAA/Aaa quality.

At December 31, 2001, approximately 4 percent of the Company's investments in fixed maturities were
below investment grade bonds. These investments may be subject to a higher degree of risk than the
investment grade issues because of the borrower's generally greater sensitivity to adverse economic
conditions, such as recession or increasing interest rates, and in certain instances, the lack of an active
secondary market. Expected returns on below investment grade bonds reflect consideration of such factors.
The Company has identified those fixed maturities for which a declinein fair value is determined to be other
than temporary, and has written them down to fair value with a charge to earnings.

During 2001, the Company placed amgjority of its rated Collateralized Debt Obligation (CDO)
(obligations that are backed primarily by high-yield bonds) securities and related accrued interest,
(collectively referred to as transferred assets), having an aggregate book value of $675 million, into a
securitization trust. In return, the Company received $90 million in cash relating to sales to unaffiliated
investors and retained interests with allocated book amounts aggregating $586 million. The book amount
is determined by allocating the previous carrying value of the transferred assets between assets sold and
the retained interests based on their relative fair values. Fair values are based on the estimated present
value of future cash flows.

At December 31, 2001, net unredlized appreciation on available-for-sae fixed maturities included $386
million of gross unrealized appreciation and $251 million of gross unredlized depreciation. The Company
does not have any hdd-to-maturity fixed maturities at December 31, 2001.

At December 31, 2001, the Company had a reserve for losses for mortgage loans totaling $21 million and
for red estate investments totaling $nil.

In 2001, the Company received a capita contribution from its parent of $400 million.

The economy and other factors have caused a number of insurance companies to go under regulatory
supervision. This circumstance has resulted in assessments by state guaranty associations to cover losses
to policyholders of insolvent or rehabilitated companies. Some assessments can be partialy recovered
through a reduction in future premium taxes in certain states. The Company established an asset for
guaranty association assessments paid to those states allowing a reduction in future premium taxes over a
reasonable period of time. The asset is being amortized as premium taxes are reduced. The Company has
also estimated the potentia effect of future assessments on the Company's financial position and results of
operations and has established a reserve for such potential assessments.

The National Association of Insurance Commissioners has established risk-based capital standards to
determine the capital requirements of alife insurance company based upon the risks inherent in its
operations. These standards require the computation of a risk-based capita amount which is then
compared to a company's actua total adjusted capital. The computation involves applying factors to
various statutory financial data to address four primary risks: asset default, adverse insurance experience,
interest rate risk and externa events. These standards provide for regulatory attention when the
percentage of total adjusted capital to authorized control level risk-based capital is below certain levels.
As of December 31, 2001, the Company's total adjusted capital was well in excess of the levels requiring
regulatory attention.



Forward-L ooking Statements

Certain statements in item #7 of this Form 10-K Annua Report contain forward-looking statements
which are subject to risks and uncertainties that could cause results to differ materialy from such
statements. Readers are cautioned not to place undue reliance on these forward-looking statements,
which speak only as of the date on which they are made. The Company undertakes no obligation to
update publicly or revise any forward-looking statements. Important factors that could cause actua
results to differ materialy from the Company’ s forward-looking statements include, among other things,
changes in the ability of issuers of investment securities held by the Company to meet their debt
obligations, which could result in further losses in the Company’s investment portfolio.



IDS LIFE INSURANCE COMPANY
CONSOLIDATED BALANCE SHEETS
December 31,

(In thousands, except share amounts)

ASSETS 2001 2000
Investments:

Fixed maturities;

Held-to-maturity, a amortized cost (fair value: 2000, $6,471,798) $ - $ 6,463,613
Available-for-sae, at fair value (amortized cost: 2001,

$20,022,072; 2000, $12,929,870) 20,157,137 12,399,990
Common stocks 1,704 10,333
Mortgage |oans on real estate 3,680,344 3,738,091
Policy loans 619,571 618,973
Other investments 621,897 575,551
Tota investments 25,080,703 23,806,551
Cash and cash equivaents 1,150,251 316,974
Amounts recoverable from reinsurers 529,166 416,480
Amounts due from brokers 90,794 15,302
Other accounts receivable 46,349 42324
Accrued investment income 278,199 334,928
Deferred policy acquisition costs 3,107,187 2,951,655
Deferred income taxes, net 156,308 136,588
Other assets 123,246 80,054
Separate account assets 27,333,697 32,349,347
Total assets 7,895,900 $60.450,203

See notes to consolidated financia statements.



IDS LIFE INSURANCE COMPANY

CONSOLIDATED BALANCE SHEETS (continued)

December 31,

(In thousands, except share amounts)

LIABILITIES AND STOCKHOLDER'S EQUITY
Liabilities:

Future policy benefits:

Fixed annuities

Universal life-type insurance

Traditiond life insurance

Disability income and long-term care insurance
Policy clams and other policyholders’ funds
Amounts due to brokers
Other liabilities
Separate account liabilities

Totd liabilities
Commitments and contingencies
Stockholder's equity:
Capital stock, $30 par vaue per share;

100,000 shares authorized, issued and outstanding
Additiona paid-in capital

Accumulated other comprehensive income (loss), net of tax:

Net unrealized securities gains (losses)
Net unrealized derivative (losses)
Tota accumulated other comprehensive income (loss)
Retained earnings
Tota stockholder's equity

Totd liabilities and stockholder's equity

2001 2000
$19592273  $19417,446
3,433,904 3,410,871
241,165 232,913
1,227,172 1,012,247
71,879 52,067
1,740,031 446,347
437,017 463,561
27333697 32,349,347
54077138 57,384,799
3,000 3,000
688,327 288,327
85,549 (333,734)
(774) -
84,775 (333,734)
3,042,660 3,107,811
3,818,762 3,065,404
7895900  $60450203

See notes to consolidated financia statements.



IDS LIFE INSURANCE COMPANY

CONSOLIDATED STATEMENTS OF INCOME
Y ears ended December 31,
(In thousands)

REVENUES
Premiums:
Traditiond life insurance
Disability income and long-term care insurance

Totd premiums

Net investment income

Contractholder charges

Management and other fees

Net realized (loss) gain on investments

Tota revenues

BENEFITS AND EXPENSES
Death and other benefits:

Traditiond life insurance

Universal life-type insurance and investment

contracts

Disability income and long-term care insurance
Increasein liabilities for future policy benefits:

Traditiond life insurance

Disability income and long-term care insurance
Interest credited on universal life-type insurance and

investment contracts
Amortization of deferred policy acquisition costs
Other insurance and operating expenses

Total benefits and expenses

(Loss) income before income tax (benefit) expense and
cumulative effect of accounting change

Income tax (benefit) expense

(Loss) income before cumulative effect of accounting
change

Cumulative effect of accounting change (net of income
tax benefit of $11,532)

Net (loss) income

2001 2000 1999
$ 59415 $ 56187 $ 53790
255,428 231,311 201,637
314,843 287,498 255,427
1,485,688 1,730,605 1,919,573
489,583 438,127 411,994
473,406 598,168 473,108
(649.752) (16975) 26,608
2,113,768 3,037,423 3,086,710
35,519 29,042 29,819
175,247 131,467 118,561
44,725 40,246 30,622
7,231 5,765 7,311
123227 113,239 87,620
1,137,636 1,169,641 1,240,575
371,342 362,106 321,036
407,798 378,653 346,849
2,302,725 2,230,159 2,182,393
(188,957) 807,264 904,317
(145,222) 221,627 267,864
(43,735) 585,637 636,453
(21,416) - -
$ (65151) $ 585637  $ 636453

See notes to consolidated financia statements.



IDS LIFE INSURANCE COMPANY
CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY
For the three years ended December 31, 2001

(In thousands)

Baance, January 1, 1999
Comprehensive income:
Net income
Unredlized holding losses arising
during the year, net of deferred
policy acquisition costs of $28,444
and income taxes of $304,936

Reclassification adjustment for gains
included in net income, net of
income tax of $7,810

Other comprehensive loss

Comprehensive income

Cash dividends

Balance, December 31, 1999
Comprehensive income:

Net income

Unredlized holding gains arising
during the year, net of deferred
policy acquisition costs of
($5,154) and income taxes of
($46,921)

Reclassification adjustment for gains
included in net income, net of
income tax of $5,192

Other comprehensive income

Comprehensive income

Cash dividends

Balance, December 31, 2000

Accumulated
other
Additional comprehensive Total
Capital pad-in income (loss), Retained  stockholder’'s
Stock capital net of tax eanings equity

$3000 $283327 $ 169584  $2645721 $3,106,632
- - - 636,453 636,453

- - (566,311) - (566,311)

- - (14,503) - 14,503

- - (580,814) - (580,814)
55,639

- - - (350,000) (350,000)

3,000 288,327 (411,230) 2,932,174 2812271

- - - 585,637 585,637

- - 87,138 - 87,138

- - 9,642 - (9642

- - 77,496 - 77,496
663,133

- - - (410,000 (410,000
$3000 $283327 $(333734) $3107811 $3065404

See notes to consolidated financia statements.



IDS LIFE INSURANCE COMPANY

CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY (continued)
For the three years ended December 31, 2001

(In thousands)

Baance, December 31, 2000
Comprehensive income:

Net loss

Cumulative effect of adopting SFAS
No. 133, net of income tax benefit
of $626

Unredlized holding losses on
available-for-sale securities
arising during the year, net of
deferred policy acquisition costs
of ($20,191) and income taxes of
$15,037

Reclassification adjustment for losses
on available-for-sale securities
included in net loss, net of income
tax benefit of $228,003

Reclassification adjustment for losses
on derivatives included in net loss,
net of income tax benefit of
$4,038

Other comprehensive income

Comprehensive income

Capita contribution

Balance, December 31, 2001

Stock

Additiond
Capital pad-in
capital
$3,000 $ 288,327
- 400,000
$3000 $688327

Accumulated
other
comprehensive Total
income (loss), Retained  stockholder’'s
net of tax earnings equity
$(333734) $3107811  $3,065404
- (65,151) (65,151)
(1,162 - (1,162
(11,262 - (11,262)
423434 - 423,434
749 - 749
418509 - 418,509
353,358
$ 84,775 3042660 $ 3818762

See notes to consolidated financia statements.



IDS LIFE INSURANCE COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Y ears ended December 31,

(In thousands)

2001 2000 1999
CASH FLOWSFROM OPERATING ACTIVITIES
Net (loss) income $ (65151) $ 585,637 $ 636,453
Adjustments to reconcile net (10ss) income to net cash

provided by operating activities.
Cumulative effect of accounting change, net of tax 21,416 - -
Policy loans, excluding universd life-type insurance:

I ssuance (43,687) (61,313 (56,153)

Repayment 54,004 56,088 54,105
Change in amounts recoverable from reinsurers (112,686) (89,312) (64,908)
Change in other accounts receivable (4,025) 6,254 (615)
Change in accrued investment income 56,729 8521 23,125
Change in deferred policy acquisition costs, net (175,723) (291,634) (140,379)
Change in liabilities for future policy benefits for

traditiond life, disability income and long-term care

insurance 223177 206,377 153,157
Change in palicy clams and other policyholder’s funds 19,812 27,467 (45,709)
Deferred income tax (benefit) provision (246,205) 37,704 79,796
Change in other liabilities (24,509) (120,256) 169,395
Amortization of premium (accretion of discount), net 108,958 37,909 (17,907)
Net redlized loss (gain) on investments 649,752 16,975 (26,608)
Contractholder charges, non-cash (217,496) (151,745) (175,059)
Other, net (83,023 (9,279 (53249

Net cash provided by operating activities $161,343 $ 259,393 $ 583,369

See notes to consolidated financial statements.



IDS LIFE INSURANCE COMPANY
CONSOLIDATED STATEMENTS OF CASH FLOWS (continued)
Y ears ended December 31,

(In thousands)

2001 2000 1999
CASH FLOWSFROM INVESTING ACTIVITIES
Held-to-maturity securities:
Purchases $ - $ 4487 $ (3030
Maturities, sinking fund payments and calls - 589,742 741,949
Sales - 50,067 66,547
Avalable-for-sale securities:
Purchases (9,477,740) (1,4%4,010) (3,433,129)
Maturities, sinking fund payments and calls 2,706,147 1,019,403 1,442 507
Sales 5,493,141 1,237,116 1,691,389
Other investments, excluding policy loans:
Purchases (442,876) (706,082) (657,383)
Sales 370,636 435,633 406,684
Change in amounts due from brokers (75,492) (15,157) 182
Change in amounts due to brokers 1,293,684 298,236 (47,294)
Net cash (used in) provided by investing activities (132,500) 1,450,461 208,423
CASH FLOWSFROM FINANCING ACTIVITIES
Activities related to universal life-type insurance and
investment contracts:
Considerations received 2,088,114 1,842,026 2,031,630
Surrenders and other benefits (2,810,401) (3,974,966) (3,669,759)
Interest credited to account balances 1,137,636 1,169,641 1,240,575
Universd life-type insurance policy loans:
I ssuance (83,720) (134,107) (102,239)
Repayment 72,805 82,193 67,881
Capita contribution 400,000 - -
Dividends paid - (410,000) (350,000)
Net cash provided by (used in) financing activities 804,434 (1,425,213) (781,912)
Net increase in cash and cash equivalents 833,277 284,641 9,880
Cash and cash equivaents at beginning of year 316,974 32,333 22453
Cash and cash equivalents at end of year 1,150,251 $ 316974 $ 32333
Supplementd disclosures:
Income taxes paid $ - $225,704 $214,940
Interest on borrowings 23,688 3,299 4521

See notes to consolidated financia statements.
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IDS LIFE INSURANCE COMPANY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands)

1. Summary of significant accounting policies

Nature of business

IDS Life Insurance Company (the Company) is a stock life insurance company organized under the
laws of the State of Minnesota. The Company is a wholly-owned subsidiary of American Express
Financial Corporation (AEFC), which is awholly-owned subsidiary of American Express Company.
The Company serves residents of all states except New York. IDSLife Insurance Company of
New York isawhally-owned subsidiary of the Company and serves New York State residents. The
Company dso wholly-owns American Enterprise Life Insurance Company, American Centurion Life
Assurance Company, American Partners Life Insurance Company and American Express
Corporétion.

The Company's principal products are deferred annuities and universal life insurance, which are
issued primarily to individuals. It offers single premium and flexible premium deferred annuities on
both a fixed and variable dollar basis. Immediate annuities are offered aswell. The Company's
insurance products include universd life (fixed and variable), whole life, single premium life and
term products (including waiver of premium and accidental desth benefits). The Company aso
markets disability income and long-term care insurance.

Revenue Recognition

Profits on fixed deferred annuities are the excess of contractholder charges and investment income
earned from investment of contract considerations over interest credited to contract values,
amortization of deferred acquisition costs, and other expenses. Profits on variable deferred annuities
also include the excess of management and other fees over the costs of guaranteed benefits provided.
Contractholder charges include policy fees and surrender charges. Management and other fees
include investment management fees from underlying proprietary mutua funds, certain fee revenues
from underlying nonproprietary mutual funds and mortality and expense risk fees from the variable
annuity separate accounts.

Profits on fixed universal life insurance are the excess of contractholder charges and investment
income earned from investment of contract considerations over interest credited to contract values,
death and other benefits paid in excess of contract values, amortization of deferred acquisition costs,
and other expenses. Profits on variable universal life insurance aso include management and other
fees. Contractholder charges include the monthly cost of insurance charges, issue and administrative
fees and surrender charges. These charges also include the minimum death benefit guarantee fees
received from the variable life insurance separate accounts. Management and other fees include
investment management fees from underlying proprietary mutual funds, certain fee revenues from
underlying nonproprietary mutua funds and mortality and expense risk fees received from the

variable life insurance separate accounts.

Premiums on traditiond life, disability income and long-term care insurance policies are recognized
as revenue when due, and related benefits and expenses are associated with premium revenue in a
manner that results in recognition of profits over the lives of the insurance policies. This association
is accomplished by means of the provision for future policy benefits and the deferral and subsequent
amortization of policy acquisition costs.
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1. Summary of significant accounting policies (continued)

Basis of presentation

The accompanying consolidated financia statements include the accounts of the Company and its
whally-owned subsidiaries. All significant intercompany accounts and transactions have been
eliminated in consolidation.

The accompanying consolidated financia statements have been prepared in conformity with
accounting principles generally accepted in the United States which vary in certain respects from
reporting practices prescribed or permitted by state insurance regulatory authorities (see Note 4).
Certain prior year amounts have been reclassified to conform to the current year’ s presentation.

The preparation of financia statements in conformity with accounting principles generally accepted

in the United States requires management to make estimates and assumptions that affect the reported
amounts of assets and ligbilities and disclosure of contingent assets and liabilities at the date of the
financia statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates.

Investments - securities

Debt securities that the Company has both the positive intent and the ability to hold to maturity are
classfied as held-to-maturity and carried at amortized cost. All other debt securities and marketable
equity securities are classified as available-for-sale and carried at fair value. Unrealized gains and
losses on securities classified as available-for-sale are carried as a separate component of accumulated
other comprehensive income (loss), net of the related deferred policy acquisition costs and income
taxes. When evidence indicates there is a decline in a security’ s value, which is other than temporary,
the security is written down to fair value through a charge to current year’s earnings.

The Company’s investment portfolio contains structured investments, including Collateralized Debt
Obligations (CDO's) (obligations that are primarily backed by high-yield bonds), which are not

readily marketable. The carrying values of these investments are based on cash flow projections and,
as such, these values are subject to change. If actual cash flows are less than projected, losses would
be recognized; increases in cash flows would be recognized over future periods.

Resdlized investment gains or losses are determined on an identified cost basis.

Prepayments are anticipated on certain investments in mortgage-backed securities in determining the
constant effective yield used to recognize interest income. Prepayment estimates are based on
information received from brokers who deal in mortgage-backed securities.

Investments — mortgage loans on real estate

Mortgage loans on real estate are carried at amortized cost less reserves for losses. The estimated fair
value of the mortgage loans is determined by discounted cash flow analyses using mortgage interest
rates currently offered for mortgages of similar maturities.
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1. Summary of significant accounting policies (continued)

Impairment of mortgage loans is measured as the excess of the loan’s recorded investment over its
present value of expected principal and interest payments discounted at the loan’s effective interest
rate, or the fair value of collateral. The amount of the impairment is recorded in areserve for losses.
The reserve for lossesis maintained at alevel that management believes is adequate to absorb
estimated losses in the portfolio. The level of the reserve account is determined based on severa
factors, including historica experience, expected future principal and interest payments, estimated
collateral vaues, and current economic and political conditions. Management regularly evaluates the
adequacy of the reserve for mortgage loan losses.

The Company generally stops accruing interest on mortgage loans for which interest payments are
delinquent more than three months. Based on management’ s judgment as to the ultimate
collectability of principal, interest payments received are either recognized as income or applied to
the recorded investment in the [oan.

Policy loans

Policy loans are carried at the aggregate of the unpaid loan balances, which do not exceed the cash
surrender values of the related policies.

Cash and cash equivalents

The Company considers investments with a maturity at the date of their acquisition of three months or
less to be cash equivaents. These securities are carried principaly at amortized cost, which
approximates fair value.

Deferred policy acquisition costs

The costs of acquiring new business, principally sales compensation, policy issue costs, underwriting
and certain sales expenses, have been deferred on insurance and annuity contracts. The deferred
acquisition costs for most single premium deferred annuities and installment annuities are amortized
using the interest method. The costs for universal life and variable universal life insurance and
certain installment annuities are amortized as a percentage of the estimated gross profits expected to
be realized on the policies. For traditiona life, disability income and long-term care insurance
policies, the costs are amortized over an appropriate period in proportion to premium revenue.

Amortization of deferred policy acquisition costs requires the use of assumptions including interest
margins, mortaity margins, persistency rates, maintenance expense levels and, for variable products,
separate account performance. For fixed and variable universal life insurance and deferred annuities,
actual experience is reflected in the Company’ s amortization models monthly. As actual experience
differs from the current assumptions, management considers the need to change key prospective
assumptions underlying the amortization models. The impact of changing prospective assumptionsis
reflected in the period that such changes are made and is generally referred to as an unlocking
adjustment. Unlocking adjustments resulted in a net increase in amortization of $33,600 in 2001 and
net decreases in amortization of $12,300 in 2000 and $56,800 in 1999.
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1. Summary of significant accounting policies (continued)

In amortizing deferred policy acquisition costs associated with variable annuities, the Company
assumes contract values will appreciate at a specified long-term annua rate. The Company may
project near-term appreciation at a different rate in order to maintain the long-term rate assumption.

Liabilities for future policy benefits

Liabilities for fixed and variable universal life insurance and fixed and variable deferred annuities are
accumulation values.

Liabilities for equity indexed deferred annuities issued in 1997 and 1998 are equa to the present
value of guaranteed benefits and the intrinsic value of index-based benefits. Liabilities for equity
indexed deferred annuities issued in 1999 or later are equal to the accumulation of host contract
values covering guaranteed benefits and the market value of embedded equity options.

Liabilities for fixed annuities in a benefit status are based on established industry mortality tables and
interest rates ranging from 5% to 9.5%, depending on year of issue.

Liabilities for future benefits on traditiond life insurance are based on the net level premium method,
using anticipated mortality, policy persistency and interest earning rates. Anticipated mortality rates
are based on established industry mortality tables. Anticipated policy persstency rates vary by policy
form, issue age and policy duration with persistency on cash vaue plans generally anticipated to be
better than persistency on term insurance plans. Anticipated interest rates range from 4% to 10%,
depending on policy form, issue year and policy duration.

Liabilities for future disability income and long-term care policy benefits include both policy reserves
and claim reserves. Policy reserves are based on the net level premium method, using anticipated
morbidity, mortality, policy persistency and interest earning rates. Anticipated morbidity and
mortdity rates are based on established industry morbidity and mortdity tables. Anticipated policy
persistency rates vary by policy form, issue age, policy duration and, for disability income policies,
occupation class. Anticipated interest rates for disability income and long-term care policy reserves
are 3% t0 9.5% at policy issue and grade to ultimate rates of 5% to 7% over 5 to 10 years.

Claim reserves are caculated based on claim continuance tables and anticipated interest earnings.
Anticipated claim continuance rates are based on established industry tables. Anticipated interest
rates for claim reserves for both disability income and long-term care range from 5% to 8%.
Reinsurance

Reinsurance premiums and benefits paid or provided are accounted for on a basis consistent with
those used in accounting for original policies issued and with the terms of the reinsurance contracts.

The maximum amount of life insurance risk retained by the Company is $750 on any policy insuring

asgngle life and $1,500 on any policy insuring ajoint-life combination. The Company retains 20% of
the mortality risk on new variable universal life insurance policies and 10% of the risk on new
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1. Summary of significant accounting policies (continued)

term insurance policies. Risk not retained is reinsured with other life insurance companies, primarily
on ayearly renewable term basis. Long-term care policies are primarily reinsured on a coinsurance
basis. The Company retains all accidenta death benefit, disability income and waiver of premium
risk.

Federal income taxes

The Company's taxable income is included in the consolidated federal income tax return of American
Express Company. The Company provides for income taxes on a separate return basis, except that,
under an agreement between AEFC and American Express Company, tax benefit is recognized for
losses to the extent they can be used on the consolidated tax return. It is the policy of AEFC and its
subsidiaries that AEFC will reimburse subsidiaries for al tax benefits.

Separate account business

The separate account assets and liabilities represent funds held for the exclusive benefit of the
variable annuity and variable life insurance contract owners. The Company receives investment
management fees from the proprietary mutual funds used as investment options for variable annuities
and variable life insurance. The Company receives mortality and expense risk fees from the separate
accounts.

The Company makes contractual mortality assurances to the variable annuity contract owners that the
net assets of the separate accounts will not be affected by future variations in the actual life
expectancy experience of the annuitants and beneficiaries from the mortality assumptions implicit in
the annuity contracts. The Company makes periodic fund transfers to, or withdrawals from, the
separate account assets for such actuarial adjustments for variable annuities that are in the benefit
payment period. The Company aso guarantees that the rates at which administrative fees are
deducted from contract funds will not exceed contractual maximums.

For variable life insurance, the Company guarantees that the rates at which insurance charges and
administrative fees are deducted from contract funds will not exceed contractual maximums. The
Company aso guarantees that the death benefit will continue to be payable at the initial level
regardless of investment performance so long as minimum premium payments are made.

Accounting devel opments

In July 2000, the FASB's Emerging Issues Task Force (EITF) issued a consensus on |ssue 99-20,
“Recognition of Interest Income and Impairment on Purchased and Retained Beneficial Interestsin
Securitized Financial Assets’. The Company adopted the consensus as of January 1, 2001. |ssue 99-
20 prescribes new procedures for recording interest income and measuring impairment on retained
and purchased beneficia interests. The consensus primarily affects certain high-yield investments
contained in structured securities. Adoption of the consensus required the Company to adjust the
carrying amount of these investments downward by $21,416, net of tax, upon adoption. See Note 2
for further discussion.
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1. Summary of sgnificant accounting policies (continued)

Effective January 1, 2001, the Company adopted Statement of Financial Accounting Standards No.
133, “Accounting for Derivative Instruments and Hedging Activities,” as amended (SFAS No. 133),
which requires an entity to recognize al derivatives as either assets or liabilities on the balance sheet
and measure those instruments at fair value. Changesin the fair value of a derivative are recorded in
earnings or directly to equity, depending on the instrument's designated use. The adoption of SFAS
No. 133 on January 1, 2001, resulted in a cumulative after-tax reduction to other comprehensive
income of $1,162. The cumulative impact to earnings was not significant. See Note 8 for further
discussion of the Company’s derivative and hedging activities.

SFAS No. 133 aso provided a one-time opportunity to reclassify held-to-maturity security
investments to available-for-sale without tainting the remaining securities in the held-to-maturity
portfolio. The Company elected to take the opportunity to reclass dl its held-to-maturity investments
to available-for-sale.

The Company adopted SFAS No. 140, “ Accounting for Transfers and Servicing of Financial Assets
and Extinguishments of Liabilities,” which superceded SFAS No. 125. The Statement was effective
for transfers and servicing of financia assets and extinguishments of liabilities occurring after March
31, 2001. The Statement was effective for recognition and reclassification of collateral and for
disclosures relating to securitization transactions and collateral for fiscal years ending after December
15, 2000. The impact on the Company’s financial position or results of operations of adopting the
Statement was not significant.

2. Investments
Securities
Pursuant to the adoption of SFAS No. 133 the Company reclassified al held-to-maturity securities
with a carrying vaue of $6,463,613 and net unrealized gains of $8,185 to available-for-sale as of
January 1, 2001.

The following is a summary of securities available-for-sale at December 31, 2001

Gross Gross
Amortized Unredlized Unredlized Far
Fixed maturities. Cost Gains L osses Vaue
U.S. Government agency
obligations $ 310714 $ 2190 $ 56 $ 33208
State and municipa obligations 7,826 149 - 7975
Corporate bonds and obligations 11,658,888 276,332 218,365 11,716,855
Mortgage-backed securities 8,292,576 103,109 32,801 8,362,834
Foreign government bonds and
obligations 31,708 4,507 - 36,215
Tota fixed maturity securities 022,072 $386.287 $251,222 $20.157,137
Common stocks $ 805 $ 899 $ - $ 1,704
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2.

Investments (continued)

The amortized cost and fair value of fixed maturity securities at December 31, 2001 by contractual

maturity are asfollows:

Due within one year

Due from oneto five years

Due from five to ten years

Due in more than ten years

Mortgage-backed securities
Total

Amortized Far

Cost Value
$ 1,093,557 $ 1,114,618
2,885,509 3,007,435
5,503,284 5,519,538
2,247,146 2,152,612
8,292576 8,362,834
$20,022.072 $20,157,137

The timing of actual receipts may differ from contractua maturities because issuers may cal or

prepay obligations.

The following is a summary of held-to-maturity and available-for-sale securities at December 31,

2000:

Hed-to-maturity
U.S. Government agency obligations
State and municipa obligations
Corporate bonds and obligations
Mortgage-backed securities

Tota fixed maturity securities

Avalable-for-sale
Fixed maturities:
U.S. Government agency
obligations
State and municipa obligations
Corporate bonds and obligations
Mortgage-backed securities
Tota fixed maturity securities

Common stocks

Gross Gross
Amortized Unrealized Unredized Far
Cost Gans L osses Vaue
$ 38302 $ 345 % 80 $ 41677
7,678 16 - 7,694
5,248,517 111,466 114,330 5,245,653
1,169,116 9,130 1472 1,176,774
6.463.613 124,067 $ 115,882 $6.471,798
Gross Gross
Amortized Unrealized Unredized Far
Cost Gans L osses Vaue
$ 96,408 $ 6134 $ 268 $ 102,274
12,848 247 - 13,095
7,586,423 123,691 693,303 7,016,811
5,234,191 57,697 24,078 5,267,810
$12.929.870 $187.769 $717.649 $12.399,990
$ 11.829 $ - $ 149 $ 10,333

At December 31, 2001, bonds carried at $14,639 were on deposit with various states as required by

law.

At December 31, 2001, fixed maturity securities comprised approximately 80 percent of the
Company’stotal investments. These securities are rated by Moody's and Standard & Poor's (S& P),
except for approximately $2.6 billion of securities which are rated by AEFC’sinternal analysts using
criteriasmilar to Moody's and S&P. A summary of fixed maturity securities, at amortized cost, by

rating on December 31, is asfollows:
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2.

I nvestments (continued)

Rating 2001 2000
AaalAAA $ 8977075 $ 6,559,188
AaalAA - 32,001
AalAA 261,252 220,446
AalA 372,120 327,147
AlA 2,602,027 2,494,621
A/BBB 911,477 747,636
Baa/BBB 5,904,013 5,828,847
Baa/BB 274,228 287,583
Below investment grade 719,880 2,896,014

Total $ 20,022.072 $19,393.483

At December 31, 2001, approximately 93 percent of the securities rated AaalAAA are GNMA,
FNMA and FHLMC mortgage-backed securities. No holdings of any other issuer were greater than
ten percent of stockholder’s equity.

During the years ended December 31, 2000 and 1999, fixed maturities classified as held-to-maturity
were sold with amortized cost of $53,169 and $68,470, respectively. Net gains and losses on these
sdes were not significant. The sale of these fixed maturities was due to significant deterioration in
the issuers' credit worthiness.

Available-for-sale securities were sold during 2001 with proceeds of $5,493,141 and gross redlized
gains and losses of $116,485 and $767,144, respectively. Available-for-sale securities were sold
during 2000 with proceeds of $1,237,116 and gross redlized gains and losses of $25,101 and $10,267,
respectively. Available-for-sale securities were sold during 1999 with proceeds of $1,691,389 and
gross redlized gains and losses of $36,568 and $14,255, respectively.

The net unredlized gain (loss) on available-for-sale securities as of December 31, 2001 and 2000, was
$135,964 and ($531,376), respectively, with the $667,340 change, net of taxes and deferred policy
acquisition costs, reflected as a separate component in accumulated other comprehensive income for
the year ended December 31, 2001. For the year ended December 31, 2000 the change in net
unrealized losses on available-for-sal e securities was a decrease of $122,196. For the year ended
December 31, 1999 the change in net unrealized gain on available-for-sale securities was a decrease
of $921,920.

During 2001, the Company recorded pretax losses of $828,175 to recognize the impact of higher
default rate assumptions on certain structured investments; to write down lower rated securities (most
of which were sold during 2001) in connection with Company’s decision to lower itsrisk profile by
reducing the level o its high-yield portfolio, alocating holdings toward stronger credits, and reducing
the concentration of exposure to individual companies and industry sectors, to write down certain
other investments; and, to adopt EITF Issue 99-20, as previoudy discussed. Within the Consolidated
Statements of Income, approximately $623,958 of these losses are included in Net realized (losses)
gains on investments and approximately $171,269 are included in Net investment income, with the
remaining losses recorded as a cumulative effect of accounting change.
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2.

Investments (continued)

During 2001, the Company placed a mgjority of its rated Collateralized Debt Obligation (CDO)
(obligations that are backed primarily by high-yield bonds) securities and related accrued interest,
(collectively referred to as transferred assets), having an aggregate book value of $675,347, into a
securitization trust. In return, the Company received $89,535 in cash relating to sales to unaffiliated
investors and retained interests with alocated book amounts aggregating $585,812. The book amount
is determined by allocating the previous carrying value of the transferred assets between assets sold
and the retained interests based on their relative fair values. Fair values are based on the estimated
present value of future cash flows.

There was no cash flow related to this transaction other than the receipt of theinitial $89,535. Cash
flows on the assets sold to investors and retained interests are not scheduled to begin until March 31,
2002 in accordance with governing documents.

Included in Other investments are affordable housing investment credits, trading securities, and real
estate.

Fair values of investments represent quoted market prices and estimated val ues when quoted prices
are not available. Estimated values are determined by established procedures involving, among other
things, review of market indices, price levels of current offerings of comparable issues, price
estimates, estimated future cash flows and market data from independent brokers.

Mortgages loans on rea estate

At December 31, 2001, approximately 15 percent of the Company’s investments were mortgage loans
on real estate. Concentration of credit risk by region of the United States and by type of real estate
are as follows

December 31, 2001 December 31, 2000
On Balance Funding On Balance Funding
Region Shest Commitments Sheet Commitments

East North Central $ 670,387 $ 1873 $ 691,694 $ 18,868
West North Centrd 549,015 - 564,576 7.621
South Atlantic 815,837 9,490 884,723 7,667
Middle Atlantic 352,821 9,363 378,702 13,813
New England 274,486 8,700 279,147 4,604
Pacific 355,945 14,618 318,727 21
West South Central 214,000 600 173,158 28,548
East South Central 55,798 - 49,176 2,763
Mountain 413,053 27 400,677 10,209
3,701,342 44,671 3,749,580 95,014

Less reserves for losses 20,948 - 11,489 -
Total $3.680,3%4 $ 44671 738,091 $ 95014



2.

Investments (continued)
December 31, 2001 December 31, 2000
On Balance Funding On Balance Funding
Property type Sheset Commitments Sheset Commitments

Department/retail stores $1,117,195 $ 13,200 $1,174,763 $ 11,130
Apartments 694,214 11,531 780,228 -
Office buildings 1,203,090 7,650 1,085,948 59,941
Industrid buildings 333,713 2,263 323,766 23,943
Hotelmotels 108,019 - 100,680 -
Medica buildings 106,927 6,000 128,101 -
Nursing/retirement homes 39,590 - 49,822 -
Mixed use 86,972 27 87,537 -
Other 11,622 4,000 18,735 -
3,701,342 44,671 3,749,580 95,014
Less reserves for losses 20,948 - 11,489 -
Total $3.680,394 $ 44671 738,091 $ 95014

Mortgage loan fundings are restricted by state insurance regulatory authorities to 80 percent or less of
the market value of the real estate at the time of origination of the loan. The Company holds the
mortgage document, which givesiit the right to take possession of the property if the borrower fails to
perform according to the terms of the agreement. Commitments to fund mortgages are made in the
ordinary course of business. The fair value of the mortgage commitmentsis $nil.

At December 31, 2001, 2000 and 1999, the Company's recorded investment in impaired loans was
$39,601, $24,999 and $21,375, respectively, with reserves of $7,225, $4,350 and $5,750,
respectively. During 2001, 2000 and 1999, the average recorded investment in impaired loans was
$24,498, $27,063 and $23,815, respectively.

The Company recognized $1,285, $1,033 and $1,190 of interest income related to impaired |oans for
the years ended December 31, 2001, 2000 and 1999, respectively.

The following table presents changes in the reserves for mortgage loan losses:

2001 2000 1999
Balance, January 1 $11,489 $28,283 $39,795
Provision (reduction) for mortgage loan losses 14,959 (14,8%9) (9512)
Loan payoffs - (1,200 (500)
Foreclosures and write-offs (5,500) (700) (1,500)
Balance, December 31 $20,948 $11.489 $28.283
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2.

Investments (continued)

Sources of investment income and realized (losses) gains on investments

Net investment income for the years ended December 31 is summarized as follows:

2001 2000 1999
Interest on fixed maturities $1,276,966 $1,473,560 $1,598,059
Interest on mortgage loans 290,608 286,611 285,921
Interest on cash equivaents 2,218 8,034 5871
Other (44,145 1,750 70,892
1,525,647 1,770,005 1,960,743
Less investment expenses 39,959 39,400 41,170
Total $1.485,688 $1.,730,605 $1,919,573
Net realized (losses) gains on investments for the years ended December 31 is summarized as
follows:
2001 2000 1999
Fixed maturities $ (621,400) $ (34,857) $ 8802
Mortgage loans (22,443 15,845 10,210
Other investments (5,909 2,037 7,596
$(649.752) $ (16,975 $ 26,608
Income taxes

The Company qualifies as alife insurance company for federal income tax purposes. As such, the
Company is subject to the Internal Revenue Code provisions applicable to life insurance companies.

The income tax (benefit) expense for the years ended December 31 consists of the following:

2001 2000 1999

Federal income taxes

Current $ 83121 $176,397 $178,444

Deferred 234,673 37,7104 79,796

(146,552) 214,101 258,240

State income taxes-current 1,330 7,526 9,624
Income tax (benefit) expense before cumulative

effect of accounting change (145,222) 221,627 267,864
Cumulative effect of accounting change income tax (11,532 - -

benefit
Income tax (benefit) expense 156,74 $221.627 $267.864
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3.

Income taxes (continued)

Income tax (benefit) expense before the cumulative effect of accounting change, differs from that
computed by using the United States statutory rate of 35%. The principal causes of the differencein
each year are shown below:

2001 2000 1999

Provison Rate Provison Rate Provison Rate

Federal income taxes

based on the statutory

rate ($66,136) (35.00% $282,542 35.0% $316,511 35.0%
Tax-excluded interest and

dividend income (4,663) (25 (3,788 (0.5 (9,626) 1.1
State taxes, net of federd

benefit 865 0.4 4,892 0.6 6,256 0.7
Affordable housing credits (73,2000 (38.7) (54,569) (6.8 (31,000) (34
Other, net (2,088) (11 (7,450) (0.8 (14,277) (1.6)
Total income taxes 145222) (76.9)%  $221.627 21.5% $267.864 29.6%

A portion of life insurance company income earned prior to 1984 was not subject to current taxation
but was accumulated, for tax purposes, in a*“policyholders surplus account”. At December 31, 2001,
the Company had a policyholders surplus account balance of $20,114. The policyholders surplus
account is only taxable if dividends to the stockholder exceed the stockholder's surplus account or if
the Company is liquidated. Deferred income taxes of $7,040 have not been established because no
distributions of such amounts are contemplated.

Deferred income taxes reflect the net tax effects of temporary differences between the carrying
amounts of assets and liabilities for financia reporting purposes and the amounts used for income tax
purposes. Significant components of the Company's deferred income tax assets and liabilities as of
December 31 are as follows:

2001 2000

Deferred income tax assets

Policy reserves $ 705637 $730,239

Unrealized loss - available-for-sale securities - 179,702

| nvestments, other 330,675 34,600

Life insurance guaranty fund assessment reserve 1,330 1,365

Other 26,492 -
Total deferred income tax assets 1,064,134 945,906
Deferred income tax liabilities

Deferred policy acquisition costs 861,892 796,292

Unredlized gain - available-for-sale securities 45934 -

Other - 13,026
Total deferred income tax liabilities 907,826 809,318
Net deferred income tax assets $ 156.308 $ 136.588
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3.

Income taxes (continued)

The Company is required to establish a valuation allowance for any portion of the deferred income
tax assets that management believes will not be realized. 1n the opinion of management, it is more
likely than not that the Company will redlize the benefit of the deferred tax assets and, therefore, no
such valuation alowance has been established.

Stockholder's equity

Retained earnings available for distribution as dividends to AEFC are limited to the Company's
surplus as determined in accordance with accounting practices prescribed by state insurance
regulatory authorities. Statutory unassigned surplus aggregated $1,262,335 as of December 31, 2001
and $1,493,292 as of December 31, 2000 (see Note 3 with respect to the income tax effect of certain
digtributions). In addition, any dividend distributions in 2002 in excess of gpproximately $194,435
would require approva of the Department of Commerce of the State of Minnesota.

Statutory net (loss) income for the years ended December 31 and capital and surplus as of December
31 are summarized as follows:

2001 2000 1999
Statutory net (loss) income $ (317,973 $ 344,973 $ 478,173
Statutory capital and surplus 1,947,350 1,778,306 1,978,406

The National Association of Insurance Commissioners (NAIC) revised the Accounting Practices and
Procedures Manual in a process referred to as Codification. The revised regulations took effect
January 1, 2001. The domiciliary states of the Company and its insurance subsidiaries have adopted
the provisions of the revised manua. The revised manua has changed, to some extent, prescribed
statutory accounting practices and resulted in changes to the accounting practices that the Company
uses to prepare its statutory-basis financia statements. The impact of implementing these changes
was an increase of $4,660 to the Company’ s statutory-basis capital and surplus as of January 1, 2001.

Related party transactions

The Company loans funds to AEFC under a collateral loan agreement. The baance of the loan was
$nil at December 31, 2001 and 2000. Thisloan can be increased to a maximum of $75,000 and pays
interest at arate equa to the preceding month's effective new money rate for the Company's
permanent investments. Interest income on related party loans totaled $nil in 2001, 2000 and 1999.

The Company participates in the American Express Company Retirement Plan which covers all
permanent employees age 21 and over who have met certain employment requirements. Company
contributions to the plan are based on participants age, years of service and total compensation for
the year. Funding of retirement costs for this plan complies with the applicable minimum funding
requirements specified by ERISA. The Company's share of the total net periodic pension cost was
$263, $250 and $223 in 2001, 2000 and 1999, respectively.
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5. Related party transactions (continued)

The Company aso participates in defined contribution pension plans of American Express Company
which cover al employees who have met certain employment requirements. Company contributions
to the plans are a percent of either each employee's digible compensation or basic contributions.
Costs of these plans charged to operations in 2001, 2000 and 1999 were $662, $1,707 and $1,906,
respectively.

The Company participates in defined benefit health care plans of AEFC that provide hedlth care and
life insurance benefits to retired employees and retired financia advisors. The plansinclude
participant contributions and service related digibility requirements. Upon retirement, such
employees are considered to have been employees of AEFC. AEFC expenses these benefits and
allocates the expenses to its subsidiaries. The cost of these plans charged to operations in 2001, 2000
and 1999 was $1,011, $1,136 and $1,147, respectively.

Charges by AEFC for use of joint facilities, technology support, marketing services and other services
aggregated $505,526, $582,836 and $485,177 for 2001, 2000 and 1999, respectively. Certain of these
costs are included in deferred policy acquisition costs. Expenses alocated to the Company may not be
reflective of expenses that would have been incurred by the Company on a stand-alone basis.

Included in other liabilities at December 31, 2001 and 2000 are $68,919 and $41,059, respectively,
payable to and receivable from AEFC for federal income taxes.

6. Linesof credit

The Company has available lines of credit with AEFC aggregating $200,000 ($100,000 committed
and $100,000 uncommitted). The interest rate for any borrowings is established by reference to
various indices plus 20 to 45 basis points, depending on the term. Borrowings outstanding under this
agreement were $nil and $50,000 uncommitted at December 31, 2001 and 2000, respectively.

7. Commitments and contingencies

At December 31, 2001, 2000 and 1999, traditiona life and universal life-type insurance in force
aggregated $108,255,014, $98,060,472 and $89,271,957 respectively, of which $25,986,706,
$17,429,851 and $8,281,576 were reinsured at the respective year ends. The Company aso reinsures
aportion of the risks assumed under long-term care policies. Under al reinsurance agreements,
premiums ceded to reinsurers amounted to $114,534, $89,506 and $76,970 and reinsurance recovered
from reinsurers amounted to $43,388, $32,500, and $27,816 for the years ended December 31, 2001,
2000 and 1999, respectively. Reinsurance contracts do not relieve the Company from its primary
obligation to policyholders.

At December 31, 2001, the Company had no commitments to purchase investments other than
mortgage loan fundings (see Note 2).
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7. Commitments and contingencies (continued)

In January 2000, AEFC reached an agreement in principle to settle three class-action lawsuits related
to the sales of insurance and annuity products anticipated to provide for approximately $215 million

of benefits. The Company had been named as a co-defendant in all three of these lawsuits. In
September 2000, both state and federa courts gave preliminary approval to the proposed settlement
and AEFC mailed noticesto al of the over two million class members. In May 2001 the courts
entered orders approving the settlement. The orders became final in August 2001 and in October
2001 the settlement was implemented. The anticipated costs of settlement remain unchanged from
prior years. The settlement as approved provides for release by class members of al insurance and
annuity market conduct claims dating back to 1985. Some class members opted out of the settlement
and therefore did not release their claims against AEFC or the Company. Some of these class
members who opted out were represented by counsel and presented separate claims to AEFC or the
Company. Most of their claims have been settled.

The Company is named as a defendant in various other lawsuits. The outcome of any litigation
cannot be predicted with certainty. In the opinion of management, however, the ultimate resolution
of these lawsuits, taken in aggregate should not have a material adverse effect on the Company’s
consolidated financia postion.

The IRS routinely examines the Company’s federal income tax returns and is currently conducting an
audit for the 1993 through 1996 tax years. Management does not believe there will be a material
adverse effect on the Company’ s consolidated financial position as a result of these audits.

8. Derivatvefinancia insruments

The Company maintains an overall risk management strategy that incorporates the use of derivative
instruments to minimize significant unplanned fluctuations in earnings caused by interest rate and
equity market volatility. The Company does not enter into derivative instruments for speculative
purposes. As prescribed per SFAS No. 133, derivative instruments that are designated and qualify as
hedging instruments are classified as a cash flow hedge, fair value hedge, or a hedge of a net
investment in aforeign operation, based upon the exposure being hedged.

The Company currently has economic hedges that either do not qualify or are not designated for
hedge accounting treatment under SFAS No. 133. For the year ended December 31, 2001, the net
effect on earnings of accounting for the net changesin fair value of the following undesignated
derivatives under SFAS No. 133 compared with prior rules was not significant.

The Company enters into interest rate swaps, caps and floors to manage the Company's interest rate
risk and options and futures to manage equity-based risk. The values of derivative financia
instruments are based on market values, dedler quotes or pricing models.

Market risk is the possibility that the value of the derivative financid instruments will change due to

fluctuations in afactor from which the instrument derivesits value, primarily an interest rate or equity
market index. The Company is not impacted by market risk related to derivatives held for non-
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8. Deivative financia instruments (continued)

trading purposes beyond that inherent in cash market transactions. Derivatives held for purposes other
than trading are largely used to manage risk and, therefore, the cash flow and income effects of the
derivatives are inverse to the effects of the underlying transactions. Credit risk is the possibility that
the counterparty will not fulfill the terms of the contract. The Company monitors credit risk related to
derivative financia instruments through established approval procedures, including setting
concentration limits by counterparty, and requiring collateral, where appropriate. A vast mgjority of
the Company's counterparties are rated A or better by Moody's and Standard & Poor's.

Interest rate caps, swaps and floors are used principally to manage the Company's interest rate risk.
These instruments are primarily used to protect the margin between interest rates earned on
investments and the interest rates credited to related annuity contract holders. No interest rate swaps
or floors were outstanding as of December 31, 2001. The interest rate caps expire by January 2003.
The fair value of the interest rate capsisincluded in Other assets. Changes in the value of the interest
rate caps are included in Other insurance and operating expenses.

A purchased (written) option conveys the right (obligation) to buy or sell an instrument at a fixed
price for a set period of time or on a specific date. The Company writes and purchases index options
to manage the risks related to annuity products that pay interest based upon the relative changein a
major stock market index between the beginning and end of the product’ s term. The Company views
this strategy as a prudent management of equity market sensitivity, such that earnings are not exposed
to undue risk presented by changes in equity market levels.

The annuity products contain embedded derivatives, essentially the equity based return of the product,
which must be separated from the host contract and accounted for as derivative instruments per SFAS
No. 133. Asareault of fluctuations in equity markets, and the corresponding changes in value of the
embedded derivatives, the amount of interest credited incurred by the Company related to the annuity
product will positively or negatively impact reported earnings.

The purchased and written options are carried at fair value and included in Other assets and Other
ligbilities, respectively. The fair value of the embedded options are included in Future policy benefits
for fixed annuities. The changesin fair value of the options are recognized in Other insurance and
operating expenses and the embedded derivatives are recognized in Interest credited on universal life-
type insurance and investment contracts. The purchased and written options expire on various dates
from 2002 to 2008.

The Company aso purchases futures to hedge its obligations under equity indexed annuities. The
futures purchased are marked-to-market daily and exchanged traded, exposing the Company to no
counterparty risk. The futures contracts mature within four months.
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8. Deivative financia instruments (continued)

Index options are used to manage the equity market risk related to the fee income that the Company
receives from its separate accounts and the underlying mutual funds. The amount of the fee income
received is based upon the daily market value of the separate account and mutual fund assets. Asa
result, the Company's fee income could be impacted significantly by fluctuations in the equity market.
There are no index options outstanding as of December 31, 2001 related to this strategy.

9. Fair values of financia instruments

The Company discloses fair value information for most on- and off-balance sheet financial
instruments for which it is practicable to estimate that value. Fair values of life insurance obligations
and dl non-financial instruments, such as deferred acquisition costs are excluded.

Off-balance sheet intangible assets, such as the value of the field force, are also excluded.
Management believes the value of excluded assets and liabilities is significant. The fair value of the
Company, therefore, cannot be estimated by aggregating the amounts presented.

2001 2000
Carrying Fair Carrying Fair

Financial Assets Vaue Vaue Vaue Vaue
Fixed maturities.

Held-to-maturity securities $ - $ - $ 6463613 $ 6,471,798

Avallable-for-sale securities 20,157,137 20,157,137 12,399,990 12,399,990
Common stocks 1,704 1,704 10,333 10,333
Mortgage loans on real estate 3,680,344 3,845,950 3,738,091 3,821,825
Cash and cash equivalents 1,150,251 1,150,251 316,974 316,974
Other securities 75,721 75,721 1,130 1,130
Derivative financia instruments 34477 A477 50,387 60,615
Separate account assets 27333697 27,333,697 32349347 32,349,347
Financid Liabilities
Future policy benefits for fixed

annuities $18,139462 $17,671,777  $18020824  $17,479,187
Derivative financia instruments 2,506 2,506 3,098 6,069
Separate account lighilities 24,280,092 23,716,854 28,791,949 27,822,667

At December 31, 2001 and 2000, the carrying amount and fair value of future policy benefits for
fixed annuities exclude life insurance-related contracts carried a $1,368,254 and $1,300,018,
respectively, and policy loans of $84,557 and $96,603, respectively. The fair value of these benefits
is based on the status of the annuities at December 31, 2001 and 2000. The fair value of deferred
annuities is estimated as the carrying amount less any applicable surrender charges and related loans.
The fair vadue for annuities in non-life contingent payout status is estimated as the present value of
projected benefit payments at rates appropriate for contracts issued in 2001 and 2000.

At December 31, 2001 and 2000, the fair value of liabilities related to separate accounts is estimated
as the carrying amount less any applicable surrender charges and less variable insurance contracts
carried at $3,053,605 and $3,557,398, respectively.



Report of Independent Auditors

The Board of Directors
IDS Life Insurance Company

We have audited the accompanying consolidated balance sheets of IDS Life Insurance Company
(awhally-owned subsidiary of American Express Financia Corporation) as of December 31, 2001 and
2000, and the related consolidated statements of income, stockholder's equity and cash flows for each of
the three yearsin the period ended December 31, 2001. These financia statements are the responsibility
of the Company's management. Our responsibility is to express an opinion on these financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financia statements are free of material misstatement. An audit includes examining, on atest basis,
evidence supporting the amounts and disclosures in the financial statements. An audit aso includes

ng the accounting principles used and significant estimates made by management, as well as
evauating the overal financia statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in al material respects, the
consolidated financia position of 1DS Life Insurance Company a December 31, 2001 and 2000, and the
consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2001, in conformity with accounting principles generally accepted in the United States.

January 28, 2002
Minnegpolis, Minnesota
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