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NOTES TO FINANCIAL STATEMENTS 

  

1. Summary of Significant Accounting Policies 
 

A. Accounting Practices 
  
 The financial statements of The Lafayette Life Insurance Company (the Company) are presented on the basis of accounting practices prescribed or 

permitted by the Ohio Department of Insurance (the Department). 
  
 The Department recognizes only statutory accounting practices prescribed or permitted by the State of Ohio for determining and reporting the financial 

condition and results of operations of an insurance company. The National Association of Insurance Commissioners’ (“NAIC”) Accounting Practices 
and Procedures Manual (“NAIC SAP”) has been adopted as a component of the prescribed or permitted practices by the State of Ohio. 

In accordance with the NAIC Statement of Statutory Accounting Principles (“SSAP”) No. 86, the Company’s use of derivatives requires changes in 
their fair value be recorded through unrealized gains and losses until they terminate, mature or expire, upon which amounts are to be recorded as 
realized.  To properly match offsetting expense recorded through changes in hedged reserves, the Company had reclassified this income as net 
investment income as approved and permitted by the Department.   Under SSAP No. 86, net income would have decreased $3,008,548 for the year 
ended December 31, 2010, and decreased $3,641,948 for the year ended December 31, 2009.  There was no impact to surplus.     
 
In conjunction with the previously announced Company relocation to Cincinnati, Ohio, effective July 1, 2011, the Company completed its 
redomestication to the State of Ohio.  The permitted practice described above wherein the Company reclassified certain derivative income as net 
investment income has been discontinued beginning with the June 30, 2011 statement for the full year 2011.  

  
B. Use of Estimates in the Preparation of the Financial Statements.  No change. 
  
C. Accounting Policy.  No change. 

 
2. Accounting Changes and Corrections of Errors.   

 
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. 

 
3. Business Combinations and Goodwill.  No change. 
 
4. Discontinued Operations.  No change. 
 
5. Investments 
  

A. Mortgage Loans, including Mezzanine Real Estate Loans.  No change. 
   
B. Debt Restructuring.  No change. 
   
C. Reverse Mortgages.  No change. 
   
D. Loan-Backed Securities 
   
 (1)  The methods and assumptions used in estimating fair values of loan-backed securities involves analysis of the underlying collateral and 

projecting present value of the future cash flows utilizing assumptions for expected prepayment speeds, expected defaults, and expected 
default severity discounted at market based expected yields.  Specifically, the prepayment assumptions used in the valuation process were 
from Bloomberg, Trepp, broker dealer surveys or internal estimates. 

   
 (2) The Company had no other-than-temporary impairments on loan-backed securities for the nine month period ended September 30, 2011, year 

ended December 31, 2010 and the six month period ended December 31, 2009 due to the intent to sell the security or the inability or lack of 
intent to retain the investment in the security for a period of time sufficient to recover the amortized cost basis of the security. 

   
 (3) The following is a list of each loan-backed security with a recognized other-than-temporary impairment, for the nine month period ended 

September 30, 2011, year ended December 31, 2010 and the six month period ended December 31, 2009, as the present value of future cash 
flows expected to be collected is less than the amortized cost basis of the securities: 

  

CUSIP 

Book/Adj Carrying 
Value Amortized 

Cost Before 
Current Period 

OTTI 

Present Value  
of 

 Future Cash  
Flows 

Recognized  
Other-Than- 
Temporary  
Impairment 

Amortized 
 Cost After  

Other-Than- 
Temporary  
Impairment Fair Value 

Date of 
Financial 
Statement 

Where 
Reported 

For the nine month period ended September  30,  2011: 

17307GL97  $          1,379,676   $          1,316,921   $               62,755   $          1,316,921   $             878,094  9/30/2011 
17307GL97              1,468,749               1,383,755                    84,994               1,383,755                  871,980  6/30/2011 

Total  $          2,848,425   $          2,700,676   $             147,749   $          2,700,676   $          1,750,074  

For the  Year ended December  31,  2010: 

17307GL97  $          1,706,127   $          1,473,880   $             232,247   $          1,473,880   $             912,394  9/30/2010 

Total  $          1,706,127   $          1,473,880   $             232,247   $          1,473,880   $             912,394  
 

   
 (4) The following is an aggregate total of all impaired loan-backed securities (fair value is less than cost or amortized cost) for which an other-

than-temporary impairment has not been recognized in earnings as a realized loss, (including securities with a recognized other-than-
temporary impairment for non-interest related declines when a non-recognized interest related impairment remains as of September 30, 2011:  

   
  Unrealized Losses Less Than 12 Months Unrealized Losses Greater Than or Equal to 12 Months 
  Unrealized Losses Fair Value Unrealized Losses Fair Value 
   $ (1,315,450)  $ 25,695,167  $ (1,228,540)  $ 11,774,114 
   
 (5) The Company monitors investments to determine if there has been an other-than-temporary decline in fair value.  Factors management 

considers for each identified security include the following: 
- the length of time and the extent to which the fair value is below the book/adjusted carry value; 
- the financial condition and near term prospects of the issuer, including specific events that may affect its operations; 
- for equity securities and debt securities with credit related declines in fair value, the Company’s intent and ability to hold the security 

long enough for it to recover its value to book/adjusted carry value; 
- for debt securities with interest related declines in fair value, the Company’s intent to sell the security before recovery of its 

book/adjusted carry value; 
- for loan-backed securities, the Company’s intent and ability to hold the security long enough for it to recover its value to 

book/adjusted carry value; 
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- for loan-backed securities, the Company’s intent to sell the security before recovery of its book/adjusted carry value. 
 
If the decline is judged to be other-than-temporary, an impairment charge is recorded as a net realized capital loss in the period the 
determination is made. 

   
E. Repurchase Agreements and/or Securities Lending Transactions.  No change. 
   
F. Real Estate.  No change. 
   
G. Investments in Low Income Housing Tax Credits (“LIHTC”).  No change. 

 
6. Joint Ventures, Partnerships and Limited Liability Companies.  No change. 
 
7. Investment Income.  No change. 
 
8. Derivative Instruments  
 
 The Company has discontinued the permitted practice of reclassifying certain derivative income as net investment income as described in Note 1A. 
 
9. Income Taxes.  No change. 
 
10. Information Concerning Parent, Subsidiaries and Affiliates and Other Related Parties.  No change. 
 
11. Debt.  No change. 
 
12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other Postretirement Benefit Plans.  No change. 
 
13. Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations.  No change. 
 
14. Contingencies.  No change. 
  
15. Leases.  No change. 
 
16. Information About Financial Instruments With Off-Balance Sheet Risk And Financial Instruments With Concentrations Of Credit Risk.  No change.  

 
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities.  No change. 
 
18. Gain or Loss to the Reporting Entity from Uninsured A&H Plans and the Uninsured Portion of Partially Insured Plans.  No change. 
 
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators.  No change. 
 
20. Fair Value Measurements 

 
A.  
 (1) Fair Value Measurements at September 30, 2011 
   
  Level 1 Level 2 Level 3 Total 

Assets at fair value 
Bonds 

U.S. governments  $                         -   $                         -   $                         -   $                         -  
Issue obligation                             -                              -                              -                              -  
RMBS                             -                              -                              -                              -  
CMBS                             -                              -                              -                              -  
Hybrid securities                             -                              -                              -                              -  
Parent, subsidiaries and affiliates                             -                              -                              -                              -  

Total bonds  $                         -   $                         -   $                         -   $                         -  
Preferred stock 

Industrial and miscellaneous  $                         -   $             281,680   $                         -   $             281,680  
Parent, subsidiaries and affiliates                             -                              -                              -                              -  

Total preferred stock  $                         -   $             281,680   $                         -   $             281,680  
Common stock 

Industrial and miscellaneous  $             189,948   $                         -   $                         -   $             189,948  
Parent, subsidiaries and affiliates                             -                              -                              -                              -  
Mutual funds                             -                              -                              -                              -  

Total common stock  $             189,948   $                         -   $                         -   $             189,948  
Derivative assets 

Interest rate contracts  $                         -   $                         -   $                         -   $                         -  
Options, purchased                             -                              -             11,251,376             11,251,376  
Foreign exchange contracts                             -                              -                              -                              -  
Credit contracts                             -                              -                              -                              -  
Commodity futures contracts                             -                              -                              -                              -  
Commodity forward contracts                             -                              -                              -                              -  

Total derivative assets  $                         -   $                         -   $        11,251,376   $        11,251,376  
Separate account assets  $                         -   $                         -   $                         -   $                         -  

Total assets at fair value  $             189,948   $             281,680   $        11,251,376   $        11,723,004  

Liabilities at fair value 
Derivative liabilities  $                         -   $                         -   $        (7,061,403)  $        (7,061,403) 

Total liabilities at fair value  $                         -   $                         -   $        (7,061,403)  $        (7,061,403) 
 

   
  There were no significant transfers between Level 1 and Level 2 of the fair value hierarchy.  See Note 20A(3) for the policy for determining 

when transfers between levels are recognized. 
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 (2) Fair Value Measurements in Level 3 of the Fair Value Hierarchy 
   
  

Balance at 
6/30/2011 

Transfers in 
Level 3 

Transfers 
out of Level 

3 

Total gains 
(losses) 

included in 
net income 

Total gains 
(losses) 

included in 
surplus 

Purchases, 
issuances, 
sales and 

settlements 
Balance at 
9/30/2011 

Derivative assets $ 50,465,911   $                 -   $                 -   $    3,120,916  $(38,760,406)  $ (3,575,045) $ 11,251,376  
Derivative liabilities   (35,630,237)                     -                      -        (743,927)     27,937,678       1,375,083      (7,061,403) 
Total $ 14,835,674   $                 -   $                 -   $    2,376,989  $(10,822,728)  $ (2,199,962)  $  4,189,973  

 

   
  

Balance at 
3/31/2011 

Transfers in 
Level 3 

Transfers 
out of Level 

3 

Total gains 
(losses) 

included in 
net income 

Total gains 
(losses) 

included in 
surplus 

Purchases, 
issuances, 
sales and 

settlements 
Balance at 
6/30/2011 

Derivative assets  $61,585,260   $                 -   $                 -  $ (23,893,860)  $17,600,297   $ (4,825,787)  $50,465,910  
Derivative liabilities   (44,988,742)                     -                      -      20,167,209    (13,616,339)      2,807,636    (35,630,236) 
Total  $16,596,518   $                 -   $                 -  $   (3,726,651)  $  3,983,958   $ (2,018,151)  $14,835,674  

 

   
  

Balance at 
1/1/2011 

Transfers in 
Level 3 

Transfers 
out of Level 

3 

Total gains 
(losses) 

included in 
net income 

Total gains 
(losses) 

included in 
surplus 

Purchases, 
issuances, 
sales and 

settlements 
Balance at 
3/31/2011 

Derivative assets  $51,221,758   $                -   $                -   $16,652,686   $                -   $(6,289,183)  $61,585,260  
Derivative liabilities  (36,631,562)                    -                     -   (12,855,484)                    -       4,498,304   (44,988,742) 
Total  $14,590,196   $                -   $                -   $  3,797,201   $                -   $(1,790,879)  $16,596,518  

 

   
 (3) The Company’s policy is to recognize transfers in and transfers out of levels at the end of the reporting period. 
   
 (4) The Derivative assets consist of options on the S&P 500 Index and are valued using a valuation model and inputs from outside sources. The 

models include the Black-Scholes-Merton model for point to point options, spreads and average (SPAV) algorithm model for monthly average 
options and a Monte Carlo model monthly cap (cliquet) options. The SPAV model is provided by Financial Engineering Associates of Berkley 
California. 
 
The assumptions used are derived from outside sources. Bloomberg investment services supplies the S&P Index level, the dividend yield and 
the London Interbank Offering (interest) Rates (LIBOR). Investment banks supply estimates of the implied volatility surface. Other than 
interpolation of the interest rates and implied volatility rates all inputs are provided by the outside sources. 

   

B. Not applicable. 
  
C. Not applicable. 
  
D. Not applicable. 

 
21. Other Items.  No change. 

 
22. Events Subsequent.               

  
Subsequent events through August 10, 2011 have been considered for the statutory statement issued on August 10, 2011.   

 
 Type I – Recognized Subsequent Events:   

 On January 11, 2011 the Company announced the relocation of its home office and operations to Cincinnati, Ohio by mid-year 2011.  The relocation was 
completed during the first half of 2011.  In conjunction with the move, the Company redomesticated to the State of Ohio effective July 1, 2011.  As part 
of that redomestication, the Company has discontinued the reclassification of certain derivative income as net investment income as described in Note 1A.   

 
 Type II – Nonrecognized Subsequent Events:  

 After the effective date of the redomestication, the Company discontinued its membership with the Federal Home Loan Bank of Indianapolis and joined 
the  Federal Home Loan Bank of Cincinnati. 

 
23. Reinsurance.  No change. 
 
24. Retrospectively Rated Contracts and Contracts Subject to Redetermination.  No change. 
 
25. Change in Incurred Losses and Loss Adjustment Expenses.  No change. 
 
26. Intercompany Pooling Arrangements.  No change. 
 
27. Structured Settlements.  No change. 
 
28. Health Care Receivables.  No change. 
 
29. Participating Policies.  No change. 
 
30. Premium Deficiency Reserves.  No change. 
 
31. Reserves for Life Contracts and Annuity Contracts.  No change. 
 
32. Analysis of Annuity Actuarial Reserves and Deposit Type Liabilities by Withdrawal Characteristics.  No change. 
 
33. Premiums and Annuity Considerations Deferred and Uncollected.  No change. 
  
34. Separate Accounts.  No change. 
 
35. Loss/Claim Adjustment Expenses.  No change. 
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STATEMENT AS OF SEPTEMBER 30, 2011 OF THE  LAFAYETTE LIFE INSURANCE COMPANY

SCHEDULE D - PART 4
Show All Long-Term Bonds and Stock Sold, Redeemed or Otherwise Disposed of During the Current Quarter
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STATEMENT AS OF SEPTEMBER 30, 2011 OF THE  LAFAYETTE LIFE INSURANCE COMPANY

SCHEDULE D - PART 4
Show All Long-Term Bonds and Stock Sold, Redeemed or Otherwise Disposed of During the Current Quarter

1 2 3 4 5 6 7 8 9 10 Change In Book/Adjusted Carrying Value 16 17 18 19 20 21 22
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STATEMENT AS OF SEPTEMBER 30, 2011 OF THE  LAFAYETTE LIFE INSURANCE COMPANY

SCHEDULE D - PART 4
Show All Long-Term Bonds and Stock Sold, Redeemed or Otherwise Disposed of During the Current Quarter
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STATEMENT AS OF SEPTEMBER 30, 2011 OF THE  LAFAYETTE LIFE INSURANCE COMPANY

SCHEDULE E - PART 1 - CASH
Month End Depository Balances

1 2 3 4 5 Book Balance at End of Each Month
During Current Quarter

9

Depository Code
Rate of 
Interest

Amount of 
Interest Received 

During Current 
Quarter

Amount of 
Interest Accrued 

at Current 
Statement Date

6

First Month

7

Second Month

8

Third Month *
��������	
���
���� �����������
�� ������ �� �� ������� ������� ������� XXX
�� ���!�"�#��$����%�����&�

'� (���)�!(��*�+
�� '� (���)�!(���',� ������ ��� �� ��������-� ���-��.��� ����-�-��� XXX
�� ���!�"�#��$����%�����&�

'� (���)�!(��*�/(#�� '� (���)�!(���',� ������ �� �� �������� �� �� XXX
�� ���!�"�#��$����+!��� �%!����

'� (���)�!(���',� ������ �� �� �������.�� �� �� XXX
�� ���!�"�#��$����+��0�+!��� �

%!���� '� (���)�!(���',� ������ �� �� ������� .������ �� XXX
%,1�
( 2����/�3���+�#)���� �����3����,1� ������ �� �� 4���-��-��5 4���������5 4��.������5 XXX
67�
��8���+0����*�9)����(�8� '� (���)�!(���',� ������ �� �� .������-�� ����������� ����������� XXX
67�
��8���+0����*�+	
�3� ���

:������� '� (���)�!(���',� ������ �� �� 4��������.5 4���.��.-�5 4��-����-�5 XXX
67�
��8���+0����*�+	
��;���

:������� '� (���)�!(���',� ������ �� �� 4����-���.�5 4����.���.5 4-�..���.�5 XXX
67�
��8���+0����4�!�<�

�)�� (�85� '� (���)�!(���',� ������ �� �� ���.�� 4�����-5 4�����5 XXX
67�
��8���+0����4"��!�0�+���5�

'� (���)�!(���',� ������ �� �� ����.��� 4�����-5 4������5 XXX
/0��,���0����/�3���+�#)���� +0(��8���'$� ������ �� �� �����-�� �����-�� �����-�� XXX
+0��!�����02���*�$$'+� '� (���)�!(���',� ������ �� �� �.��--�� �.��--�� �.��--�� XXX
+0��!�����02���*�9<&�� �$(&�� '� (���)�!(���',� ������ �� �� ����-��� ���.��� ����.�.� XXX
'	���!����,��(���!�4�!����

%���5� 7���!�� ��
�� ������ �� �� �������� �������� �������� XXX
$�&�������%����=�/�3���+	� $�&��������',� ��-.�� �� �� �������� �������� �������� XXX
$�&���������;(�8��+	� $�&��������',� ��-��� �� �� �����-�� �����-�� �����-�� XXX
��!(��%����+	� $�&��������',� ������ �� �� �����.�� �����.�� �����.�� XXX
67�
��8���+0����*�7����!!� '� (���)�!(���',� ������ �� �� �������� �������� �������.-� XXX
0199998. Deposits in ... 0  depositories that do not 
exceed the allowable limit in any one depository (See 
instructions) - Open Depositories XXX XXX �� �� �� �� �� XXX

0199999. Totals - Open Depositories XXX XXX ��� �� 4��.����-.5 ���-��..�� 4������.��5 XXX
0299998. Deposits in ... 0  depositories that do not 
exceed the allowable limit in any one depository (See 
instructions) - Suspended Depositories XXX XXX �� �� �� �� �� XXX

0299999. Totals - Suspended Depositories XXX XXX �� �� �� �� �� XXX
0399999. Total Cash on Deposit XXX XXX ��� �� 4��.����-.5 ���-��..�� 4������.��5 XXX
0499999. Cash in Company's Office XXX XXX XXX XXX �� �� �� XXX

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

0599999. Total - Cash XXX XXX ��� �� 4��.����-.5 ���-��..�� 4������.��5 XXX
 

 E11



��������������	���
�������
���������	��������	���������	���������������
���

�����������	�
��
���	���������������
�
����������� ���������!���!��"��#$$����%#&$��$

�

'��($)*�)��

�

��!�




'&����(+#)$�!

,

�&����"�����$���

-

�&�#$)�.�'&��

/
���01�!2#���!
�&$$.)�3�4&5#�

6
� �#����"�����$���
'#��&�!��(($#�!

7
� �#�����(�)��!
'#$)�3���&$

� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �
� � �

7/88888�9����&5��&����+#)�&5����

����

��
�
�


	Jurat Page
	Assets
	Liabilities, Surplus and Other Funds
	Summary of Operations (Excluding Unrealized Capital Gains and Losses)
	Cash Flow
	Exhibit 1 - Direct Premiums and Deposit-Type Contracts
	Notes to Financial Statements
	General Interrogatories - Part 1
	Page 1
	Page 2

	General Interrogatories Part 2
	Schedule S - Ceded Reinsurance
	Schedule T - Premiums and Annuity Considerations
	Schedule Y - Part 1
	Supplemental Exhibits and Schedules Interrogatories
	Overflow Page for Write-ins
	Schedule A - Verification - Real Estate
	Schedule D - Part 1B - Bonds and Preferred Stock by Rating Class
	Schedule DA - Part 1 - Short-Term Investments
	Schedule DB - Part A - Verification - Options, Caps, Floors, Collars, Swaps and Forwards
	Schedule DB - Part C - Section 1 - Replication (Synthetic Asset) Transactions (RSATs) Open
	Schedule DB-Part C-Section 2-Reconciliation of Replication (Synthetic Asset) Transactions Open
	Schedule DB - Verification - Book/Adjusted Carrying Value, Fair Value and Potential Exposure of Derivatives
	Schedule E - Verification - Cash Equivalents
	Schedule A - Part 2 - Real Estate Acquired and Additions Made
	Schedule B - Part 2 - Mortgage Loans Acquired
	Page 1
	Page 2
	Page 3

	Schedule BA - Part 2 - Other Long-Term Invested Assets Acquired
	Schedule D - Part 3 - Long-Term Bonds and Stocks Acquired
	Page 1

	Schedule D - Part 4 - Long-Term Bonds and Stocks Sold, Redeemed or Otherwise Disposed Of
	Page 1
	Page 2

	Schedule DB - Part A - Section 1 - Options, Caps, Floors, Collars, Swaps and Forwards Open
	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6

	Schedule DB - Part B - Section 1 - Futures Contracts Open
	Schedule DB - Part D - Counterparty Exposure for Derivative Instruments Open
	Schedule DL - Part 1 - Reinvested Collateral Assets Owned
	Schedule DL - Part 2 - Reinvested Collateral Assets Owned
	Schedule E - Part 1 - Month End Depository Balances
	Schedule E - Part 2 - Cash Equivalents - Investments Owned End of Current Quarter

