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�*����#+ ���� !"#�$�%&' ���()'���������������� ���	��
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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 prescribed or permitted practices by the state of Ohio.   The Department has 
the right to permit other specific practices that deviate from prescribed practices. 
 
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 below 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. 
 
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 Indiana Department of Insurance.   Under SSAP No. 86, net income would have decreased 
$3,008,548 for the year ended December 31, 2010.  There was no impact to surplus.     

  
B. Use of Estimates in the Preparation of the Financial Statements 
  
 The preparation of financial statements in conformity with statutory accounting practices prescribed or permitted by the state of Ohio requires 

management to make estimates and assumptions that affect the reported amounts of assets and liabilities.  It also requires disclosure of contingent 
assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the period.  Actual results could 
differ from those estimates. 

  
C. Accounting Policy 
  
 Life premiums are recognized as income over the premium-paying period of the related policies.  Annuity considerations are recognized as revenue 

when received.  Deposits on deposit-type contracts are entered directly as a liability when received.  Health premiums are earned ratably over the terms 
of the related insurance and reinsurance contracts or policies.  Expenses incurred in connection with acquiring new insurance business, including 
acquisition costs such as sales commissions, are charged to operations as incurred. 

  
 The amount of dividends to be paid to policyholders is determined annually by the Company’s Board of Directors.  The aggregate amount of 

policyholders’ dividends is related to actual interest, mortality, morbidity and expense experience for the year and judgment as to the appropriate level 
of statutory surplus to be retained by the Company. 

  
 In addition, the Company uses the following accounting policies: 
  
 (1) Short-term investments are stated at amortized cost. 
   
 (2) Bonds not backed by other loans are stated at either amortized cost using the interest method or the lower of amortized cost or fair market value. 
   
 (3) Unaffiliated common stocks are stated at fair market value, except for Federal Home Loan Bank (FHLB) stock, which is carried at cost, 

adjusted for stock dividends, and is restricted.  Common stocks of non-life subsidiaries and non-life affiliates in which the Company has an 
interest of 10% or more are carried on the GAAP equity basis. 

   
 (4) Preferred stocks are stated at either cost or the lower of cost or fair market value. 
   
 (5) Mortgage loans on real estate are stated at the aggregate unpaid principal balance plus unamortized premium less unaccrued discount. 
   
 (6) Loan-backed and structured securities are stated at amortized cost, except those with an initial NAIC designation of 6, which are stated at the 

lower of amortized cost or fair value. Loan backed and structured securities with an initial NAIC designation of 6 could have a final 
designation of 1 through 5 as determined by the SVO financial modeling process or the SVO modified filing exempt process. The retrospective 
adjustment method is used to determine amortized cost for all loan-backed and structured securities, except for those which an other-than-
temporary impairment has been recognized, which use the prospective adjustment method to determine amortized cost. 

   
 (7) The Company owns 100% of the capital stock of its non-life insurance subsidiaries, which are stated at GAAP equity. 
   
 (8) Other invested assets reflect investments in surplus debentures and are stated at amortized cost. 
   
 (9) All derivatives are stated at fair value.  The change in fair value flows through the change in unrealized gains/losses line.  
   
 (10) Anticipated investment income is not a factor in calculating deficiency reserves. 
   
 (11) Loss liabilities for accident and health contracts are based on industry standard tables for long-term disability coverages and historical     

company experience for other accident and health. 
   
 (12) The Company has not changed its capitalization policy from the prior year. 
   
 (13) The Company has no pharmaceutical rebate receivables on its books during the statement periods. 
   
 (14) 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; 
- 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. 

 
2. Accounting Changes and Corrections of Errors 
 

The Company made the following accounting changes in 2011: 
 
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 
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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. 
 
The Company made the following accounting changes in 2010: 
 
Effective December 31, 2010, the Company adopted Statement of Statutory Accounting Principles No. 100, Fair Value Measurements (SSAP 100).  SSAP 100 
establishes a framework for measuring fair value under current statutory accounting pronouncements that require or permit fair value measurement.  SSAP 100 
retains the price notion in the definition of fair value, but clarifies that the exchange price is the price in an orderly transaction between market participants to 
sell the asset or transfer the liability in the most advantageous market for that asset or liability.  SSAP 100 also clarifies that fair value measurement should be 
based on market, not entity specific, assumptions that include an adjustment for risk if the market would use such an adjustment in pricing in the fair value 
measurement of liabilities.  SSAP 100 also establishes a three-level fair value measurement hierarchy that prioritizes the inputs to valuation techniques used to 
measure fair value.  The highest priority is given to quoted market prices and the lowest priority to unobservable inputs where there is little or no market 
activity for the asset or liability.  The adoption of SSAP 100 did not have a material impact on the Company’s financial statements.  See Note 20 for further 
information. 

 
3. Business Combinations and Goodwill.  None. 
 
4. Discontinued Operations.  None. 
 
5. Investments 
  

A. Mortgage Loans, including Mezzanine Real Estate Loans 
   
 (1) The minimum and maximum lending rates for mortgage loans issued during 2011 were: 
   
  Farm loans None 
  City loans 5.15% and 5.80% 
  Purchase money mortgages None 
  Mezzanine loans None 
   
 (2) During 2011, the Company reduced interest rates of outstanding mortgage loans as follows:   None. 
   
 (3) At the issuance of a loan, the percentage of loan to value on any one loan does not exceed 80%. 
     
   Current Year Prior Year 
 (4) Mortgages with interest more than 180 days past due with a recorded investment, excluding accrued 

interest  $ -  $ - 
      
  a. Total interest due on mortgages with interest more than 180 days past due  $ -  $ - 
     
 (5) Taxes, assessments and any amounts advanced and not included in the mortgage loan total  $ -  $ - 
     
 (6) Impaired loans with a related allowance for credit losses   $ -  $ - 
     
  a. Related allowance for credit losses  $ -  $ - 
     
 (7) Impaired mortgage loans without an allowance for credit losses  $ -  $ - 
     
 (8) Average recorded investment in impaired mortgage loans  $ -  $ - 
     
 (9) Interest income recognized during the period the loans were impaired  $ -  $ - 
     
 (10) Amount of interest income recognized on a cash basis during the period the loans were impaired  $ -  $ - 
     
 (11) Valuation allowance for mortgage loans:   
  a. Beginning balance  $ -  $ - 
  b. Additions charged to operations  $ -  $ - 
  c. Direct write-downs charged against the allowance  $ -  $ - 
  d. Recoveries of amounts previously charged off  $ -  $ - 
  e. Ending balance  $ -  $ - 
   
 (12) The Company recognizes interest income on its impaired loans upon receipt. 
   
B. Debt Restructuring.  None. 
   
C. Reverse Mortgages.  None. 
   
D. Loan-Backed Securities 
   
 (1)  The methods and assumptions used in estimating fair values of loan-backed and structured securities involves analysis of the underlying 

collateral and calculating present value of the future cash flows utilizing deal-specific 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 and broker dealer prepayment models or derived from empirical data.  

   
 (2) The Company had no other-than-temporary impairments on loan-backed and structured securities for the years ended December 31, 2011 and 

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 and structured security with a recognized other-than-temporary impairment, for the years ended 

December 31, 2011 and 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 year ended December 31, 2011: 

76110H3N7  $          1,910,426   $          1,896,256   $               14,170   $          1,896,256   $          1,621,060  12/31/2011 
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  $          4,758,851   $          4,596,932   $             161,919   $          4,596,932   $          3,371,134  
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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 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  

For the six month period ended December 31, 2009:  None. 
 

   
 (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 December 31, 2011:  

   
  Unrealized Losses Less Than 12 Months Unrealized Losses Greater Than or Equal to 12 Months 
  Unrealized Losses Fair Value Unrealized Losses Fair Value 
   $ (646,689)  $ 22,547,619  $ (1,901,780)  $ 15,114,923 
   
 (5) See Note 1C (13) for the factors management considers when evaluating for an other-than-temporary decline in fair value. 
   
E. Repurchase Agreements and/or Securities Lending Transactions.  None. 
   
F. Real Estate 
   
 (1) The Company did not recognize impairment losses on real estate during the statement periods. 
 (2) The Company had two property classified as held-for-sale at December 31, 2011.  These adjoining properties, located at 1905 Teal Road and 

2203 South 18th Street in Lafayette, Indiana, comprised the former home office of the Company.  Upon its relocation to Cincinnati, Ohio in 
June 2011, the Company ceased operating in Lafayette.  On July 6, 2011, the Company executed a listing contract with Coldwell Banker 
Commercial Shook to market the properties for sale. 

 (3) The Company did not experience changes to a plan of sale in investment in real estate. 
 (4) The Company does not engage in retail land sales operations. 
 (5) The Company does not hold any real estate investments with participating mortgage loan features. 
   
G. Low Income Housing Tax Credit Property Investments.  None. 

 
6. Joint Ventures, Partnerships and Limited Liability Companies.  None. 
 
7. Investment Income 
 

A. Due and accrued income is excluded from surplus on the following bases: 
  
 All investment income due and accrued with amounts that are over 90 days past due with the exception of mortgage loans in default.    
  
B. The amount excluded for bonds and mortgage loans was $0. 

 
8. Derivative Instruments 
 

A. The Company markets equity indexed annuities and universal life policies.  The risk associated with these products is the ultimate benefit paid could be 
higher than the return earned from the underlying assets.  The Company’s exposure to credit risk on its option positions is the risk of loss from a 
counterparty failing to perform according to the terms of the contract.  To control this risk, the Company limits its exposure for an individual 
counterparty to $15 million, less than 1% of admitted assets.  Further, the counterparty must be rated single A or better by two NRSRO’s.  The 
Company’s call options, purchased and written, are short-term with a duration of one year or less. 

  
B. The Company utilizes customized call options to hedge the S&P 500 index exposure embedded in these products with a net notional amount of 

$78,990,000 and $46,770,000 at December 31, 2011 and 2010, respectively.  The Company purchases and writes call options to correlate with changes 
in the annuity and universal life features due to movements in the S&P 500.  At the beginning of these contracts, a premium is either paid or received 
for transferring the related risk.  The Company retains basis risk and risk associated with actual versus expected assumptions for mortality and lapse 
rates. 

  
C. The Company recognizes changes in the fair value of these call options through unrealized gains/losses and the related gains/losses from terminations, 

maturities or expirations through realized capital gains/losses. 
  
D.  The change in fair value was $(3,532,918) and $4,628,538 for 2011 and 2010, respectively. 
  
 Outstanding derivatives shown in notional or contract amounts along with their carrying and estimated fair values are as follows: 
  
   

Notional/Contract Amounts 
Carrying 

Value Fair Value 
Carrying 

Value Fair Value 
 

   December 31 December 31 December 31  
   2011 2010 2011 2011 2010 2010  
  Call options purchased $ 608,080,000 $ 507,397,076  $ 26,003,622  $ 26,003,622  $ 51,221,757  $ 51,221,757  
  Call options written  529,090,000  460,627,076   18,070,342   18,070,342   36,631,562   36,631,562  
  Net call positions $ 78,990,000 $ 46,770,000  $ 7,933,280  $ 7,933,280  $ 14,590,195  $ 14,590,195  

 
9. Income Taxes 
 

A. The components of net deferred tax asset/(liability) at December 31, 2011 and December 31, 2010 are as follows: 
   
 (1) 2011: Ordinary Capital Total 
      
  (a) Gross deferred tax assets $ 61,561,965 $ 4,382,309 $ 65,944,274 
  (b) Statutory valuation allowance adjustment  -  -  - 
  (c) Adjusted gross deferred tax assets (1a – 1b)  61,561,965  4,382,309  65,944,274 
  (d) Deferred tax liabilities  20,545,413  1,574,167  22,119,580 
  (e) Net deferred tax assets/(liabilities) (1c – 1d)  41,016,552  2,808,142  43,824,694 
  (f) Deferred tax assets nonadmitted  9,818,412  -  9,818,412 
  (g) Net admitted deferred tax assets/(liabilities) (1e – 1f) $ 31,198,140 $ 2,808,142 $ 34,006,282 
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  2010: Ordinary Capital Total 
       
  (a) Gross deferred tax assets $ 54,147,815 $ 1,608,577 $ 55,756,392 
  (b) Statutory valuation allowance adjustment  -  -  - 
  (c) Adjusted gross deferred tax assets (1a – 1b)  54,147,815  1,608,577  55,756,392 
  (d) Deferred tax liabilities  16,149,982  -  16,149,982 
  (e) Net deferred tax assets/(liabilities) (1c – 1d)  37,997,833  1,608,577  39,606,410 
  (f) Deferred tax assets nonadmitted  10,071,752  1,126,004  11,197,756 
  (g) Net admitted deferred tax assets/(liabilities) (1e – 1f) $ 27,926,081 $ 482,573 $ 28,408,654 
       
  Change: Ordinary Capital Total 
       
  (a) Gross deferred tax assets $ 7,414,150 $ 2,773,732 $ 10,187,882 
  (b) Statutory valuation allowance adjustment  -  -  - 
  (c) Adjusted gross deferred tax assets (1a – 1b)  7,414,150  2,773,732  10,187,882 
  (d) Deferred tax liabilities  4,395,431  1,574,167  5,969,598 
  (e) Net deferred tax assets/(liabilities) (1c – 1d)  3,018,719  1,199,565  4,218,284 
  (f) Deferred tax assets nonadmitted  (253,340)  (1,126,004)  (1,379,344) 
  (g) Net admitted deferred tax assets/(liabilities) (1e – 1f) $ 3,272,059 $ 2,325,569 $ 5,597,628 
        
 (2) The Company has elected to admit DTAs pursuant to paragraph 10.e. of SSAP No. 10R, Income Taxes – A Temporary Replacement of SSAP 

No. 10.  The current period election does not differ from the prior period election. 
   
 (3) The increased amount by tax character, and the change in such, of admitted adjusted gross DTAs as the result of the application of paragraph 

10.e. of SSAP No. 10R, Income Taxes – A Temporary Replacement of SSAP No. 10: 
       
    Current Year Prior Year Change 
  Increase (decrease) in deferred tax assets admitted from SSAP 10R, para. 10.e. $ 10,354,894 $ 10,666,393 $ (311,499) 
       
 (4) 2011: Ordinary Capital Total 
       
  Admission calculation components SSAP 10R, Paragraphs 10.a, 10.b, and 10.c:    
  (a) SSAP 10R, Paragraph 10.a. $ 19,269,079 $ 3,285,418 $ 22,554,497 
  (b) SSAP 10R, Paragraph 10.b. (lesser of para. 10.b.i. and 10.b.ii. below)  -  1,096,891  1,096,891 
  (c) SSAP 10R, Paragraph 10.b.i.  -  1,096,891  1,096,891 
  (d) SSAP 10R, Paragraph 10.b.ii.      7,634,524 
  (e) SSAP 10R, Paragraph 10.c.  22,119,580  -  22,119,580 
  (f) Total (4a + 4b + 4e) $ 41,388,659 $ 4,382,309 $ 45,770,968 
       
  Admission calculation components SSAP 10R, Paragraph 10.e.:    
  (g) SSAP 10R, Paragraph 10.e.i. $ 20,360,997 $ 2,193,499 $ 22,554,496 
  (h) SSAP 10R, Paragraph 10.e.ii. (lesser of para. 10.e.ii.a. and 10.e.ii.b. below)  9,262,976  2,188,810  11,451,786 
  (i) SSAP 10R, Paragraph 10.e.ii.a.  9,262,976  2,188,810  11,451,786 
  (j) SSAP 10R, Paragraph 10.e.ii.b.      11,451,786 
  (k) SSAP 10R, Paragraph 10.e.iii.  22,119,580  -  22,119,580 
  (l) Total (4g + 4h + 4k) $ 51,743,553 $ 4,382,309 $ 56,125,862 
       
  Used in SSAP 10R, Paragraph 10.d.    
  (m) Total adjusted capital   $ 192,191,532 
  (n) Authorized control level   $ 28,097,823 
       
  2010: Ordinary Capital Total 
       
  Admission calculation components SSAP 10R, Paragraphs 10.a, 10.b, and 10.c:    
  (a) SSAP 10R, Paragraph 10.a. $ 17,581,404 $ 160,858 $ 17,742,262 
  (b) SSAP 10R, Paragraph 10.b. (lesser of para. 10.b.i. and 10.b.ii. below)  -  -  - 
  (c) SSAP 10R, Paragraph 10.b.i.  -  -  - 
  (d) SSAP 10R, Paragraph 10.b.ii.      7,509,656 
  (e) SSAP 10R, Paragraph 10.c.  16,149,981  -  16,149,981 
  (f) Total (4a + 4b + 4e) $ 33,731,385 $ 160,858 $ 33,892,243 
       
  Admission calculation components SSAP 10R, Paragraph 10.e.:    
  (g) SSAP 10R, Paragraph 10.e.i. $ 19,800,292 $ - $ 19,800,292 
  (h) SSAP 10R, Paragraph 10.e.ii. (lesser of para. 10.e.ii.a. and 10.e.ii.b. below)  8,125,790  482,573  8,608,363 
  (i) SSAP 10R, Paragraph 10.e.ii.a.  8,125,790  482,573  8,608,363 
  (j) SSAP 10R, Paragraph 10.e.ii.b.      11,264,485 
  (k) SSAP 10R, Paragraph 10.e.iii.  16,149,981  -  16,149,981 
  (l) Total (4g + 4h + 4k) $ 44,076,063 $ 482,573 $ 44,558,636 
       
  Used in SSAP 10R, Paragraph 10.d.    
  (m) Total adjusted capital   $ 146,938,365 
  (n) Authorized control level   $ 24,700,173 
       
  Change: Ordinary Capital Total 
       
  Admission calculation components SSAP 10R, Paragraphs 10.a, 10.b, and 10.c:    
  (a) SSAP 10R, Paragraph 10.a. $ 1,687,675 $ 3,124,560 $ 4,812,235 
  (b) SSAP 10R, Paragraph 10.b. (lesser of para. 10.b.i. and 10.b.ii. below)  -  1,096,891  1,096,891 
  (c) SSAP 10R, Paragraph 10.b.i.  -  1,096,891  1,096,891 
  (d) SSAP 10R, Paragraph 10.b.ii.      124,868 
  (e) SSAP 10R, Paragraph 10.c.  5,969,599  -  5,969,599 
  (f) Total (4a + 4b + 4e) $ 7,657,274 $ 4,221,451 $ 11,878,725 
       
  Admission calculation components SSAP 10R, Paragraph 10.e.:    
  (g) SSAP 10R, Paragraph 10.e.i. $ 560,705 $ 2,193,499 $ 2,754,204 
  (h) SSAP 10R, Paragraph 10.e.ii. (lesser of para. 10.e.ii.a. and 10.e.ii.b. below)  1,137,186  1,706,237  2,843,423 
  (i) SSAP 10R, Paragraph 10.e.ii.a.  1,137,186  1,706,237  2,843,423 
  (j) SSAP 10R, Paragraph 10.e.ii.b.      187,301 
  (k) SSAP 10R, Paragraph 10.e.iii.  5,969,599  -  5,969,599 
  (l) Total (4g + 4h + 4k) $ 7,667,490 $ 3,899,736 $ 11,567,226 
       
  Used in SSAP 10R, Paragraph 10.d.    
  (m) Total adjusted capital   $ 45,253,167 
  (n) Authorized control level   $ 3,397,650 
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 (5) 2011: Ordinary Capital Total 
       
  Impact of tax planning strategies:    
  (a) Adjusted gross DTA (% of total adjusted gross DTAs) 0.00% 6.65% 6.65% 
  (b) Net admitted adjusted gross DTAs (% of total net admitted adjusted gross 

DTAs) 0.00% 7.81% 7.81% 
       
  2010: Ordinary Capital Total 
       
  Impact of tax planning strategies:    
  (a) Adjusted gross DTA (% of total adjusted gross DTAs) 0.00% 0.00% 0.00% 
  (b) Net admitted adjusted gross DTAs (% of total net admitted adjusted gross 

DTAs) 0.00% 0.00% 0.00% 
       
  Change: Ordinary Capital Total 
       
  Impact of tax planning strategies:    
  (a) Adjusted gross DTA (% of total adjusted gross DTAs) 0.00% 6.65% 6.65% 
  (b) Net admitted adjusted gross DTAs (% of total net admitted adjusted gross 

DTAs) 0.00% 7.81% 7.81% 
       
 (6) 2011: Ordinary Capital Total 
       
  SSAP 10R, Paragraphs 10.a., 10.b., and 10.c.:    
  (a) Admitted deferred tax assets $ 41,388,659 $ 4,382,309 $ 45,770,968 
  (b) Admitted assets   $ 2,985,750,421 
  (c) Adjusted statutory surplus *   $ 141,980,603 
  (d) Total adjusted capital from DTAs   $ 181,836,638 
       
  Increases due to SSAP 10R, Paragraph 10.e.:    
  (e) Admitted deferred tax assets $ 10,354,894 $ - $ 10,354,894 
  (f) Admitted assets   $ 10,354,894 
  (g) Statutory surplus   $ 10,354,894 
       
  2010: Ordinary Capital Total 
       
  SSAP 10R, Paragraphs 10.a., 10.b., and 10.c.:    
  (a) Admitted deferred tax assets $ 33,731,385 $ 160,858 $ 33,892,243 
  (b) Admitted assets   $ 2,588,033,916 
  (c) Adjusted statutory surplus *   $ 101,373,767 
  (d) Total adjusted capital from DTAs   $ 136,271,972 
        
  Increases due to SSAP 10R, Paragraph 10.e.:    
  (e) Admitted deferred tax assets $ 10,344,678 $ 321,715 $ 10,666,393 
  (f) Admitted assets   $ 10,666,393 
  (g) Statutory surplus   $ 10,666,393 
       
  Change: Ordinary Capital Total 
       
  SSAP 10R, Paragraphs 10.a., 10.b., and 10.c.:    
  (a) Admitted deferred tax assets $ 7,657,274 $ 4,221,451 $ 11,878,725 
  (b) Admitted assets   $ 397,716,505 
  (c) Adjusted statutory surplus *   $ 40,606,836 
  (d) Total adjusted capital from DTAs   $ 45,564,666 
       
  Increases due to SSAP 10R, Paragraph 10.e.:    
  (e) Admitted deferred tax assets $ 10,216 $ (321,715) $ (311,499) 
  (f) Admitted assets   $ (311,499) 
  (g) Statutory surplus   $ (311,499) 
       
  * As reported on the statutory balance sheet for the most recently filed statement with the Ohio Department of Insurance commissioner adjusted 

in accordance with SSAP 10R, Paragraph 10.b.ii. 
       
B. Deferred tax liabilities are not recognized for the following amounts:  None. 
       
C. Current income taxes incurred consist of the following major components: 
       
 (1) Current income tax Current Year Prior Year Change 
  (a) Federal $ 7,750,142 $ 6,536,616 $ 1,213,526 
  (b) Foreign  -  -  - 
  (c) Subtotal  7,750,142  6,536,616  1,213,526 
  (d) Federal income tax on net capital gains  2,193,499  919,601  1,273,898 
  (e) Utilization of capital loss carry-forwards  -  -  - 
  (f) Other  (1,683,971)  (739,240)  (944,731) 
  (g) Federal and foreign income taxes incurred $ 8,259,670 $ 6,716,977 $ 1,542,693 
       
 (2) Deferred tax assets Current Year Prior Year Change 
  (a) Ordinary:    
   (1) Discounting of unpaid losses $ - $ - $ - 
   (2) Unearned premium revenue  -  -  - 
   (3) Policyholder reserves  17,711,425  15,888,049  1,823,376 
   (4) Investments  -  -  - 
   (5) Deferred acquisition costs  30,576,225  25,695,592  4,880,633 
   (6) Policyholder dividends accrual  8,727,990  8,023,565  704,425 
   (7) Fixed assets  -  27,837  (27,837) 
   (8) Compensation and benefits accrual  1,543,367  3,550,752  (2,007,385) 
   (9) Pension accrual  -  -  - 
   (10) Receivables – nonadmitted  617,639  560,359  57,280 
   (11) Net operating loss carry-forward  -  -  - 
   (12) Tax credit carry-forward  -  -  - 
   (13) Other   2,385,319  401,661  1,983,658 
   (14) Subtotal  61,561,965  54,147,815  7,414,150 
  (b) Statutory valuation allowance adjustment  -  -  - 
  (c) Nonadmitted  9,818,412  10,071,752  (253,340) 
  (d) Admitted ordinary deferred tax assets (2a14 – 2b – 2c)  51,743,553  44,076,063  7,667,490 
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    Current Year Prior Year Change 
  (e) Capital:      
   (1) Investments  4,382,309  1,608,577  2,773,732 
   (2) Net capital loss carry-forward  -  -  - 
   (3) Real estate  -  -  - 
   (4) Other  -  -  - 
   (5) Subtotal  4,382,309  1,608,577  2,773,732 
  (f) Statutory valuation allowance adjustment  -  -  - 
  (g) Nonadmitted  -  1,126,004  (1,126,004) 
  (h) Admitted capital deferred tax assets (2e5 – 2f – 2g)  4,382,309  482,573  3,899,736 
  (i) Admitted deferred tax assets (2d + 2h) $ 56,125,862 $ 44,558,636 $ 11,567,226 
        
 (3) Deferred tax liabilities Current Year Prior Year Change 
  (a) Ordinary:    
   (1) Investments $ 2,827,766 $ 3,429 $ 2,824,337 
   (2) Fixed assets  27,441  -  27,441 
   (3) Deferred and uncollected premium  15,800,031  14,697,956  1,102,075 
   (4) Policyholder reserves  1,890,175  1,448,597  441,578 
   (5) Other  -  -  - 
   (6) Subtotal  20,545,413  16,149,982  4,395,431 
  (b) Capital:      
   (1) Investments  1,574,167  -  1,574,167 
   (2) Real estate  -  -  - 
   (3) Other   -  -  - 
   (4) Subtotal  1,574,167  -  1,574,167 
  (c) Deferred tax liabilities (3a6 + 3b4) $ 22,119,580 $ 16,149,982 $ 5,969,598 
        
 (4) Net deferred tax assets (liabilities) (2i – 3c) $ 34,006,282 $ 28,408,654 $ 5,597,628 
        
D. Among the more significant book to tax adjustments were the following: 
  
   

Current Year 
Effective Tax 

Rate 
 

Prior Year 
Effective Tax 

Rate 
 Provision computed at statutory rate $ 3,967,153 35.00% $ 2,452,501 35.00% 
 Pension plan  745,714 6.58  811,832 11.59 
 Tax credits  (372,622)    (3.29)  (371,995) (5.31) 
 Other  (934,378) (8.24)  393,578 5.62 
 Total statutory income taxes $ 3,405,867 30.05% $ 3,285,916 46.90% 
      
 Federal and foreign income taxes incurred $ 6,066,171 53.52% $ 5,797,376 82.74% 
 Change in net deferred income taxes*  (2,660,304)   (23.47)  (2,511,460) (35.84) 
 Total statutory income taxes $ 3,405,867 30.05% $ 3,285,916 46.90% 
  
 * Excludes change in net deferred income taxes on realized gains/losses of $(311,612) and $963,855 for the year ended December 31, 2011 and 2010, 

respectively. 
  
E. At December 31, 2011, the Company had $0 of operating loss carry forwards. 
  
 The following are income taxes incurred in the current and prior years that will be available for recoupment in the event of future net losses: 
  
  2011 $ 9,369,251  
  2010 $ 4,393,081  
  2009 $ 8,792,166  
  
F. The Company’s federal income tax return is consolidated with the following entities: 
  
 The Western and Southern Life Insurance Company 

Western & Southern Mutual Holding Company 
Western & Southern Financial Group, Inc. 
Western-Southern Life Assurance Company and Subsidiaries 
Columbus Life Insurance Company and Subsidiaries  
Integrity Life Insurance Company and Subsidiary 
The Lafayette Life Insurance Company and Subsidiary 
Western-Southern Agency, Inc. 
Western-Southern Agency Services, Inc. 
WestAd, Inc. 
Eagle Realty Investments, Inc. 
Fort Washington Investment Advisors, Inc. and Subsidiary 
Fort Washington Savings Company 

  
 The Western and Southern Life Insurance Company (Western and Southern), affiliate of the Company, files a consolidated income tax return with its 

eligible affiliates, including the Company.  The provision for federal income taxes is allocated to the Company using a separate return method based 
upon a written tax sharing agreement.  Under the agreement, the benefits from losses of subsidiaries are retained by the subsidiary companies.  Western 
and Southern pays all federal income taxes due for all members in the consolidated return.  Western and Southern then immediately charges or 
reimburses, as the case may be, these members an amount consistent with the method described in the tax sharing agreement.  At December 31, 2011, 
the Company has a payable to Western and Southern of $4.7 million on line 15.1 of page 3. 

 
10. Information Concerning Parent, Subsidiaries and Affiliates 
 

A. The Company is a wholly-owned stock insurance subsidiary of the Western & Southern Financial Group, Inc. which is a wholly-owned subsidiary of 
Western & Southern Mutual Holding Company (WSMHC).  Various relationships are maintained to provide efficiencies and limit costs within the 
affiliated group.  The Company is party to an Administrative Service Cost Sharing Agreement, governing all entities within the affiliated group, with 
WSMHC that covers direct and indirect allocable costs associated with technological support, financial and actuarial services, legal and compliance 
and human resource functions provided to the Company.  An investment advisory agreement is in effect with Fort Washington Investment Advisors, 
Inc. to provide discretionary advisory and asset management services.  To the extent the Company receives services which inures to the benefit of its 
subsidiary, LLIC, Inc., these costs are allocated under a separate service agreement. 
 
Specific reinsurance agreements have been transacted to spread risk within the affiliated group and in line with the Company’s retention.  Reference 
should be made to Schedule S for additional information regarding their financial impact. 

  
B&C. On December 9, 2011, the Company received a $37 million capital contribution from Western and Southern Financial Group.  The capital contribution 

consisted of $3.3 million in cash and $33.7 in common stocks at market value. 
  

D. For services provided under the administration agreement with WSMHC, payment is to occur quarterly within 60 days of receipt of the invoice and to 
be remitted directly to Western and Southern, an affiliate domiciled in Ohio.  The Company has recorded a payable of $7,608,157 and $303,943 to 
Western and Southern as of December 31, 2011 and 2010, respectively.  Additionally, the Company owes $7,859,194 to Western and Southern for its 
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portion of benefits accrued under the defined benefit pension and $5,476,576 to Western and Southern for its portion of benefits accrued under the post 
retirement benefit plan at December 31, 2011; reference should be made to Note 12. 

  
E. The Company has no guarantees or undertakings for the benefit of an affiliate which resulted in a material contingent exposure of the Company’s 

assets or liabilities. 
  
F. Total expenses incurred under the administrative service cost sharing agreement were $5,675,250 and $945,422 for 2011 and 2010, respectively.  

Transactions with LLIA, Inc. were settled monthly with no outstanding balances at year-end.  Amounts received for services rendered were $100,405 
and $123,709 for 2011 and 2010, respectively.  Reimbursement of administrative services is made on the basis of the cost of the services provided and 
is determined in accordance with SSAP 70. 
 
Under the investment advisory fee with Fort Washington, services are billed quarterly in advance and are rendered on a fee basis.  Total expense was 
$966,167 and $386,538 for 2011 and 2010, respectively. 

  
G. All outstanding shares of the Company are owned by the Western & Southern Financial Group, Inc., a non-insurance subsidiary wholly owned by 

WSMHC and domiciled in Ohio. 
  
H. The Company does not own any shares of an upstream affiliate either directly or through its subsidiaries. 
  
I. The Company does not have an investment in an SCA entity that exceeds 10% of the admitted assets of the insurer.  
  
J. The Company did not recognize any impairment write down for its investments in subsidiary, controlled or affiliated companies during the statement 

periods. 
  
K. Not applicable. 
  
L. Not applicable. 

 
11. Debt 
 

A. The Company has no capital notes outstanding.  The Company does not hold any dollar reverse repurchase agreements. 
  
B. FHLB (Federal Home Loan Bank) Agreements 
  
 1. Thru June 30, 2011, the Company was a member of the Federal Home Loan Bank (FHLB) of Indianapolis.  On July 1, 2011, the Company 

terminated its membership with the FHLB of Indianapolis and became a member of the Federal Home Loan Bank (FHLB) of Cincinnati.  
Through its membership, the Company has issued debt to the FHLB of Indianapolis in exchange for cash advances in the amount of $10 
million.  It is part of the Company’s strategy to utilize these funds for operations and any funds obtained from the FHLB of Indianapolis for use 
in general operations would be accounted for consistent with SSAP No. 15, Debt and Holding Company Obligations as borrowed money.  The 
table below indicates the amounts of FHLB of Indianapolis stock purchased, collateral pledged, assets and liabilities related to the agreement 
with the FHLB of Indianapolis. 

   
   Current Year Prior Year 
 2. FHLB of Indianapolis stock purchased/owned as part of the agreement  $ 8,723,700  $ 8,792,300 
 3. Collateral pledged to the FHLB of Indianapolis   198,727,540   216,388,089 
 4. Borrowing capacity currently available   -   34,492,880 
 5. Agreement assets and liabilities   
  General Account: Assets   11,860,828   16,662,114 
   Liabilities   10,019,250   10,019,250 
  Separate Account: Assets   -   - 
   Liabilities   -   - 
  
 The outstanding advances at December 31, 2011 and 2010 are summarized below: 
  
 

Year Issue Date Interest Rate Amount 
Accrued 
Interest Paid Interest Maturity Date 

 

 12/31/2011 5/3/2005 4.62% $ 10,000,000 $ 19,250 $ 468,415 5/3/2012  
 12/31/2010 5/3/2005 4.62% $ 10,000,000 $ 19,250 $ 556,087 5/3/2012  

 
12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other Postretirement Benefit Plans 
 

A. Defined Benefit Plan 
  
 The Company has no employee retirement plan.  However, it contributes its share toward the retirement plans of Western and Southern. 
  
B. Defined Contribution Plan.  None. 
  
C. Multi-employer Plans.  Not applicable. 
  
D. The Company participates in a qualified, noncontributory defined pension plan sponsored by Western and Southern.  In addition, the Company 

provides certain other postretirement benefits to retired employees through a plan sponsored by Western and Southern.  The Company has no legal 
obligation for benefits under these plans.  Western and Southern allocated amounts to the Company based on a rational allocation methodology. 

  
 Effective January 1, 2012, the Company’s  postretirement healthcare and life insurance benefits plan (the Plan) was merged with The Western and 

Southern Life Insurance Company Flexible Benefits Plan.  The plan merger was formally approved in December of 2011, therefore, Western and 
Southern increased its postretirement benefit obligation by $5.5 million to reflect its additional liability at December 31, 2011 and recorded a 
receivable from the Company in an equivalent amount.  Although the Company’s legal obligation to provide postretirement benefits has been 
eliminated, it has a payable to Western & Southern in the amount of $5.5 million which represents the accrued benefit obligation up to the time of the 
plan merger.    On a go forward basis, the Company will participate in The Western and Southern Life Insurance Company Flexible Benefits Plan and 
be allocated its share of expense based on a rational allocation methodology. 

 
13. Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations 
 

(1) The Company has one class of common stock with a par value of $1 per share. At December 31, 2011, the Company had 10,000,000 shares authorized, 
2,500,000 shares issued and 2,500,000 shares outstanding.   

  
(2) The Company has no preferred stock outstanding. 

  
(3) The ability of the Company to pay dividends is limited by state insurance laws. Under Ohio insurance laws, the Company may pay dividends, without 

the approval of the Ohio Director of Insurance, only from earned surplus and those dividends may not exceed (when added to other dividends paid in 
the preceding 12 months) the greater of (i) 10% of the Company’s surplus as of the prior December 31, or (ii) the Company’s net income for the twelve 
month period ending the prior December 31.  Dividends are noncumulative.  

  
(4) The Company did not pay any dividends in 2011 or 2010. 

  
(5) Within the limitations of (3) above, there are no restrictions placed on the portion of company profits that may be paid as ordinary dividends to 

stockholders. 



ANNUAL STATEMENT FOR THE YEAR 2011 OF THE  LAFAYETTE LIFE INSURANCE COMPANY

19.7

 
 

NOTES TO FINANCIAL STATEMENTS 

 

(6) There were no restrictions placed on the Company’s surplus. 
  

(7) There are no advances of surplus. 
  

(8) There was no stock held by the Company, including stock of affiliated companies, for special purposes. 
  

(9) The Company does not hold any special surplus funds. 
  

(10) The portion of unassigned funds (surplus) represented or reduced by cumulative unrealized gains and losses: $(2,917,055). 
  

(11) On December 16, 2003, the Company issued and sold a surplus note in the principal amount of $10,000,000.  The registered holder of the note is 
InCapS Funding II Ltd. with the surplus note issued pursuant to the terms of an indenture under which the trustee is the Wilmington Trust Company.  
The principal is due in one single installment on January 8, 2034 with interest payments made semi-annually on March 30 and September 30.  The 
interest rate is floating at six-month LIBOR plus 380 basis points adjusted semi-annually. 

  
 Any payment of interest or repayment of principal on the surplus note is subject to approval by the Ohio Department of Insurance and may be paid only 

out of the Company’s earnings and only if the Company’s surplus exceeds specified levels.  A summary of the terms of the surplus note follows: 
  
  

Date Issued 

Interest Rate 
at 

12/31/2011 

Par Value 
(Face Amount 

of Note) 

Carrying 
Value at 

12/31/2011 

Principal/ 
Interest Paid 

2011 

Total 
Principal/ 

Interest Paid 

Unapproved 
Principal/ 
Interest 

Date of 
Maturity 

 

  12/16/2003 4.35% $ 10,000,000 $ 10,000,000 $ 432,068 $ 5,109,608 $ 0 1/8/2034  
  

(12) There have been no restatements of surplus due to quasi-reorganizations. 
  

(13) Not applicable. 
 
14. Contingencies 
  

A. (1) Contingent Commitments 
   
  The Company is not aware of any material contingent commitments. 
   
 (2) Guarantees.  None. 
  
B. Assessments 
  
 The Company is not aware of any material assessments. 
  
C. Gain Contingencies 
  
 The Company is not aware of any gain contingencies. 
  
D. Claims related extra contractual obligations and bad faith losses stemming from lawsuits 
  
 The Company does not have any material extra contractual obligations or bad faith losses stemming from lawsuits. 
  
E. All Other Contingencies 
  
 Various lawsuits against the Company have arisen in the course of the Company’s business.  Contingent liabilities arising from litigation, income taxes 

and other matters are not considered material in relation to the financial position of the Company. 
 
15. Leases 
 

A. The Company did not have any material lease obligations at December 31, 2011. 
  
B. The Company is not involved in any material lessor leasing arrangements. 

 
16. The Company had no financial instruments with off-balance sheet risk. 

 
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 

 
A. Transfers of Receivables Reported as Sales.  None.   
  
B. Transfer and Servicing of Financial Assets.  None. 
  
C. The Company did not have any wash sales for securities with a NAIC designation of 3 or below, or unrated. 

 
18. Gain or Loss to the Reporting Entity from Uninsured A&H Plans and the Uninsured Portion of Partially Insured Plans.  None. 
 
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators.  None. 
 
20. Fair Value Measurements 

 
A.  
 (1) Fair Value Measurements at December 31, 2011 
   
  Level 1 Level 2 Level 3 Total 

Assets at fair value 
Bonds 

U.S. governments $                           -  $                           -  $                           -  $                           -  
Issuer obligation                              -                283,640                               -                283,640  
RMBS                              -                               -                               -                               -  
CMBS                              -                               -                               -                               -  
Hybrid securities                              -                               -                               -                               -  
Parent, subsidiaries and affiliates                              -                                 -                               -                                 -  

Total bonds $                           -  $                283,640  $                           -  $                283,640  
Preferred stock 

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

Total preferred stock $                           -  $                           -  $                           - $                           -  
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Level 1 Level 2 Level 3 Total 
Common stock 

Industrial and miscellaneous $           33,421,152 $                           -  $                           -  $           33,421,152 
Parent, subsidiaries and affiliates                              -                               -                               -                               -  
Mutual funds                              -                               -                               -                               -  

Total common stock $           33,421,152                   $                           -  $                           -  $           33,421,152                   
Derivative assets                           -                               -                               -                               -  

Interest rate contracts                           -                               -                               -                               -  
Options, purchased                           -                               -               26,003,620               26,003,620 
Foreign exchange contracts                           -                               -                               -                               -  
Credit contracts                           -                               -                                 -                               -  
Commodity futures contracts                           -                               -                               -                               -  
Commodity forward contracts                           -                               -                               -                               -  

Total derivative assets $                           -  $                           -  $           26,003,620  $           26,003,620  
Separate account assets                           -                               -                               -                               -  

Total assets at fair value $           33,421,152                   $                283,640 $           26,003,620   $          59,708,412  

Level 1 Level 2 Level 3 Total 
Liabilities at fair value 

Derivative liabilities $                           -  $                           -   $       (18,070,343)  $    (18,070,343) 
Total liabilities at fair value $                           -  $                           -   $       (18,070,343)  $    (18,070,343) 

 

   
  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. 
   
 (2) Fair Value Measurements in Level 3 of the Fair Value Hierarchy 
   
  

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 

Net 
Purchases, 
Issuances, 
Sales and 

Settlements 
Balance at 
12/31/2011 

Derivative assets $ 51,221,758  $ - $ - $ (9,818,366) $ (8,960,681) $ (6,439,092) $ 26,003,619 
Derivative liabilities  (36,631,563)  -  -  11,685,852   5,427,762   1,447,606   (18,070,343) 

Total $ 14,590,195  $ - $ - $ 1,867,486  $ (3,532,919) $ (4,991,486) $ 7,933,276  
 

   
  Gross Purchases, Issuances, Sales and Settlements 
   
  

Purchases Issuances Sales Settlements 

Net Purchases, 
Issuances, Sales 
and Settlements 

Derivative assets   $ 35,199,319    $ -   $ -   $ (41,638,411)   $ (6,439,092) 
Derivative liabilities   -   (23,653,760)   -   25,101,366    1,447,606  

Total   $ 35,199,319  $ (23,653,760)  $ -  $ (16,537,045)   $ (4,991,486) 
 

   
 (3) The Company’s policy is to recognize transfers in and transfers out of levels at the end of the reporting period. 
   
 (4) The derivatives in Level 3 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. 
 
The fair values of bonds in Level 2 have been determined through the use of third-party pricing services utilizing market observable inputs. 
 
The fair value of common stock has been determined utilizing publicly quoted prices from third-party pricing services. 

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

 
21. Other Items 
 

A. Extraordinary Items.  None. 
  
B. Troubled Debt Restructuring.  None. 
  
C. Other Disclosures.  None. 
  
D. Uncollectible Assets.  None. 
  
E. Business Interruption Insurance Recoveries.  None. 
  
F. State Transferable Tax Credits.  None. 
  
G. Subprime Mortgage Related Risk Exposure 
  
 The Company does not have any direct investments in subprime mortgage loans.  The Company does not have any equity investments in subsidiary, 

controlled or affiliated entities with significant subprime mortgage related risk exposure.  This disclosure does not include an evaluation of mortgage-
backed debt securities commonly referred to as Alt A because these debt securities do not generally share all characteristics of subprime mortgage 
related risk. 
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The Company invests directly in certain debt securities which are considered to have subprime mortgage related risk.   The Company considers the 
following general characteristics typical of its debt securities with subprime mortgage exposure:   
 
•  Underlying borrowers with low credit ratings (FICO score generally lower than 670);  
•  Underlying loans with interest rates above rates available to prime borrowers; 
•  Underlying loans with generally higher initial loan-to-value ratios;  
•  Underlying loans with generally higher concentration of second liens; 
•  Underlying loans with generally higher concentration of manufactured housing; 
•  Securities with generally higher spread between collateral interest received and interest payments to investors; 
•  Securities with generally higher level of overcollateralization. 
 
Investments in debt securities with subprime mortgage exposure, similar to other types of investments, can subject an investor to unrealized losses due 
to changing interest rates or general credit spread widening.  Similarly, an investor is exposed to realized losses if actual cash flow of the underlying 
mortgages is worse than expected due to higher defaults which can result in principal loss for the investor.   
 
In order to manage subprime mortgage related risk the Company uses proprietary risk models to project probability of default and recoveries of 
underlying collateral, proprietary surveillance systems to monitor credit performance, exposure analysis by risk category and maintenance of a 
watchlist for higher risk investments. 
 
The following table shows our investments in debt securities with subprime mortgage exposure based on the definition above: 

  
  

 
 

 
 
 

Actual Cost 

 
 

Book/Adjusted 
Carrying Value 

 
 
 

Fair Value 

Other-Than- 
Temporary 

Impairment Losses 
Recognized 

      
 Residential mortgage-backed securities  $ 1,921,666  $ 1,916,036  $ 1,763,035  $ - 
 Commercial mortgage-backed securities   -   -   -   - 
 Collateralized debt obligations   -   -   -   - 
 Structured securities   -   -   -   - 
   $ 1,921,666  $ 1,916,036  $ 1,763,035  $ - 
  
 The percentage of book value of these debt securities that have underlying loans with primarily variable interest rates is 0.00%. 
  
H. Retained Assets 
   
 (1) The Company offered, during 2011, retained asset accounts as an optional form of settlement.  Under the claim form, as drafted prior to August 

2010, the retained asset option was, with certain exceptions, the default option for amounts equal to or greater than $25,000 payable to a 
beneficiary who was an adult natural person.  However, in certain states, namely Arkansas, Colorado, Florida, Kansas, Nevada, New York, 
North Carolina and North Dakota, the retained asset option had to be affirmatively elected in accordance with the requirements of applicable 
state law.  The retained asset account option was not available to residents of Alaska.  Even though the retained asset option was the stated 
default option for amounts equal to or greater than $25,000 (payable to an adult natural person beneficiary), the Company would not enforce the 
option if objected to by the beneficiary should the beneficiary desire a lump sum payment instead.  In August 2010, the Company changed its 
claim form for retained assets.  The option is no longer the default option but must be affirmatively elected and approved.  In addition, the option 
is not available to residents of the states of Alaska, New Jersey, New York or any other state which does not permit the retained asset option. 
 
The Company’s retained asset program is serviced by an unaffiliated bank.  The funds in the retained asset option are held in the general funds of 
the Company until a draft is written through the bank against the account.  Thus, the assets and liabilities related to retained assets accounts 
remain on the Company’s financial statements.  The retained asset accounts are included in liability-type deposit contracts.  The interest rate paid 
to retained asset accountholders during 2011 was 0.10%.  That rate did not change in 2011.  The accountholder is not charged for routine 
administrative fees associated with the retained asset account.  The accountholder is responsible for fees associated with insufficient funds drafts 
on the account and stop payments on drafts on the account. 

   
 (2) The number and balance of retained asset accounts in force as of December 31, 2011 and December 31, 2010 are as follows: 
   
  Current Year Prior Year 

Number Balance Number Balance 
Up to and including 12 months                 5   $         361,078                 18  $     1,250,204  
13 to 24 months                13             627,085                 18             691,347 
25 to 36 months                11             600,499                 13             342,726 
37 to 48 months                11              201,535                   -                         -  
49 to 60 months                  -                         -                   -                         -  
Over 60 months                  -                         -                   -                         -  

Total                40   $      1,790,197                 49   $     2,284,277  
 

   
 (3) Individual Group 

Balance/ Balance/ 
Number Amount Number Amount 

Retained asset accounts at the beginning of the year               49   $     2,284,277                   -   $                    -  
Retained asset accounts issued/added during the year               10           1,734,852                   -                         -  
Investment earnings credited to retained asset accounts N/A                 2,502  N/A                        -  
Fees and other charges assessed to retained asset accounts N/A                      75  N/A                        -  
Retained asset accounts transferred to state unclaimed property funds                  -                         -                   -                         -  
Retained asset accounts closed/withdrawn               19           2,231,359                   -                         -  

Retained asset accounts at the end of the year               40   $     1,790,197                   -   $                    -  
 

 
22. Events Subsequent 
 

The Company recognizes in the financial statements the effects of all subsequent events that provide additional evidence about conditions that existed at the 
Balance Sheet date.  For non-recognized subsequent events that must be disclosed to keep the financial statements from being misleading, the Company is 
required to disclose the nature of the event as well as an estimate of its financial effect, or a statement that such an estimate cannot be made.  Management has 
evaluated subsequent events through the issuance of these financial statements on February 24, 2012. 
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23. Reinsurance 
 

A. Ceded Reinsurance Report 
  
 Section 1 – General Interrogatories 
  
 (1) Are any of the reinsurers, listed in Schedule S as non-affiliated, owned in excess of 10% or controlled, either directly or indirectly, by the 

company or by any representative, office, trustee, or director of the company?  Yes (    )    No ( X  ) 
   
 (2) Have any policies issued by the company been reinsured with a company chartered in a country other than the United States (excluding U.S. 

Branches of such companies) that is owned in excess of 10% or controlled directly or indirectly by an insured, a beneficiary, a creditor or an 
insured or any other person not primarily engaged in the insurance business?  Yes (    )    No ( X  ) 

  
 Section 2 – Ceded Reinsurance Report – Part A 
  
 (1) Does the company have any reinsurance agreements in effect under which the reinsurer may unilaterally cancel any reinsurance for reasons 

other than for nonpayment of premium or other similar credits?  Yes (    )    No (  X  ) 
    
  a. If yes, what is the estimated amount of the aggregate reduction in surplus of a unilateral cancellation by the reinsurer as of the date of this 

statement, for those agreements in which cancellation results in a net obligation of the company to the reinsurer, and for which such 
obligation is not presently accrued?  Where necessary, the company may consider the current or anticipated experience of the business 
reinsured in making this estimate. 

    
  b. What is the total amount of reinsurance credits taken, whether as an asset or as a reduction of liability, for these agreements in this 

statement?  
   
 (2) Does the company have any reinsurance agreements in effect such that the amount of losses paid or accrued through the statement date may 

result in a payment to the reinsurer of amounts that, in aggregate and allowing for offset of mutual credits from other reinsurance agreements 
with the same reinsurer, exceed the total direct premium collected under the reinsured policies?  Yes (    )    No (  X  ) 

  
 Section 3 – Ceded Reinsurance Report – Part B 
  
 (1) What is the estimated amount of the aggregate reduction in surplus, (for agreements other than those under which the reinsurer may unilaterally 

cancel for reasons other than for nonpayment of premium or other similar credits that are reflected in Section 2 above) of termination of ALL 
reinsurance agreements, by either party, as of the date of this statement?  Where necessary, the company may consider the current of 
anticipated experience of the business reinsured in making this estimate.  $0 

   
 (2) Have any new agreements been executed or existing agreements amended, since January 1 of the year of this statement, to include policies or 

contracts that were in force or which had existing reserves established by the company as of the effective date of the agreement?                    
Yes (   )   No ( X ) 

  
  If yes, what is the amount of reinsurance credits, whether an asset or a reduction of liability, taken for such new agreements or amendments? 
  
B. The Company had no uncollectible reinsurance balances written off through income or expense during the year. 
  
C. The Company had no commutation of reinsurance reflected in income or expense during the year. 

 
24. Retrospectively Rated Contracts and Contracts Subject to Redetermination.  None. 
 
25. Change in Incurred Losses and Loss Adjustment Expenses.  None. 
 
26. Intercompany Pooling Arrangements.  None. 
 
27. Structured Settlements.  None. 
 
28. Health Care Receivables.  None. 
 
29. Participating Policies 

 
A. For the year ended 2011, the relative percentage of participating insurance is 30.2% based upon in force amounts; for 2010, the percentage was 35.8%.  

Reference should be made to the Exhibit of Life Insurance – Classification of amount of Insurance by Participating Status. 
  

B&C. The Company accounts for its policyholder dividends on an accrual basis consistent with SSAP 51 and 54, which includes dividends due and unpaid, 
amounts apportioned for payment in the following 12 months with the assumption that all policies remain in force at their current face amount, and 
dividends left on deposit to accumulate interest.  For participating business, the total amount incurred was $20,264,680 and $21,708,814 for 2011 and 
2010, respectively. 

  
D. There are no other amounts of additional income allocated to participating policies in the financial statements. 

 
30. Premium Deficiency Reserves 
 

As of December 31, 2011, the Company had no liabilities related to premium deficiency reserves for all accident and health contracts.  
 
31. Reserves for Life Contracts and Annuity Contracts 
 

(1) The Company waives deduction of deferred fractional premiums upon death of insured and returns any portion of the final premium beyond the date of 
death.  Surrender values are not promised in excess of the legally computed reserves. 

  
(2) Policies issued prior to January 1, 1948, for substandard lives are charged the gross premiums for a rated age.  Mean reserves are determined by 

computing the regular mean reserves at the rated age.  Policies issued after January 1, 1948, for substandard lives are charged an extra premium plus 
the regular gross premium for the true age.  Mean reserves are determined by computing the regular mean reserve at the true age and holding an 
additional one-half (1/2) of the extra premium charge for the year. 

  
(3) As of December 31, 2011, the Company had $350,764,284 of insurance in force for which the gross premiums are less than the net premiums 

according to the standard valuation set by the state of Ohio.  Reserves to cover this insurance totaled $2,205,537 at year-end and are reported in Exhibit 
5, Life Insurance and Annuities sections. 

  
(4) The tabular interest, the tabular less actual reserve released, and the tabular cost have been determined by formula as described in the instructions. 

  
(5) The determination of tabular interest on funds not involving life has been determined by formula as described in the instructions. 

  
(6) The details for other changes:  None. 
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32. Analysis of Annuity Actuarial Reserves and Deposit Type Liabilities by Withdrawal Characteristics 
 

A. Subject to discretionary withdrawal: 
General 
Account 

Separate 
Account with 
Guarantees 

Separate 
Account 

Nonguaranteed Total % of Total 
      
 (1) With fair value adjustment $ - $ - $ - $ -  0.00% 
 (2) At book value less surrender charge of 5% or more  666,846,874  -  -  666,846,874  52.17% 
 (3) At fair value  -  -  -  -  0.00% 
 (4) Total with adjustment or at market value (Total of 1 through 3)  666,846,874  -  -  666,846,874  52.17% 
 (5) At book value without adjustment (minimal or no charge or 

adjustment)  358,879,745  -  -  358,879,745  28.08% 
       
B. Not subject to discretionary withdrawal  252,396,778  -  -  252,396,778  19.75% 
   
C. Total (gross)  1,278,123,397  -  -  1,278,123,397  100.00% 
   
D. Reinsurance ceded  26,655,306  -  -  26,655,306  
   
E. Total (net)*  (C) - (D) $ 1,251,468,091 $ - $ - $ 1,251,468,091  
   
 * Reconciliation of total annuity actuarial reserves and deposit fund liabilities.  
   
F. Life & Accident & Health Annual Statement: Amount  
     
 1. Exhibit 5, Annuities Section, Total (net) $ 1,015,202,061  
 2. Exhibit 5, Supplementary Contracts with Life Contingencies Section, Total (net)  13,750,550  
 3. Exhibit 7, Exhibit of Deposit-Type Contracts, Line 14, Column 1  222,515,480  

 4. Subtotal  1,251,468,091  
   
 Separate Accounts Annual Statement  
 5. Exhibit 3, Line 0299999, Column 2  -  
 6. Exhibit 3, Line 0399999, Column 2  -  
 7. Policyholder dividend and coupon accumulations  -  
 8. Policyholder premiums  -  
 9. Guaranteed interest contracts  -  
 10. Other contract deposit funds  -  
 11. Subtotal  -  
     
 12. Combined Total $ 1,251,468,091  
  
G. FHLB (Federal Home Loan Bank) Agreements 
   
 1. Thru June 30, 2011, the  Company was as a member of the Federal Home Loan Bank (FHLB) of Indianapolis.  On July 1, 2011, the Company 

terminated its membership with the FHLB of Indianapolis and became a member of the Federal Home Loan Bank (FHLB) of Cincinnati.  
Through its membership, the Company has issued funding agreements to the FHLB of Indianapolis in exchange for cash advances in the 
amount of $153,564,352.  The Company uses these funds in an investment spread strategy, consistent with its other investment spread 
operations.  As such, the Company applies SSAP No. 52 accounting treatment to these funds, consistent with its other deposit-type contracts.  It 
is not part of the Company’s strategy to utilize these funds for operations, and any funds obtained from the FHLB of Cincinnati for use in 
general operations would be accounted for consistent with SSAP No. 15 as borrowed money.  The table below indicates the amount of FHLB 
of Indianapolis and FHLB of Cincinnati stock purchased, collateral pledged, assets and liabilities related to the agreements with the FHLB of 
Indianapolis and the FHLB of Cincinnati in 2011. 

      
   Total Indianapolis Cincinnati 
 2. FHLB of Indianapolis stock purchased/owned as part of the agreement  $ 12,800,500  $ 8,723,700  $ 4,076,800 
 3. Collateral pledged to the FHLB of Indianapolis   198,727,540   198,727,540   - 
 4. Borrowing capacity currently available   -   -   - 
 5. Total reserves related to funding agreement   154,233,089   154,233,089   - 
 6. Agreement assets and liabilities    
  General Account: Assets   148,286,255   148,286,255   - 
   Liabilities   154,233,089   154,233,089   - 
  Separate Account: Assets   -   -   - 
   Liabilities   -   -   - 
      
 7. The table below indicates the amount of FHLB of Indianapolis stock purchased, collateral pledged, assets and liabilities related to the agreement 

with the FHLB of Indianapolis in 2010. 
     2010 
 8. FHLB of Cincinnati stock purchased/owned as part of the agreement    $ 8,792,300 
 9. Collateral pledged to the FHLB of Cincinnati     216,388,089 
 10. Borrowing capacity currently available     34,492,880 
 11. Total reserves related to funding agreement     161,180,683 
 12. Agreement assets and liabilities    
  General Account: Assets     156,252,826 
   Liabilities     161,180,683 
  Separate Account: Assets     - 
   Liabilities     - 

 
33. Premiums and Annuity Considerations Deferred and Uncollected 
  

 Type Gross Net of Loading 
    

(1) Industrial  $ -  $ - 
(2) Ordinary new business   4,755,884   1,436,596 
(3) Ordinary renewal   40,571,620   35,025,789 
(4) Credit Life   -   - 
(5) Group Life   -   - 
(6) Group Annuity   -   - 
(7) Totals  $ 45,327,504  $ 36,462,385 

 
34. Separate Accounts.  None. 
 
35. Loss/Claim Adjustment Expenses.  None. 
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  NAIC#  TIN# 

PARENT   -  WESTERN-SOUTHERN MUTUAL HOLDING COMPANY, OH (NON-INSURER)   31-1732405 

    SUBSIDIARY    -   WESTERN & SOUTHERN FINANCIAL GROUP, INC., OH (NON-INSURER)   31-1732404 

 SUBSIDIARY - LAFAYETTE LIFE INSURANCE COMPANY, OH (INSURER) 65242  35-0457540 

 SUBSIDIARY - LLIA, INC., OH (NON-INSURER)   35-2123483 

                          SUBSIDIARY   -    THE WESTERN AND SOUTHERN LIFE INSURANCE COMPANY, OH (INSURER) 70483  31-0487145 

                                       SUBSIDIARY   -  WESTERN-SOUTHERN LIFE ASSURANCE COMPANY, OH (INSURER) 92622  31-1000236 

                                                      SUBSIDIARY   -  TOUCHSTONE SECURITIES, INC., NE (NON-INSURER)   47-6046379 

                                                      SUBSIDIARY   -  IFS FINANCIAL SERVICES, INC., OH (NON-INSURER)   31-1328371 

                                                      SUBSIDIARY   -  W&S BROKERAGE SERVICES, INC., OH (NON-INSURER)   31-0846576 

                                         SUBSIDIARY   -  COLUMBUS LIFE INSURANCE COMPANY, OH (INSURER)  99937  31-1191427 

                                       SUBSIDIARY   -  INTEGRITY LIFE INSURANCE COMPANY, OH (INSURER) 74780  86-0214103 

                                                      SUBSIDIARY   -  NATIONAL INTEGRITY LIFE INSURANCE COMPANY, NY (INSURER) 75264  16-0958252 

                                       SUBSIDIARY   -  INSURANCE PROFILLMENT SOLUTIONS, LLC, OH (NON-INSURER)   43-2081325 

                                       SUBSIDIARY   -  WS OPERATING HOLDINGS, LLC, OH (NON-INSURER)   06-1804434 

                                                      SUBSIDIARY   -  EAGLE REALTY GROUP, LLC, OH (NON-INSURER)   31-1018957 

                                                      SUBSIDIARY   -  FORT WASHINGTON INVESTMENT ADVISORS, OH (NON-INSURER)   31-1301863 
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