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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.  There are no differences between the Company’s net income and 
capital and surplus using NAIC SAP or practices prescribed and permitted by the state of Ohio. 

  
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.  Amounts received 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) The Company does not hold any preferred stocks. 
   
 (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 2012: 
 
Effective January 1, 2012, the Company adopted Statement of Statutory Accounting Principle No. 101, Income Taxes, a Replacement of SSAP No. 10R and 
SSAP No. 10 (SSAP 101). SSAP 101 amends the deferred tax asset admittance test set forth in SSAP 10R, Income Taxes – A Temporary Replacement of SSAP 
10 (SSAP 10R), by limiting the admissibility thresholds based on current period risk-based capital levels and modifying disclosure requirements. In addition, 
SSAP 101 no longer requires admitted deferred tax assets above certain thresholds to be classified as aggregate write-ins for other than special surplus funds. 
 
The adoption of SSAP 101 resulted in an increase to statutory surplus of $0.8 million at January 1, 2012, which is reflected on the cumulative effect of changes 
in accounting principles line (line 49) on the Summary of Operations page  In addition, the Company reclassified $10.4 million on the Liabilities, Surplus and 
Other Funds page from aggregate write-ins for other than special surplus funds (line 34) to unassigned funds (line 35).  
 
The Company changed the statutory reserve valuation for certain fixed rate, fixed term funding agreements from account value to CARVM.  SSAP No. 51 – 
Life Contracts requires such a change in valuation basis to be recorded directly to surplus rather than as a part of the reserve change recognized in the 
summary of operations.  The Company has recorded $5.2 million directly as an increase to surplus as a result of the change in valuation basis through the 
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Change in Reserve on Account of Valuation Bases on the Summary of Operations. 
 
The Company has changed to the 2001 CSO mortality table from the 1980 CSO mortality table for determining statutory reserves for certain traditional life 
policies.  SSAP No. 51 – Life Contracts requires such a change in valuation basis to be recorded directly to surplus rather than as a part of the reserve change 
recognized in the Summary of Operations.  The Company has recorded $3.3 million directly as an increase to surplus as a result of the change in valuation 
basis through the Change in Reserve on Account of Valuation Bases line on the Summary of Operations. 
 
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 
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.  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 2012 were: 
   
  Farm loans None 
  City loans 4.40% and 5.30% 
  Purchase money mortgages None 
  Mezzanine loans None 
   
 (2) During 2012, the Company reduced interest rates of outstanding mortgage loans as follows:   None. 
   
 (3) The maximum percentage of any one loan to the value of security at the time of the loan, exclusive of insured or guaranteed or purchase money 

mortgage was: 80%. 
     
   Current Year Prior Year 
 (4) As of year end, the Company held 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) Current year 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) Allowance for credit losses:   
  a. Balance at beginning of period  $ -  $ - 
  b. Additions charged to operations  $ -  $ - 
  c. Direct write-downs charged against the allowance  $ -  $ - 
  d. Recoveries of amounts previously charged off  $ -  $ - 
  e. Balance at end of period  $ -  $ - 
   
 (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 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, 2012, 

2011, 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, 2012, 2011, 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,  2012: 
221470AA5  $          1,643,030   $          1,124,325   $             518,705   $          1,124,325   $             700,982  9/30/2012 

Total  XXX   XXX   $             518,705   XXX   XXX  

For the  Year ended December 31,  2011: 

CUSIP 
Book/Adj Carrying 
Value Amortized 

Present Value  
of 

Recognized  
Other-Than- 

Amortized 
 Cost After  Fair Value 

Date of 
Financial 
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Cost Before 
Current Period 

OTTI 

 Future Cash  
Flows 

Temporary  
Impairment 

Other-Than- 
Temporary  
Impairment 

Statement 
Where 

Reported 
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  XXX   XXX   $             161,919   XXX   XXX  

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  XXX   XXX   $             232,247   XXX   XXX  

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, 2012:  

   
  a. The aggregate amount of unrealized losses: 
  1. Less than 12 months $172,356 
  2. 12 months or longer $790,345 
   
  

b. 
The aggregate related fair value of securities 
with unrealized losses: 

 

  1. Less than 12 months $20,231,290 
  2. 12 months or longer $8,596,857 
   
   
 (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, 2012.  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.  The asset is still listed with the Broker as of December 31, 2012. 

 (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.    
  
 Due and accrued income was excluded from investment income on mortgage loans which were in foreclosure, delinquent more than one year or where 

collection of interest is uncertain.   
  
B. The amount excluded was $0 for bonds and $0 for mortgage loans. 

 
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 

$93,266,000 and $78,990,000 at December 31, 2012 and 2011, 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 $(4,279,514) and $(3,532,918) for 2012 and 2011, 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  
   2012 2011 2012 2012 2011 2011  
  Call options purchased $ 603,911,000 $ 608,080,000  $31,357,174  $ 31,357,174  $ 26,003,622  $ 26,003,622  
  Call options written  510,645,000  529,090,00   20,598,141   20,598,141   18,070,342   18,070,342  
  Net call positions $ 93,266,000 $ 78,990,000  $ 10,759,033  $ 10,759,033  $ 7,933,280  $ 7,933,280  

 
9. Income Taxes 
 

A. The components of net deferred tax asset/(liability) at December 31 are as follows: 
   
 (1)   12/31/2012  
   (1) (2) (3) 
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     (Col 1+2) 
   Ordinary Capital Total 
      
  (a) Gross deferred tax assets $ 63,161,179 $ 2,808,507 $ 65,969,686 
  (b) Statutory valuation allowance adjustments  -  -  - 
  (c) Adjusted gross deferred tax assets (1a – 1b)  63,161,179  2,808,507  65,969,686 
  (d) Deferred tax assets nonadmitted  8,354,852  -  8,354,852 
  (e) Subtotal net admitted deferred tax assets (1c – 1d)  54,806,327  2,808,507  57,614,834 
  (f) Deferred tax liabilities  22,694,082  3,579,745  26,273,827 
  (g) Net admitted deferred tax asset/(net deferred tax liability (1e – 1f) $ 32,112,245 $ (771,238) $ 31,341,007 
       
    12/31/2011  
   (4) (5) (6) 
     (Col 4+5) 
   Ordinary Capital Total 
       
  (a) Gross deferred tax assets $ 61,561,965 $ 4,382,309 $ 65,944,274 
  (b) Statutory valuation allowance adjustments  -  -  - 
  (c) Adjusted gross deferred tax assets (1a – 1b)  61,561,965  4,382,309  65,944,274 
  (d) Deferred tax assets nonadmitted  9,818,412  -  9,818,412 
  (e) Subtotal net admitted deferred tax assets (1c – 1d)  51,743,553  4,382,309  56,125,862 
  (f) Deferred tax liabilities  20,545,413  1,574,167  22,119,580 
  (g) Net admitted deferred tax asset/(net deferred tax liability (1e – 1f) $ 31,198,140 $ 2,808,142 $ 34,006,282 
       
    Change  
   (7) (8) (9) 
   (Col 1-4) (Col 2-5) (Col 7+8) 
  Change: Ordinary Capital Total 
       
  (a) Gross deferred tax assets $ 1,599,214 $ (1,573,802) $ 25,412 
  (b) Statutory valuation allowance adjustments  -  -  - 
  (c) Adjusted gross deferred tax assets (1a – 1b)  1,599,214  (1,573,802)  25,412 
  (d) Deferred tax assets nonadmitted  (1,463,560)  -  (1,463,560) 
  (e) Subtotal net admitted deferred tax assets (1c – 1d)  3,062,774  (1,573,802)  1,488,972 
  (f) Deferred tax liabilities  2,148,669  2,005,578  4,154,247 
  (g) Net admitted deferred tax asset/(net deferred tax liability (1e – 1f) $ 914,105 $ (3,579,380) $ (2,665,275) 
      
       
 (2)   12/31/2012  
   (1) (2) (3) 
     (Col 1+2) 
  Admission Calculation Components SSAP No. 101 Ordinary Capital Total 
      
  (a) Federal income taxes paid in prior years recoverable through loss 

carrybacks $ 19,516,023 $ 2,067,465 $ 21,583,488 
  (b) Adjusted gross deferred tax assets expected to be realized (excluding the 

amount of deferred tax assets from 2(a) above after application of the 
threshold limitation. (the lesser of 2(b)1 and 2(b)2 below) $ 9,757,519 $ - $ 9,757,519 

   1. Adjusted gross deferred tax assets expected to be realized following 
the balance sheet date. $ 9,757,519 $ - $ 9,757,519 

   2. Adjusted gross deferred tax assets allowed per limitation threshold. XXX XXX $ 19,979,416 
  (c) Adjusted gross deferred tax assets (excluding the amount of deferred tax 

assets from 2(a) and 2(b) above) offset by gross deferred tax liabilities $ 25,532,785 $ 741,042 $ 26,273,827 
  (d) Deferred tax assets admitted as the result of application of SSAP No. 101        
   Total (2(a) + 2(b) + 2(c)) $ 54,806,327 $ 2,808,507 $ 57,614,834 
       
    12/31/2011  
   (4) (5) (6) 
     (Col 4+5) 
   Ordinary Capital Total 
      
  (a) Federal income taxes paid in prior years recoverable through loss 

carrybacks $ 20,360,997 $ 2,193,499 $ 22,554,496 
  (b) Adjusted gross deferred tax assets expected to be realized (excluding the 

amount of deferred tax assets from 2(a) above after application of the 
threshold limitation. (the lesser of 2(b)1 and 2(b)2 below) $ 9,262,976 $ 2,188,810 $ 11,451,786 

   1. Adjusted gross deferred tax assets expected to be realized following 
the balance sheet date. $ 9,262,976 $ 2,188,810 $ 11,451,786 

   2. Adjusted gross deferred tax assets allowed per limitation threshold. XXX XXX $ 11,451,786 
  (c) Adjusted gross deferred tax assets (excluding the amount of deferred tax 

assets from 2(a) and 2(b) above) offset by gross deferred tax liabilities $ 22,119,580 $ - $ 22,119,580 
  (d) Deferred tax assets admitted as the result of application of SSAP No. 101        
   Total (2(a) + 2(b) + 2(c)) $ 51,743,553 $ 4,382,309 $ 56,125,862 
    
    Change  
   (7) (8) (9) 
   (Col 1-4) (Col 2-5) (Col 7+8) 
   Ordinary Capital Total 
       
  (a) Federal income taxes paid in prior years recoverable through loss 

carrybacks $ (844,974) $ (126,034) $ (971,008) 
  (b) Adjusted gross deferred tax assets expected to be realized (excluding the 

amount of deferred tax assets from 2(a) above after application of the 
threshold limitation. (the lesser of 2(b)1 and 2(b)2 below) $ 494,543 $ (2,188,810) $ (1,694,267) 

   1. Adjusted gross deferred tax assets expected to be realized following 
the balance sheet date. $ 494,543 $ (2,188,810) $ (1,694,267) 

   2. Adjusted gross deferred tax assets allowed per limitation threshold. XXX XXX $ 8,527,630 
  (c) Adjusted gross deferred tax assets (excluding the amount of deferred tax 

assets from 2(a) and 2(b) above) offset by gross deferred tax liabilities $ 3,413,205 $ 741,042 $ 4,154,247 
  (d) Deferred tax assets admitted as the result of application of SSAP No. 101        
   Total (2(a) + 2(b) + 2(c)) $ 3,062,774 $ (1,573,802) $ 1,488,972 
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 (3)  2012 2011  
  (a) Ratio percentage used to determine recovery period and threshold 

limitation amount. 
 

623% 
 

563% 
 

  (b) Amount of adjusted capital and surplus used to determine recovery period 
and threshold limitation in 2(b)2 above. $    28,095,133  $   28,097,823  

 

       
       
 (4)  12/31/2012 
    (1) (2) (3) 
      (Col 1+2) 
    Ordinary Capital Total 
    Percent Percent Percent 
  Impact of tax planning strategies:    
       
  (a) Adjusted gross DTA (% of total adjusted gross DTAs) 0.00% 2.03% 2.03% 
  (b) Net admitted adjusted gross DTAs (% of total net admitted adjusted gross 

DTAs) 0.00% 2.33% 2.33% 
  (c) Does the Company’s tax-planning strategies include the use of reinsurance?    

Yes_____ No___X__     
   12/31/2011 
   (4) (5) (6) 
     (Col 4+5) 
   Ordinary Capital Total 
   Percent Percent Percent 
  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% 
  (c) Does the Company’s tax-planning strategies include the use of reinsurance?    

Yes_____ No___X__     
   Change 
   (7) (8) (9) 
     (Col 7+8) 
   Ordinary Capital Total 
   Percent Percent Percent 
  Impact of tax planning strategies:    
       
  (a) Adjusted gross DTA (% of total adjusted gross DTAs) 0.00% (4.62)% (4.62)% 
  (b) Net admitted adjusted gross DTAs (% of total net admitted adjusted gross 

DTAs) 0.00% (5.48)% (5.48)% 
       
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 $ 9,391,017 $ 7,750,142 $ 1,640,875 
  (b) Foreign  9,936  -  9,936 
  (c) Subtotal  9,400,953  7,750,142  1,650,811 
  (d) Federal income tax on net capital gains  1,371,795  2,193,499  (821,704) 
  (e) Utilization of capital loss carry-forwards  -  -  - 
  (f) Other  (1,273,042)  (1,683,971)  410,929 
  (g) Federal and foreign income taxes incurred $ 9,499,706 $ 8,259,670 $ 1,240,036 
       
 (2) Deferred tax assets Current Year Prior Year Change 
  (a) Ordinary:    
   (1) Discounting of unpaid losses $ - $ - $ - 
   (2) Unearned premium revenue  -  -  - 
   (3) Policyholder reserves  16,867,646  17,711,425  (843,779) 
   (4) Investments  -  -  - 
   (5) Deferred acquisition costs  35,449,642  30,576,225  4,873,417 
   (6) Policyholder dividends accrual  8,469,640  8,727,990  (258,350) 
   (7) Fixed assets  -  -  - 
   (8) Compensation and benefits accrual  1,189,195  1,543,367  (354,172) 
   (9) Pension accrual  -  -  - 
   (10) Receivables – nonadmitted  538,489  617,639  (79,150) 
   (11) Net operating loss carry-forward  -  -  - 
   (12) Tax credit carry-forward  -  -  - 
   (13) Other   646,567  2,385,319  (1,738,752) 
    (99)   Subtotal  63,161,179  61,561,965  1,599,214 
  (b) Statutory valuation allowance adjustment  -  -  - 
  (c) Nonadmitted  8,354,852  9,818,412  (1,463,560) 
  (d) Admitted ordinary deferred tax assets (2a99 – 2b – 2c)  54,806,327  51,743,553  3,062,774 
       
       
    Current Year Prior Year Change 
  (e) Capital:      
   (1) Investments  2,808,507  4,382,309  (1,573,802) 
   (2) Net capital loss carry-forward  -  -  - 
   (3) Real estate  -  -  - 
   (4) Other  -  -  - 
    (99)   Subtotal  2,808,507  4,382,309  (1,573,802) 
  (f) Statutory valuation allowance adjustment  -  -  - 
  (g) Nonadmitted  -  -  - 
  (h) Admitted capital deferred tax assets (2e99 – 2f – 2g)  2,808,507  4,382,309  (1,573,802) 
  (i) Admitted deferred tax assets (2d + 2h) $ 57,614,834 $ 56,125,862 $ 1,488,972 
        
 (3) Deferred tax liabilities Current Year Prior Year Change 
  (a) Ordinary:    
   (1) Investments $ 2,986,365 $ 2,827,766 $ 158,599 
   (2) Fixed assets  -  27,441  (27,441) 
   (3) Deferred and uncollected premium  18,491,029  15,800,031  2,690,998 
   (4) Policyholder reserves  1,190,000  1,890,175  (700,175) 
   (5) Other  26,688  -  26,688 



ANNUAL STATEMENT FOR THE YEAR 2012 OF THE  Lafayette Life Insurance Company

 19.5 

 
 

NOTES TO FINANCIAL STATEMENTS 

 

    (99)   Subtotal  22,694,082  20,545,413  2,148,669 
  (b) Capital:      
   (1) Investments  3,579,745  1,574,167  2,005,578 
   (2) Real estate  -  -  - 
   (3) Other   -  -  - 
    (99)   Subtotal  3,579,745  1,574,167  2,005,578 
  (c) Deferred tax liabilities (3a99 + 3b99) $ 26,273,827 $ 22,119,580 $ 4,154,247 
        
 (4) Net deferred tax assets (liabilities) (2i – 3c) $ 31,341,007 $ 34,006,282 $ (2,665,275) 
        
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 $ 8,091,027 35.00% $ 3,967,153 35.00% 
 Pension plan  - 0.00  745,714 6.58 
 Tax credits  (402,283)    (1.74)  (372,622) (3.29) 
 Other  2,508,226 10.85  (934,378) (8.24) 
 Total statutory income taxes $ 10,196,970 44.11% $ 3,405,867 30.05% 
      
 Federal and foreign income taxes incurred $ 8,127,913 35.16% $ 6,066,171 53.52% 
 Change in net deferred income taxes*  2,069,057   8.95  (2,660,304) (23.47) 
 Total statutory income taxes $ 10,196,970 44.11% $ 3,405,867 30.05% 
  
 * Excludes change in net deferred income taxes on realized gains/losses of $658,815 and $(311,612) for the year ended December 31, 2012 and 2011, 

respectively. 
  
E. At December 31, 2012, 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: 
  
  2012 $ 10,820,433  
  2011 $ 7,659,571  
  2010 $ 4,393,081  
  
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 
 

  
 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, 2012, 
the Company has a receivable from Western and Southern of $(2.9) 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 21, 2012, the Company paid a $15.2 million dividend to Western and Southern Financial Group, Inc.  The dividend was in the form of 

cash. 
  

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 $4,563,850 and $7,608,157 to 
Western and Southern as of December 31, 2012 and 2011, respectively.   

  
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 $5,231,558 and $5,675,250 for 2012 and 2011, respectively.  

Transactions with LLIA, Inc. were settled monthly with no outstanding balances at year-end.  Amounts received for services rendered were $8,149 and 
$100,405 for 2012 and 2011, 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 
$1,401,632 and $966,167 for 2012 and 2011, 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.  
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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.  In 2012, the Company paid off the debt to the FHLB of Indianapolis. 

   
   Current Year Prior Year 
 2. FHLB of Indianapolis stock purchased/owned as part of the agreement  $ -  $ 8,723,700 
 3. Collateral pledged to the FHLB of Indianapolis   -   198,727,540 
 4. Borrowing capacity currently available   -   - 
 5. Agreement assets and liabilities   
  General Account:   
   a.  Assets   -   11,860,828 
   b.  Liabilities   -   10,019,250 
  Separate Account:   
                              a.  Assets   -   - 
   b.  Liabilities   -   - 
  
 The outstanding advances at December 31, 2012 and 2011 are summarized below: 
  
 

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

 

 12/31/2012 - - $ - $ - $ - -  
 12/31/2011 5/3/2005 4.62% $ 10,000,000 $ 19,250 $ 468,415 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.  This intercompany payable was settled in 2012. 

 
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, 2012, 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 paid a $15.2 million ordinary dividend to Western and Southern Financial Group, Inc. on December 21, 2012.  The dividend was in the 

form of cash.  There were no dividends paid in 2011. 
  

(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. 

(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: $5,399,346. 
  

(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: 
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Date Issued Interest Rate  

Par Value 
(Face Amount 

of Notes) 

Carrying 
Value of 

Note 

Interest 
And/Or 

Principal 
Paid Current 

Year 

Total Interest 
and/Or 

Principal 
Paid 

Unapproved 
Interest 
and/Or 

Principal 
Date of 

Maturity 

 

  12/16/2003 4.44% $ 10,000,000 $ 10,000,000 $ 452,925 $ 5,562,533 $ 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. 
 
The Company is currently being audited on behalf of multiple states’ treasury and controllers’ offices regarding laws and regulations concerning the 
identification, reporting and escheatment of unclaimed contract benefits or abandoned funds.  In addition, the Company is involved in litigation 
involving related matters.  The audits focus on identifying unreported death claims, matured annuities and retained asset accounts, and the use of the 
Social Security Death Master File to identify deceased insurance policy, annuity contract, and retained asset account holders.  The litigation focuses on 
allegations regarding the identification of unreported death claims and the use of the Social Security Death Master File to identify deceased insurance 
policyholders.  In addition, the Company is the subject of multistate regulatory inquiries and examinations with a similar focus on processes and 
procedures for identifying deceased insurance policy, annuity contract, and retained asset account holders and contacting beneficiaries.  The audits and 
related examination activity may result in outreach and payments to beneficiaries, escheatment of funds deemed abandoned under state laws, 
accelerated escheatment of funds deemed abandoned pursuant to agreements with regulators, administrative contributions, interest, and/or penalties, 
and changes in our procedures for the identification of unreported claims and handling of escheatable property.  The litigation seeks outreach and 
payments to beneficiaries and damages, among the relief sought.  The amount of loss, if any, that the Company may ultimately recognize as a result of 
these audits, related examinations and litigation cannot be reasonably estimated.  

 
15. Leases 
 

A. The Company did not have any material lease obligations at December 31, 2012. 
  
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, 2012 
   
  Level 1 Level 2 Level 3 Total 

Assets at fair value 
Bonds 

U.S. governments  $                         -   $                         -   $                         -   $                         -  
Industrial & miscellaneous                             -                  719,778                              -                  719,778  
RMBS                             -                              -                              -                              -  
CMBS                             -                              -                              -                              -  
Hybrid securities                             -                              -                              -                              -  
Parent, subsidiaries and affiliates                             -                              -                              -                              -  

Total bonds  $                         -   $             719,778   $                         -   $             719,778  
Preferred stock 

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

Total preferred stock  $                         -   $                         -   $                         -   $                         -  
Common stock 

Industrial and miscellaneous  $        28,511,311   $                         -   $                         -   $        28,511,311  
Parent, subsidiaries and affiliates                             -                              -                              -                              -  
Mutual funds                             -                              -                              -                              -  

Total common stock  $        28,511,311   $                         -   $                         -   $        28,511,311  
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Derivative assets 
Interest rate contracts  $                         -   $                         -   $                         -   $                         -  
Options, purchased                             -                              -             31,357,167             31,357,167  
Foreign exchange contracts                             -                              -                              -                              -  
Credit contracts                             -                              -                              -                              -  
Commodity futures contracts                             -                              -                              -                              -  
Commodity forward contracts                             -                              -                              -                              -  

Total derivative assets  $                         -   $                         -   $        31,357,167   $        31,357,167  
Separate account assets  $                         -   $                         -   $                         -   $                         -  

Total assets at fair value  $        28,511,311   $             719,778   $        31,357,167   $        60,588,256  

Level 1 Level 2 Level 3 Total 
Liabilities at fair value 

Derivative liabilities  $                         -   $                         -   $      (20,598,145)  $      (20,598,145) 

Total liabilities at fair value  $                         -   $                         -   $      (20,598,145)  $      (20,598,145) 
 

   
  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 
01/01/2012 

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, & 

Settlements 
Balance at 
12/31/2012 

Derivative assets $  26,003,619   $            -   $            -  $ (19,108,797)  $   7,634,766   $ 16,827,579   $    31,357,167  
Derivative liabilities    (18,070,343)                -                   -        21,142,751       (3,355,262)    (20,315,291)      (20,598,145) 

Total $    7,933,276   $            -   $            -  $    2,033,954   $   4,279,504   $  (3,487,712)  $    10,759,022  
 

   
  Gross Purchases, Issuances, Sales and Settlements 
   
  

Purchases Issuances Sales Settlements 

Net purchases, 
issuances, 
sales, & 

settlements 
Derivative assets  $32,963,094   $                    -   $                     -   $ (16,135,515)  $  16,827,579  
Derivative liabilities                     -       (22,895,488)                         -           2,580,197      (20,315,291) 

Total  $32,963,094   $ (22,895,488)  $                     -   $ (13,555,318)  $   (3,487,712) 
 

   
 (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. 
 
Investments in Level 2 include NAIC rated 6 industrial & miscellaneous bonds. These securities are currently rated below investment grade. 
The Company determined fair value as of the balance sheet date 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. 
 
The following table provides a summary of the significant unobservable inputs used in the fair value measurements developed by the Company 
or reasonably available to the Company of Level 3 assets and liabilities at December 31, 2012: 
 

Security Type Fair Value Valuation Technique Unobservable Output Range 

Derivative Assets  $   31,357,167  
Black-Scholes-Merton Model             
Spreads and Average Algorithm Model       
Monte Carlo Model 

S&P 500 Implied Volatility 10.3% - 
68.1% 

Derivative 
Liabilities  $ (20,598,145) Black-Scholes-Merton Model             

Spreads and Average Algorithm Model        

S&P 500 Implied Volatility 10.3% - 
68.1% 

 
In isolation, significant increases (decreases) in the S&P 500 implied volatility would typically result in a significantly higher (lower) fair value 
measurement for Level 3 derivative assets and Level 3 derivative liabilities.  

  
B. Not applicable. 
  
C. The carrying amounts and fair values of the Company’s significant financial instruments follow: 
  
 

Aggregate Fair 
Value Admitted Assets (Level 1) (Level 2) (Level 3) 

Not 
Practicable 
(Carrying 

Value) 
Assets: 
Bonds  $2,803,958,146   $2,528,698,545   $  40,974,822   $ 2,476,556,890  $286,426,434   $                -  
Common stock: 
   Unaffiliated**         41,938,211           41,938,211       41,938,211                             -                       -                     -  
   Mutual funds                         -                            -                        -                             -                       -                     -  
Preferred stock                         -                            -                        -                             -                       -                     -  
Mortgage loans       281,407,439         248,263,510                        -                             -    281,407,439                     -  
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Cash, cash equivalents 
  and short-term  
  investments          22,853,308           22,853,308       22,853,308                             -                       -                     -  
Other invested assets, 
  surplus notes         25,628,722           22,340,009                        -          25,628,722                       -                    - 
Securities lending 
  reinvested collateral  
  assets                         -                            -                        -                             -                       -                     -  
Derivative assets        31,357,167           31,357,167                        -                             -      31,357,167                     -  
Separate account assets                        -                            -                        -                             -                       -                     -  

Liabilities: 
  Life and annuity reserves 
    for investment-type  
    contracts and deposit 
    fund liabilities  $(271,231,000)             $  (235,679,000)  $                   -   $                        -  $ (271,231,000)             $                -  
  Equity-indexed insurance 
    contracts (1,031,794,000)   (1,030,269,000)                        -                             -  (1,031,794,000)                    -  
Derivative liabilities      (20,598,145)        (20,598,145)                       -                            -      (20,598,145)                    - 

 

  
 ** Includes FHLB common stock which is held at cost. 
  
 The following discussion describes the valuation methodologies utilized by the Company for assets and liabilities measured or disclosed at fair value. 

Fair value estimates are made at a specific point in time, based on available market information and judgments about the financial instrument, including 
discount rates, estimates of timing, amount of expected future cash flows and the credit standing of the issuer. Such estimates do not consider the tax 
impact of the realization of unrealized gains or losses. For Level 3 investments, the fair value estimates cannot be substantiated by comparison to 
independent markets. In addition, the disclosed fair value may not be realized in the immediate settlement of the financial instrument. As described 
below, certain fair values are determined through the use of third-party pricing services. Management does not adjust prices received from third parties; 
however, we do analyze the third party pricing services’ valuation methodologies and related inputs and perform additional evaluation to determine the 
appropriate level within the fair value hierarchy. Care should be exercised in deriving conclusions about the Company’s business, its value or financial 
position based on the fair value information of financial instruments presented below. 

Debt Securities and Surplus Notes 

The fair values of actively traded debt securities, asset/mortgage-backed securities, and surplus notes have been determined through the use of third-
party pricing services utilizing market observable inputs. Less liquid private placement securities and auction rate securities trading in less liquid or 
illiquid markets with limited or no pricing information are valued using either broker quotes or by discounting the expected cash flows using current 
market-consistent rates applicable to the yield, credit quality and maturity of each security. 

Equity Securities 

The fair values of actively traded equity securities have been determined utilizing publicly quoted prices obtained from third-party pricing services. The 
fair values of certain equity securities for which no publicly quoted prices are available have been determined through the use of third-party pricing 
services utilizing market observable inputs. 

Mortgage Loans 

The fair values for mortgage loans, consisting principally of commercial real estate loans, are estimated using discounted cash flow analyses, using 
interest rates currently being offered for similar loans collateralized by properties with similar investment risk. The fair values for mortgage loans in 
default are established at the lower of the fair value of the underlying collateral less costs to sell or the carrying amount of the loan. 

Cash, Cash Equivalents and Short-Term Investments 

The fair values of cash, cash equivalents and short-term investments are based on quoted market prices. 

Derivative Instruments 

The fair values of free-standing derivative instruments, primarily call options, are determined using valuation models incorporating significant 
unobservable inputs, including projected discounted cash flows, applicable swap curves and implied volatilities. 
 
Life and Annuity Reserves for Investment-type Contracts and Deposit Fund Liabilities 

The fair value of liabilities for investment-type contracts is based on the present value of estimated liability cash flows. Present values reflect the 
Company’s margin for uncertainty of the timing of liability cash flows. Key assumptions to the cash flow model include the timing of policyholder 
withdrawals and the level of interest credited to contract balances. 

Fair values for insurance reserves are not required to be disclosed. However, the estimated fair values of all insurance reserves and investment contracts 
are taken into consideration in the Company’s overall management of interest rate risk. 

  
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 
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 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. 
 
 
 
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 

(excluding 
interest) 

 
 
 

Fair Value 

Other-Than- 
Temporary 

Impairment Losses 
Recognized 

      
 a.   Residential mortgage-backed securities  $ 1,461,351  $ 1,457,328  $ 1,497,898  $ - 
 b.   Commercial mortgage-backed securities   -   -   -   - 
 c.   Collateralized debt obligations   -   -   -   - 
 d.   Structured securities   -   -   -   - 
 g.   Total  $ 1,461,351  $ 1,457,328  $ 1,497,898  $ - 
  
 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 2012, 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 2012 was 0.50%.  That rate did not change in 2012.  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, 2012 and December 31, 2011 are as follows: 
   
  As of End of Current Year As of End of Prior Year 

Number Balance Number Balance 
a. Up to and including 12 months                7   $         593,918                  5   $         361,078  
b. 13 to 24 months                2               44,226                 13             627,085  
c. 25 to 36 months                8              440,303                 11             600,499  
d. 37 to 48 months                8             478,683                11              201,535  
e. 49 to 60 months                8                74,599                          -                         -  
f. Over 60 months                 -                         -                   -                         -  

g. Total               33   $      1,631,729                 40   $      1,790,197  
 

   
 (3) Individual Group 

Balance/ Balance/ 
Number Amount Number Amount 

a. 
 Number/balance of retained asset accounts at the beginning of the 
year               40   $     1,790,197                  -   $                    -  

b. 
 Number/amount of retained asset accounts issued/added during 
the year               13        1,483,134                  -                         -  

c. 
 Investment earnings credited to retained asset accounts during the 
year N/A               1,698 N/A                        -  

d. 
 Fees and other charges assessed to retained asset accounts during 
the   year N/A                        -  N/A                        -  

e. 
 Number/amount of retained asset accounts transferred to state   
unclaimed property funds during the year              20        1,643,300                  -                         -  

f. Retained asset accounts closed/withdrawn                  -                         -                   -                         -  

g. Number/balance of retained asset accounts at the end of the year               33  $     1,631,729                   -   $                    -  
 

 
22. Events Subsequent 
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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. 

 
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 2012, the relative percentage of participating insurance is 15.8% based upon in force amounts; for 2011, the percentage was 30.2%.  

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 $18,457,618 and $20,264,680 for 2012 and 
2011, 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, 2012, 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, 2012, the Company had $205,790,341 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 $1,896,461 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  750,664,836  -  -  750,664,836  54.05% 
 (3) At fair value  -  -  -  -  0.00% 
 (4) Total with adjustment or at market value (Total of 1 through 3)  750,664,836  -  -  750,664,836  54.05% 
 (5) At book value without adjustment (minimal or no charge or 

adjustment)  392,938,257  -  -  392,938,257  28.29% 
       
B. Not subject to discretionary withdrawal  245,203,047  -  -  245,203,047  17.66% 
   
C. Total (gross: direct + assumed)  1,388,806,140  -  -  1,388,806,140  100.00% 
   
D. Reinsurance ceded  27,203,108  -  -  27,203,108  
   
E. Total (net)*  (C) - (D) $ 1,361,603,032 $ - $ - $ 1,361,603,032  
   
 * Reconciliation of total annuity actuarial reserves and deposit fund liabilities.  
   
F. Life & Accident & Health Annual Statement: Amount  
     
 1. Exhibit 5, Annuities Section, Total (net) $ 1,121,980,465  
 2. Exhibit 5, Supplementary Contracts with Life Contingencies Section, Total (net)  13,060,954  
 3. Exhibit 7, Exhibit of Deposit-Type Contracts, Line 14, Column 1  226,561,613  

 4. Subtotal  1,361,603,032  
   
 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 $ 1,361,603,032  
  
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 $142,666,907.  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 2012. 

      
   Total Indianapolis Cincinnati 
 2. FHLB of Indianapolis stock purchased/owned as part of the agreement  $ 13,417,900  $ 8,723,700  $ 4,694,200 
 3. Collateral pledged to the FHLB of Indianapolis   198,727,540   159,151,663   36,624,600 
 4. Borrowing capacity currently available   28,961,741   -   28,961,741 
 5. Total reserves related to funding agreement   154,841,013   154,841,013   - 
 6. Agreement assets and liabilities    
  General Account: Assets   151,093,327   151,093,327   - 
   Liabilities   154,841,013   154,841,013   - 
  Separate Account: Assets   -   -   - 
   Liabilities   -   -   - 
      
 7. 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 
 8. FHLB of Indianapolis stock purchased/owned as part of the agreement  $ 12,800,500  $ 8,723,700  $ 4,076,800 
 9. Collateral pledged to the FHLB of Indianapolis   198,727,540   198,727,540   - 
 10. Borrowing capacity currently available   -   -   - 
 11. Total reserves related to funding agreement   154,233,089   154,233,089   - 
 12. Agreement assets and liabilities    
  General Account: Assets   148,286,255   148,286,255   - 
   Liabilities   154,233,089   154,233,089   - 
  Separate Account: Assets   -   -   - 
   Liabilities   -   -   - 

 
33. Premiums and Annuity Considerations Deferred and Uncollected   
  

A. Deferred and uncollected life insurance premiums and annuity considerations as of December 31, 2012, were 
as follows: 

  

     
  Type Gross Net of Loading 
     

 (1) Industrial  $ -  $ - 
 (2) Ordinary new business   4,847,071   1,520,755 
 (3) Ordinary renewal   47,973,938   42,910,217 
 (4) Credit Life   -   - 
 (5) Group Life   -   - 
 (6) Group Annuity   -   - 
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 (7) Totals  $ 52,821,009  $ 44,430,972 
 
34. Separate Accounts.  None. 
 
35. Loss/Claim Adjustment Expenses.  None. 
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SCHEDULE Y – INFORMATION CONCERNING ACTIVITIES OF INSURER MEMBERS OF A HOLDING COMPANY GROUP 
PART 1 – ORGANIZATIONAL CHART 

  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   -  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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