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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 between NAIC SAP and practices prescribed and permitted by the state of Ohio. 

  
 A reconciliation of the Company’s net income and capital and surplus between NAIC SAP and practices prescribed and permitted by the State of Ohio 

is shown below: 
  State of 

Domicile 2013    2012 
 NET INCOME 
  
 (1) State basis (Page 4, Line 35, Column 1 & 2) Ohio  $     (7,755,185)  $                16,320,794  
 (2) State Prescribed Practices that increase/(decrease) NAIC SAP:  0 0 
 (3) State Permitted Practices that increase/(decrease) NAIC SAP:  0 0 
 (4) NAIC SAP (1-2-3=4) Ohio  $     (7,755,185)  $                16,320,794 
  
 SURPLUS 
  
 (5) State basis (Page 3, Line 38, Columns 1 & 2) Ohio  $   159,855,389  $              160,730,181 
 (6) State Prescribed Practices that increase/(decrease) NAIC SAP:  0 0 
 (7) State Permitted Practices that increase/(decrease) NAIC SAP:  0 0 
 (8) NAIC SAP (5-6-7=8) Ohio  $   159,855,389  $               160,730,181 
  
B. Use of Estimates in the Preparation of the Financial Statements. No change. 
  
C. Accounting Policy.  No change. 

 
2. Accounting Changes and Corrections of Errors  
  

 The Company made the following accounting changes in 2012: 
 
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 $4.9 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 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 $3.9 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 
 
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).  

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

A. Mortgage Loans, including Mezzanine Real Estate Loans. No change. 
   
B. Debt Restructuring.  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 three month period ended March 31, 

2013, years ended December 31, 2012, 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 three month 

period ended March 31, 2013, years ended December 31, 2012, 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 three month period ended March 31,  2013: 
 $                       -     $                       -     $                       -     $                       -     $                       -    

Total  XXX   XXX   $                       -     XXX   XXX  

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 
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: 

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  
 

   
 (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 March 31, 2013:  

   
  a. The aggregate amount of unrealized losses: 
  1. Less than 12 months $504,970 
  2. 12 months or longer $551,639 
   
  

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

 

  1. Less than 12 months $25,800,316 
  2. 12 months or longer $6,707,170 
   
 (5) The Company monitors investments to determine if there has been an other-than-temporary decline in fair value.  Factors management 

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

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

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

carry value; 
- for loan-backed securities, the Company’s intent to sell the security before recovery of its book/adjusted carry value. 

 
If the decline is judged to be other-than-temporary, an impairment charge is recorded as a net realized capital loss in the period the 
determination is made. 

   
E. Repurchase Agreements and/or Securities Lending Transactions. No change. 
   
F. Real Estate. No change. 
   
G. Low Income Housing Tax Credit Property Investments.  No change. 

 
6. Joint Ventures, Partnerships and Limited Liability Companies. No change. 
 
7. Investment Income. No change. 
 
8. Derivative Instruments.  No change. 
 
9. Income Taxes. No change. 
 
10. Information Concerning Parent, Subsidiaries and Affiliates. No change. 
 
11. Debt. No change. 
 
12. Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other Postretirement Benefit Plans.  
 

A. Defined Benefit Plan 
   
   
 (6) Components of net periodic benefit cost: 
   
  The company has no employee retirement plan. However, it contributes its share toward the retirement plans of Western and Southern. 
       

 
13. Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations. No change. 
 
14. Contingencies. No change.  
 
15. Leases. No change. 
 
16. The Company had no financial instruments with off-balance sheet risk. No change. 

 
17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities. No change. 
 
18. Gain or Loss to the Reporting Entity from Uninsured A&H Plans and the Uninsured Portion of Partially Insured Plans.  No change. 
 
19. Direct Premium Written/Produced by Managing General Agents/Third Party Administrators.  No change. 
 
20. Fair Value Measurements 
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A.  
 (1) Fair Value Measurements at March 31, 2013 
   
  Level 1 Level 2 Level 3 Total 

Assets: 
Bonds 

U.S. governments  $                         -   $                         -   $                         -   $                         -  
Industrial and miscellaneous                             -                  765,795                              -                  765,795  
RMBS                             -                              -                              -                              -  
CMBS                             -                              -                              -                              -  
Hybrid securities                             -                              -                              -                              -  
Parent, subsidiaries and affiliates                             -                              -                              -                              -  

Total bonds  $                         -   $             765,795   $                         -   $             765,795  
Preferred stock 

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

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

Industrial and miscellaneous  $        34,843,761   $                         -   $                         -   $        34,843,761  
Parent, subsidiaries and affiliates                             -                              -                              -                              -  
Mutual funds                             -                              -                              -                              -  

Total common stock  $        34,843,761   $                         -   $                         -   $        34,843,761  
Derivative assets 

Interest rate contracts  $                         -   $                         -   $                         -   $                         -  
Options, purchased                             -                              -             59,779,544             59,779,544  
Foreign exchange contracts                             -                              -                              -                              -  
Credit contracts                             -                              -                              -                              -  
Commodity futures contracts                             -                              -                              -                              -  
Commodity forward contracts                             -                              -                              -                              -  

Total derivative assets  $                         -   $                         -   $        59,779,544   $        59,779,544  
Separate account assets  $                         -   $                         -   $                         -   $                         -  

Total assets at fair value  $        34,843,761   $             765,795   $        59,779,544   $        95,389,100  

Level 1 Level 2 Level 3 Total 
Liabilities at fair value 

Derivative liabilities 
Options, written  $                         -   $                         -   $      (44,085,281)  $      (44,085,281) 

Total liabilities at fair value  $                         -   $                         -   $      (44,085,281)  $      (44,085,281) 
 

   
  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 
01/01/2013 

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 
03/31/2013 

Derivative assets  $  31,357,167   $            -   $            -   $ (3,071,367)  $      28,482,348   $     3,011,396   $   59,779,544  
Derivative liabilities    (20,598,145)              -                  -          4,610,236         (23,437,871)       (4,659,501)     (44,085,281) 

Total  $  10,759,022   $            -   $            -   $   1,538,869   $        5,044,477   $   (1,648,105)  $   15,694,263  
 

   
   
   
  Gross Purchases, Issuances, Sales, and Settlements 
   
  3 months ended 03/31/2013 
  

Purchases Issuances Sales Settlements 

Net purchases, 
issuances, 
sales, & 

settlements 
Derivative assets  $  7,042,464   $                    -   $                     -   $   (4,031,068)  $     3,011,396  
Derivative liabilities                   -          (4,671,010)                         -                 11,509        (4,659,501) 

Total  $  7,042,464   $   (4,671,010)  $                     -   $   (4,019,559)  $   (1,648,105) 
 

   
   
 (3) The Company’s policy is to recognize transfers in and transfers out of levels at the beginning 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 
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reasonably available to the Company of Level 3 assets and liabilities at March 31, 2013: 
  

Security Type Fair Value Valuation Technique Unobservable Input Range 

Derivative Assets $    59,779,544 
Black-Scholes-Merton Model 

S&P 500 Implied Volatility 13.0% - 
26.3% Spreads and Average Algorithm Model 

Monte Carlo Model 

Derivative Liabilities $    (44,085,281) Black-Scholes-Merton Model S&P 500 Implied Volatility 13.1% - 
26.9% Spreads and Average Algorithm Model 

 

   
  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  $   2,873,320,564   $   2,610,850,177   $ 28,437,959   $ 2,546,035,096   $     298,847,509   $            -  
  Common Stock: 
     Unaffiliated**            48,300,661             48,300,661      48,300,661                            -                            -                 -  
  Preferred stock                            -                             -                       -                            -                            -                 -  
  Mortgage loans          274,702,706           244,024,072                       -                            -          274,702,706                 -  
  Cash, cash equivalents 
    and short-term  

    investments                (862,409)               (862,409) 
       
(862,409)                           -                            -                 -  

  Other invested assets, 
    surplus notes            25,618,607             22,331,529                       -           25,618,607                            -                 -  
  Securities lending 
    reinvested collateral  
    assets                            -                             -                       -                            -                            -                 -  
  Derivative assets            59,779,544             59,779,544                       -                            -            59,779,544                 -  
  Separate account assets                            -                             -                       -                            -                            -                 -  

Liabilities: 
  Life and annuity reserves 
    for investment-type  
    contracts and deposit 
    fund liabilities  $    (260,609,595)  $    (226,449,811)  $                  -   $                       -   $   (260,609,595)  $            -  
  Equity-indexed insurance 
    contracts     (1,063,730,876)     (1,062,158,673)                      -                            -     (1,063,730,876)                -  
  Derivative liabilities          (44,085,281)          (44,085,281)                      -                            -          (44,085,281)                -  

 

   
  ** 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. 
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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. No change. 
 
22. Events Subsequent. No change. 

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

 
35. Loss/Claim Adjustment Expenses. No change. 
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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   -  WESTERN & SOUTHERN INVESTMENT  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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