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KENTUCKY INVESTORS, INC. 
  

Condensed Consolidated Statements of Stockholders’ Equity (Unaudited) 
   
  

      Accumulated     

      Other    Total 

  Common  Paid-in  Comprehensive  Retained  Stockholders' 

  Stock  Surplus  Income (Loss)  Earnings  Equity 

BALANCE, JANUARY 1, 2005  $    1,099,666  $    8,560,130  $        10,406,040   $  28,749,601   $      48,815,437  
Comprehensive income (loss):           

  Net income            -                 -                       -           924,636            924,636  
  Change in net unrealized appreciation           

     on available-for-sale securities            -                 -     (327,886)             -      (327,886) 

     Total comprehensive loss          (596,750) 

Cash dividends paid ($0.38 per share)            -                 -                       -     (454,016)  (454,016) 

Issuances of common stock, net            929            3,019                    -     19,509   23,457  

BALANCE, JUNE 30, 2005  $    1,100,595  $    8,563,149  $        10,078,154   $  29,239,730   $      48,981,628  

   
   

BALANCE, JANUARY 1, 2006  $    1,104,773  $    8,578,978  $         3,954,841   $  30,624,112   $      44,262,704  
Comprehensive income (loss):           

  Net income            -                 -                       -            309,388           309,388  
  Change in net unrealized appreciation           

     on available-for-sale securities            -                 -              (6,581,353)              -            (6,581,353) 

  Change in fair value of hedging instrument            -                 -     18,236              -     18,236  
     Total comprehensive loss                 (6,253,729) 

Cash dividends paid ($0.38 per share)            -                 -                       -           (455,604)           (455,604) 

Issuances  of common stock, net          3,671           12,738                    -             71,878             88,287  

BALANCE, JUNE 30, 2006  $  1,108,444  $    8,591,716  $        (2,608,276)  $  30,549,774   $     37,641,658  

  
See accompanying notes. 
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 in

 2
0
0
6
. 



 
1
3
 

 N
O

T
E

 H
 –

 In
v
estm

en
ts: W

e p
articip

ate in
 a secu

rities len
d
in

g
 p

ro
g
ram

, p
rim

arily
 fo

r in
v
estm

en
t 

y
ield

 en
h
an

cem
en

t p
u
rp

o
ses, w

ith
 th

ird
 p

arties, m
o
stly

 larg
e b

ro
k
erag

e firm
s. S

ecu
rities lo

an
ed

 are 
treated

 as fin
an

cin
g
 arran

g
em

en
ts an

d
 th

e u
n
restricted

 co
llateral receiv

ed
 is reco

rd
ed

 as an
 asset, 

w
ith

 an
 o

ffsettin
g
 liab

ility
 reco

rd
ed

 fo
r o

u
r o

b
lig

atio
n
 to

 retu
rn

 th
e co

llateral. W
e o

b
tain

 co
llateral 

in
 an

 am
o
u
n
t eq

u
al to

 1
0
2
%

 o
f th

e fair v
alu

e o
f d

o
m

estic secu
rities lo

an
ed

, m
o
n
ito

r th
e m

ark
et 

v
alu

e o
f secu

rities lo
an

ed
 o

n
 a d

aily
 b

asis an
d
 o

b
tain

 ad
d
itio

n
al co

llateral as n
ecessary

. A
t Ju

n
e 

3
0
, 2

0
0
6
, fix

ed
 in

co
m

e secu
rities w

ith
 a carry

in
g
 v

alu
e o

f $
1
5
,5

6
8
,5

8
0
 w

ere o
n
 lo

an
 u

n
d
er th

is 
ag

reem
en

t, w
ith

 asso
ciated

 co
llateral h

eld
 o

f $
1
6

,0
9
9
,7

7
8
. A

t D
ecem

b
er 3

1
, 2

0
0
5
, fix

ed
 in

co
m

e 
secu

rities w
ith

 a carry
in

g
 v

alu
e o

f $
1
6
,4

4
4
,3

0
4
 w

ere o
n
 lo

an
 u

n
d
er th

is ag
reem

en
t, w

ith
 asso

ciated
 

co
llateral h

eld
 o

f $
1
6
,7

7
3
,1

9
0
. In

co
m

e earn
ed

 relativ
e to

 th
is p

ro
g
ram

 w
as $

6
,3

4
9
 an

d
 $

1
3
,0

9
9
, 

resp
ectiv

ely
, fo

r th
e th

ree m
o
n
th

 an
d
 six

 m
o
n
th

 p
erio

d
s en

d
ed

 Ju
n
e 3

0
, 2

0
0
6
. In

co
m

e earn
ed

 
relativ

e to
 th

is p
ro

g
ram

 w
as $

9
,4

1
7
 an

d
 $

1
9
,1

7
9
, resp

ectiv
ely

, fo
r th

e th
ree m

o
n
th

 an
d

 six
 m

o
n
th

 
p
erio

d
s en

d
ed

 Ju
n
e 3

0
, 2

0
0
5
. 

 N
O

T
E

 
I 

–
 

N
o
tes 

P
a
y

a
b

le: 
E

ffectiv
e 

M
ay

 
3

0
, 

2
0
0
6
, 

th
e 

C
o
m

p
an

y
 

ren
ew

ed
 

th
e 

K
en

tu
ck

y
 

In
v

esto
rs L

in
e o

f C
red

it an
d
 th

e A
t N

eed
 F

u
n
d
in

g
 L

in
e o

f C
red

it w
ith

 R
ep

u
b
lic B

an
k
 an

d
 T

ru
st 

C
o
m

p
an

y
, L

o
u
isv

ille, K
en

tu
ck

y
. T

h
e term

s o
f th

e lin
es o

f cred
it rem

ain
 th

e sam
e as th

e term
s 

p
rev

io
u
sly

 in
 p

lace w
ith

 th
e ex

cep
tio

n
 th

at th
e A

t N
eed

 F
u
n
d
in

g
 L

in
e o

f C
red

it h
as b

een
 in

creased
 

fro
m

 $
2
,0

0
0
,0

0
0
 to

 $
4
,0

0
0
,0

0
0
. T

h
e K

en
tu

ck
y
 In

v
esto

rs L
in

e o
f C

red
it m

atu
res M

ay
 3

0
, 2

0
0
7

 an
d
 

th
e A

t N
eed

 F
u
n
d
in

g
 L

in
e o

f C
red

it m
atu

res Ju
n
e 3

0
, 2

0
0
7
. 

 IT
E

M
 2

. M
a
n

a
g
em

en
t’s D

iscu
ssio

n
 a

n
d

 A
n

a
ly

sis o
f F

in
a
n

cia
l C

o
n

d
itio

n
 a

n
d

 R
esu

lts o
f 

O
p

era
tio

n
s 

  
 

G
en

era
l 

  K
en

tu
ck

y
 In

v
esto

rs is in
co

rp
o
rated

 u
n
d
er th

e law
s o

f th
e C

o
m

m
o
n
w

ealth
 o

f K
en

tu
ck

y
 an

d
 w

h
o
lly

 
o
w

n
s In

v
esto

rs H
eritag

e L
ife In

su
ran

ce C
o
m

p
an

y
, a life in

su
ran

ce co
m

p
an

y
 also

 in
co

rp
o
rated

 
u
n
d
er 

th
e 

law
s 

o
f 

th
e 

C
o
m

m
o
n
w

ealth
 

o
f 

K
en

tu
ck

y
. 

K
en

tu
ck

y 
In

v
esto

rs 
also

 
w

h
o
lly 

o
w

n
s 

In
v

esto
rs H

eritag
e 

F
in

an
cial S

erv
ices G

ro
u
p
, 

In
c., a K

en
tu

ck
y in

su
ran

ce m
ark

etin
g
 co

m
p
an

y
, 

In
v

esto
rs H

eritag
e P

rin
tin

g
, In

c., a K
en

tu
ck

y
 p

rin
tin

g
 co

m
p
an

y
 th

at p
ro

v
id

es p
rin

tin
g
 to

 In
v
esto

rs 
H

eritag
e L

ife an
d
 o

th
er u

n
affiliated

 p
arties, an

d
 is th

e so
le m

em
b
er o

f A
t N

eed
 F

u
n
d
in

g
, L

L
C

, a 
K

en
tu

ck
y
 lim

ited
 liab

ility
 co

m
p

an
y
 th

at p
ro

v
id

es ad
v
an

ce fu
n
d
in

g
 o

f fu
n

erals in
 ex

ch
an

g
e fo

r th
e 

irrev
o
cab

le assig
n
m

en
t o

f life in
su

ran
ce p

o
licies fro

m
 o

th
er n

o
n
affiliated

 co
m

p
an

ies. 
  In

v
esto

rs H
eritag

e L
ife o

ffers a fu
ll lin

e o
f life in

su
ran

ce p
ro

d
u
cts in

clu
d

in
g
, b

u
t n

o
t lim

ited
 to

, 
w

h
o
le life, term

 life, sin
g
le p

rem
iu

m
 life, m

u
lti-p

ay
 life an

d
 an

n
u
ities. In

v
esto

rs H
eritag

e L
ife’s 

p
rim

ary
 lin

es o
f b

u
sin

ess are in
su

ran
ce p

o
licies an

d
 an

n
u
ities u

tilized
 to

 fu
n
d
 p

ren
eed

 fu
n
eral 

co
n
tracts, cred

it life an
d
 cred

it d
isab

ility
 in

su
ran

ce, an
d
 term

 life an
d

 red
u
cin

g
 term

 life so
ld

 
th

ro
u
g
h
 fin

an
cial in

stitu
tio

n
s. 

  T
h
e L

eg
acy

 P
ro

tecto
r an

d
 L

eg
acy

 P
referred

 life in
su

ran
ce an

d
 an

n
u
ity

 p
ro

d
u
cts w

ere in
tro

d
u
ced

 in
 

2
0
0
3
 an

d
 are m

ark
eted

 ex
clu

siv
ely

 in
 co

n
ju

n
ctio

n
 w

ith
 p

re-arran
g
ed

 fu
n
erals. T

h
ese p

ro
d
u

cts 
allo

w
 fo

r co
m

p
etitiv

e co
m

m
issio

n
s an

d
 d

eath
 b

en
efit g

ro
w

th
 to

 p
ro

v
id

e ad
eq

u
ate p

ro
ceed

s to
 

co
v
er fu

n
eral ex

p
en

ses w
h
ile allo

w
in

g
 in

d
iv

id
u
als to

 p
u
rch

ase affo
rd

ab
le b

en
efits th

at m
eet th

eir 
p
erso

n
al n

eed
s. U

n
d
erw

ritten
 an

d
 g

u
aran

teed
 issu

e o
p
tio

n
s are av

ailab
le. 

  



 
1
4
 

  T
h
e H

eritag
e F

in
al E

x
p
en

se p
ro

d
u
ct is so

ld
 in

 th
e fin

al ex
p
en

se m
ark

ets. In
tro

d
u
ced

 in
 2

0
0
2
, it is 

rein
su

red
 o

n
 an

 8
0

%
 q

u
o
ta sh

are b
asis. T

h
is rein

su
ran

ce arran
g
em

en
t h

as h
elp

ed
 to

 red
u
ce first 

y
ear statu

to
ry su

rp
lu

s strain
 asso

ciated
 w

ith
 n

ew
 sales, as w

ell as p
ro

v
id

e a stab
le p

ro
fit stream

 fo
r 

th
e fu

tu
re. 

  In
v

esto
rs H

eritag
e L

ife also
 p

ro
v
id

es term
 in

su
ran

ce p
ro

d
u
cts, b

o
th

 o
n
 a d

ecreasin
g
 an

d
 a lev

el 
b
asis. 

T
h
e 

T
erm

 
to

 
9
5

 
p
ro

d
u
ct 

p
ro

v
id

es 
lev

el 
co

v
erag

e. 
W

e 
w

ill 
co

n
tin

u
e 

to
 

p
ro

v
id

e 
o
u
r 

d
ecreasin

g
 term

 p
o
licy

 th
at is p

rim
arily

 so
ld

 th
ro

u
g
h
 fin

an
cial in

stitu
tio

n
s. 

  O
u
r in

co
m

e is d
eriv

ed
 p

rim
arily

 fro
m

 th
e sale o

f in
su

ran
ce p

ro
d
u
cts b

y In
v
esto

rs H
eritag

e L
ife, 

p
lu

s in
v
estm

en
t resu

lts, in
clu

d
in

g
 realized

 g
ain

s (lo
sses), less in

terest cred
ited

 to
 p

o
licy

h
o
ld

ers, 
b
en

efits to
 p

o
licy

h
o
ld

ers an
d
 ex

p
en

ses. 
  W

h
ile w

e co
n
tin

u
e to

 ex
p
an

d
 th

e o
p
eratio

n
s o

f In
v

esto
rs H

eritag
e F

in
an

cial, In
v
esto

rs H
eritag

e 
P

rin
tin

g
 an

d
 A

t N
eed

 F
u

n
d
in

g
, less th

an
 2

%
 o

f o
u
r co

n
so

lid
ated

 rev
en

u
es w

ere g
en

erated
 b

y
 th

o
se 

su
b
sid

iaries. A
s an

ticip
ated

, ap
p
ro

x
im

ately 1
6

%
 o

f In
v

esto
rs H

eritag
e F

in
an

cial’s rev
en

u
es fo

r th
e 

six
 m

o
n
th

 p
erio

d
 en

d
ed

 Ju
n
e 3

0
, 2

0
0
6
 w

ere d
eriv

ed
 fro

m
 th

e sale o
f In

v
esto

rs H
eritag

e L
ife’s 

cred
it 

in
su

ran
ce 

p
ro

d
u
cts. 

D
u
rin

g
 
th

e 
first 

six
 
m

o
n
th

s 
o
f 

2
0
0
6
, 

K
en

tu
ck

y
 

In
v
esto

rs 
receiv

ed
 

d
iv

id
en

d
s fro

m
 In

v
esto

rs H
eritag

e F
in

an
cial to

talin
g
 $

1
6
4
,0

0
0

 an
d

 receiv
ed

 d
istrib

u
tio

n
s fro

m
 A

t 
N

eed
 
F

u
n
d
in

g
 
o

f 
$
7
2
,0

0
0
. 

W
e 

an
ticip

ate 
fu

rth
er 

d
iv

id
en

d
 
p
ay

m
en

ts 
fro

m
 
In

v
esto

rs 
H

eritag
e 

F
in

an
cial an

d
 d

istrib
u
tio

n
s fro

m
 A

t N
eed

 F
u
n
d
in

g
 d

u
rin

g
 th

e rem
ain

d
er o

f 2
0
0
6
. 

  O
u
r p

rim
ary

 u
ses o

f cash
 are o

p
eratin

g
 ex

p
en

ses, d
eb

t serv
ice an

d
 d

iv
id

en
d
 p

ay
m

en
ts, an

d
 o

u
r 

p
rin

cip
al so

u
rces o

f cash
 are th

e d
iv

id
en

d
s p

aid
 to

 u
s b

y In
v

esto
rs H

eritag
e L

ife an
d
 In

v
esto

rs 
H

eritag
e F

in
an

cial. In
v
esto

rs H
eritag

e L
ife’s p

rin
cip

al so
u
rces o

f cash
 are fro

m
 th

e sale o
f life 

in
su

ran
ce p

o
licies an

d
 in

v
estm

en
t in

co
m

e, in
clu

d
in

g
 sales an

d
 m

atu
rities o

f in
v
estm

en
ts, less 

b
en

efits to
 p

o
licy

h
o
ld

ers an
d
 ex

p
en

ses. T
h
erefo

re, th
e rem

ain
d
er o

f th
e d

iscu
ssio

n
 w

ill d
eal w

ith
 

th
e fin

an
cial co

n
d
itio

n
 an

d
 resu

lts o
f o

p
eratio

n
s o

f In
v

esto
rs H

eritag
e L

ife. 
  C

ritica
l A

cco
u

n
tin

g
 P

o
licies a

n
d

 E
stim

a
tes 

T
h
e d

iscu
ssio

n
 an

d
 an

aly
sis o

f o
u

r fin
an

cial co
n

d
itio

n
 an

d
 resu

lts o
f o

p
eratio

n
s is b

ased
 o

n
 o

u
r 

co
n
so

lid
ated

 fin
an

cial statem
en

ts, w
h
ich

 h
av

e b
een

 p
rep

ared
 in

 acco
rd

an
ce w

ith
 U

.S
. g

en
erally

 
accep

ted
 
acco

u
n
tin

g
 
p
rin

cip
les. 

P
rep

aratio
n
 
o
f 

th
ese 

fin
an

cial 
statem

en
ts 

req
u
ires 

u
s 

to
 
m

ak
e 

estim
ates 

an
d
 

ju
d

g
m

en
ts 

th
at 

affect 
th

e 
rep

o
rted

 
am

o
u
n
ts 

o
f 

assets, 
liab

ilities, 
rev

en
u
es 

an
d
 

ex
p
en

ses. O
n
 a co

n
tin

u
in

g
 b

asis, w
e ev

alu
ate o

u
r estim

ates, in
clu

d
in

g
 th

o
se related

 to
 in

v
estm

en
ts, 

d
eferred

 acq
u
isitio

n
 co

sts, p
resen

t v
alu

e o
f fu

tu
re p

ro
fits, p

o
licy

 liab
ilities, in

co
m

e tax
es, p

en
sio

n
 

p
lan

 liab
ilities, reg

u
lato

ry
 req

u
irem

en
ts, co

n
tin

g
en

cies an
d
 litig

atio
n
. W

e b
ase su

ch
 estim

ates o
n
 

h
isto

rical ex
p
erien

ce an
d

 o
th

er assu
m

p
tio

n
s b

eliev
ed

 to
 b

e reaso
n
ab

le u
n
d
er th

e circu
m

stan
ces, th

e 
resu

lts o
f w

h
ich

 fo
rm

 th
e b

asis fo
r m

ak
in

g
 ju

d
g
m

en
ts ab

o
u
t th

e carry
in

g
 v

alu
es o

f assets an
d
 

liab
ilities th

at are n
o
t read

ily
 ap

p
aren

t fro
m

 o
th

er so
u
rces. A

ctu
al resu

lts m
ay

 d
iffer fro

m
 th

ese 
estim

ates u
n
d
er d

ifferen
t assu

m
p
tio

n
s o

r co
n
d
itio

n
s. W

e b
eliev

e th
e fo

llo
w

in
g
 acco

u
n
tin

g
 p

o
licies, 

ju
d
g
m

en
ts an

d
 estim

ates are th
e m

o
st critical to

 th
e p

rep
aratio

n
 o

f o
u
r co

n
so

lid
ated

 fin
an

cial 
statem

en
ts. 

 In
v
estm

en
ts in

 F
ix

ed
 M

a
tu

rities, E
q

u
ity

 S
ecu

rities a
n

d
 M

o
rtg

a
g
e L

o
a
n

s 
 W

e h
o
ld

 fix
ed

 m
atu

rities an
d
 eq

u
ity

 in
terests in

 a v
ariety

 o
f issu

ers. A
d

d
itio

n
ally, w

e o
rig

in
ate, 

u
n
d
erw

rite an
d
 m

an
ag

e m
o
rtg

ag
e lo

an
s. W

e co
n
tin

u
o
u
sly ev

alu
ate all o

f o
u
r in

v
estm

en
ts b

ased
 o

n
 



 
1
5
 

cu
rren

t eco
n
o
m

ic co
n
d
itio

n
s, cred

it lo
ss ex

p
erien

ce an
d
 o

th
er d

ev
elo

p
m

en
ts. W

e ev
alu

ate th
e 

d
ifferen

ce 
b
etw

een
 

th
e 

co
st/am

o
rtized

 
co

st 
an

d
 

estim
ated

 
fair 

v
alu

e 
o
f 

o
u
r 

in
v
estm

en
ts 

to
 

d
eterm

in
e w

h
eth

er an
y
 
d
eclin

e in
 v

alu
e is tem

p
o
rary

 o
r o

th
er-th

an
-tem

p
o
rary

 in
 n

atu
re. T

h
is 

d
eterm

in
atio

n
 in

v
o
lv

es a d
eg

ree o
f u

n
certain

ty
. If a d

eclin
e in

 th
e fair v

alu
e o

f a secu
rity

 is 
d
eterm

in
ed

 to
 b

e tem
p
o
rary

, th
e d

eclin
e is reco

rd
ed

 as an
 u

n
realized

 lo
ss in

 sto
ck

h
o
ld

ers’ eq
u
ity

. 
If a d

eclin
e in

 a secu
rity

’s fair v
alu

e is co
n
sid

ered
 to

 b
e o

th
er-th

an
-tem

p
o
rary

, th
e secu

rity
 is 

w
ritten

 d
o
w

n
 to

 th
e estim

ated
 fair v

alu
e w

ith
 a co

rresp
o
n
d
in

g
 realized

 lo
ss reco

g
n
ized

 in
 th

e 
co

n
so

lid
ated

 in
co

m
e statem

en
t.  

  T
h
e assessm

en
t o

f w
h
eth

er a d
eclin

e in
 fair v

alu
e is co

n
sid

ered
 tem

p
o
rary

 o
r o

th
er-th

an
-tem

p
o
rary

 
in

clu
d
es o

u
r ju

d
g
m

en
t as to

 th
e fin

an
cial p

o
sitio

n
 an

d
 fu

tu
re p

ro
sp

ects o
f th

e en
tity

 issu
in

g
 th

e 
secu

rity
. It is n

o
t p

o
ssib

le to
 accu

rately
 p

red
ict w

h
en

 it m
ay b

e d
eterm

in
ed

 th
at a sp

ecific secu
rity

 
w

ill b
eco

m
e im

p
aired

. F
u
tu

re ad
v
erse ch

an
g
es in

 m
ark

et co
n
d
itio

n
s, p

o
o
r o

p
eratin

g
 resu

lts o
f 

u
n
d
erly

in
g
 in

v
estm

en
ts 

an
d
 d

efau
lts o

n
 m

o
rtg

ag
e lo

an
 p

aym
en

ts co
u
ld

 resu
lt in

 lo
sses o

r an
 

in
ab

ility to
 reco

v
er th

e cu
rren

t carry
in

g
 v

alu
e o

f th
e in

v
estm

en
ts, th

ereb
y
 p

o
ssib

ly
 req

u
irin

g
 an

 
im

p
airm

en
t ch

arg
e in

 th
e fu

tu
re. 

  D
eferred

 A
cq

u
isitio

n
 C

o
sts 

  A
t Ju

n
e 3

0
, 2

0
0
6
, th

e b
alan

ce o
f o

u
r d

eferred
 acq

u
isitio

n
 co

sts w
as ap

p
ro

x
im

ately $
2
2
,6

5
7
,0

0
0

 
co

m
p
ared

 to
 $

2
2
,3

5
7
,0

0
0
 at D

ecem
b
er 3

1
, 2

0
0
5
. T

h
e reco

v
ery o

f th
ese co

sts is d
ep

en
d
en

t o
n
 th

e 
fu

tu
re p

ro
fitab

ility
 o

f th
e related

 b
u
sin

ess. E
ach

 rep
o
rtin

g
 p

erio
d
, w

e ev
alu

ate th
e reco

v
erab

ility
 o

f 
th

e u
n
am

o
rtized

 b
alan

ce o
f th

e d
eferred

 acq
u
isitio

n
 co

sts. W
e co

n
sid

er estim
ated

 fu
tu

re g
ro

ss 
p
ro

fits o
r fu

tu
re p

rem
iu

m
s, ex

p
ected

 m
o
rtality

 o
r m

o
rb

id
ity

, in
terest earn

ed
 an

d
 cred

ited
 rates, 

p
ersisten

cy
 an

d
 ex

p
en

ses in
 d

eterm
in

in
g
 w

h
eth

er th
e b

alan
ce is reco

v
erab

le. If w
e d

eterm
in

e a 
p
o
rtio

n
 o

f th
e u

n
am

o
rtized

 b
alan

ce is n
o
t reco

v
erab

le, it is im
m

ed
iately ch

arg
ed

 to
 am

o
rtizatio

n
 

ex
p
en

se. T
h
e assu

m
p
tio

n
s w

e u
se to

 am
o
rtize an

d
 ev

alu
ate th

e reco
v

erab
ility

 o
f th

e d
eferred

 
acq

u
isitio

n
 co

sts in
v
o
lv

e sig
n
ifican

t ju
d

g
m

en
t. A

 rev
isio

n
 to

 th
ese assu

m
p
tio

n
s m

ay
 im

p
act fu

tu
re 

fin
an

cial resu
lts. 

  P
o
licy

 L
ia

b
ilities 

  E
stab

lish
in

g
 liab

ilities fo
r o

u
r lo

n
g
-d

u
ratio

n
 in

su
ran

ce co
n
tracts req

u
ires v

ario
u
s assu

m
p
tio

n
s, 

in
clu

d
in

g
 

p
o
licy

h
o
ld

er 
p
ersisten

cy
, 

m
o
rtality

 
rates, 

in
v
estm

en
t 

y
ield

s, 
d
iscretio

n
ary

 
b
en

efit 
in

creases, n
ew

 b
u
sin

ess p
ricin

g
, an

d
 o

p
eratin

g
 ex

p
en

se lev
els. W

e ev
alu

ate h
isto

rical ex
p
erien

ce 
fo

r th
ese facto

rs w
h
en

 assessin
g
 th

e n
eed

 fo
r ch

an
g
in

g
 cu

rren
t assu

m
p
tio

n
s. H

o
w

ev
er, sin

ce m
an

y
 

o
f th

ese facto
rs are in

terd
ep

en
d
en

t an
d
 su

b
ject to

 sh
o
rt-term

 v
o
latility

 d
u
rin

g
 th

e lo
n

g
-d

u
ratio

n
 

co
n
tract p

erio
d
, su

b
stan

tial estim
ates an

d
 ju

d
g
m

en
ts are req

u
ired

. A
ctu

al ex
p
erien

ce m
ay

 em
erg

e 
d
ifferen

tly
 fro

m
 th

at assu
m

ed
. A

n
y
 su

ch
 d

ifferen
ce w

o
u
ld

 b
e reco

g
n
ized

 in
 th

e cu
rren

t p
erio

d
’s 

co
n
so

lid
ated

 in
co

m
e statem

en
t. 

  In
co

m
e T

a
x
es 

  W
e ev

alu
ate o

u
r d

eferred
 in

co
m

e tax
 assets, w

h
ich

 p
artially

 o
ffset o

u
r d

eferred
 tax

 liab
ilities, fo

r 
an

y
 

n
ecessary

 
v
alu

atio
n

 
allo

w
an

ces. 
In

 
d
o
in

g
 

so
, 

w
e 

co
n
sid

er 
o
u
r 

ab
ility 

an
d
 

p
o
ten

tial 
fo

r 
reco

v
erin

g
 

in
co

m
e 

tax
es 

asso
ciated

 
w

ith
 

su
ch

 
assets, 

w
h
ich

 
in

v
o
lv

e 
sig

n
ifican

t 
ju

d
g
m

en
t. 

R
ev

isio
n
s 

to
 

o
u
r 

assu
m

p
tio

n
s 

asso
ciated

 
w

ith
 

an
y
 

n
ecessary

 
v
alu

atio
n
 

allo
w

an
ces 

w
o
u
ld

 
b
e 

reco
g
n
ized

 in
 th

e fin
an

cial statem
en

ts in
 th

e p
erio

d
 in

 w
h
ich

 su
ch

 rev
isio

n
s are m

ad
e. 
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 A
ccru

ed
 P

en
sio

n
 E

x
p

en
se 

  W
e m

ain
tain

 a d
efin

ed
 b

en
efit retirem

en
t p

lan
 o

n
 b

eh
alf o

f o
u
r em

p
lo

y
ees. M

easu
rem

en
t o

f th
e 

fu
tu

re b
en

efit o
b
lig

atio
n
s asso

ciated
 w

ith
 th

is p
lan

 in
v
o
lv

e sig
n
ifican

t ju
d

g
m

en
t, p

articu
larly

 w
ith

 
reg

ard
 to

 th
e ex

p
ected

 lo
n
g
-term

 rate o
f retu

rn
 o

n
 p

lan
 assets, rate o

f co
m

p
en

satio
n
 in

creases an
d

 
th

e cu
rren

t d
isco

u
n
t rate u

sed
 to

 calcu
late th

e p
resen

t v
alu

e o
f o

u
r fu

tu
re o

b
lig

atio
n
s. C

h
an

g
es in

 
th

ese assu
m

p
tio

n
s can

 sig
n
ifican

tly
 im

p
act th

e accru
ed

 p
en

sio
n
 ex

p
en

se an
d
 ad

d
itio

n
al m

in
im

u
m

 
p
en

sio
n
 

liab
ility

 
req

u
ired

 
to

 
b
e 

reco
rd

ed
 

in
 

th
e 

fin
an

cial 
statem

en
ts. 

A
d
d
itio

n
ally

, 
p
ro

p
o
sed

 
leg

islativ
e an

d
 acco

u
n
tin

g
 ch

an
g
es, if ad

o
p
ted

, h
av

e th
e p

o
ten

tial to
 ad

v
ersely

 im
p
act th

e fu
n
d
in

g
 

an
d
 acco

u
n
tin

g
 fo

r o
u
r d

efin
ed

 b
en

efit p
lan

. 
  In

v
estm

en
ts, L

iq
u

id
ity

 a
n

d
 C

a
p

ita
l R

eso
u

rces 
  In

v
estm

en
ts 

 In
v

esto
rs H

eritag
e L

ife h
as m

ain
tain

ed
 a so

u
n
d
, co

n
serv

ativ
e in

v
estm

en
t strateg

y
. A

t Ju
n
e 3

0
, 

2
0
0
6
, 8

8
.4

%
 o

f in
v
ested

 assets co
n
sisted

 o
f fix

ed
 in

co
m

e p
u
b
lic b

o
n
d
s co

m
p
ared

 to
 8

8
.5

%
 at 

D
ecem

b
er 3

1
, 2

0
0
5
. F

ix
ed

 in
co

m
e assets are m

an
ag

ed
 b

y C
o
n
n
in

g
 A

sset M
an

ag
em

en
t C

o
m

p
an

y
, 

an
 in

d
ep

en
d
en

t p
o
rtfo

lio
 m

an
ag

er. 
  W

e reco
g
n
ized

 n
o
 o

th
er-th

an
-tem

p
o
rary

 im
p

airm
en

t lo
sses d

u
rin

g
 th

e six
 m

o
n
th

s en
d
ed

 Ju
n
e 3

0
, 

2
0
0
6
 o

r th
e co

rresp
o
n
d
in

g
 p

erio
d
 in

 2
0
0
5
. W

e b
eliev

e th
at w

e w
ill reco

v
er th

e co
st b

asis in
 th

e 
secu

rities h
eld

 w
ith

 u
n
realized

 lo
sses as w

e h
av

e b
o
th

 th
e in

ten
t an

d
 ab

ility to
 h

o
ld

 th
e secu

rities 
u
n
til th

ey
 m

atu
re o

r reco
v
er in

 v
alu

e.  
  W

e 
p
articip

ate 
in

 
a 

secu
rities 

len
d
in

g
 

p
ro

g
ram

, 
p
rim

arily
 

fo
r 

in
v
estm

en
t 

yield
 

en
h
an

cem
en

t 
p
u
rp

o
ses, 

w
ith

 
th

ird
 

p
arties, 

m
o
stly

 
larg

e 
b
ro

k
erag

e 
firm

s. 
S

ecu
rities 

lo
an

ed
 

are 
treated

 
as 

fin
an

cin
g
 arran

g
em

en
ts an

d
 th

e u
n
restricted

 co
llateral receiv

ed
 is reco

rd
ed

 as an
 asset, w

ith
 an

 
o
ffsettin

g
 liab

ility
 reco

rd
ed

 fo
r o

u
r o

b
lig

atio
n
 to

 retu
rn

 th
e co

llateral.  
  A

d
d
itio

n
ally

, In
v
esto

rs H
eritag

e L
ife en

g
ag

es in
 co

m
m

ercial an
d
 resid

en
tial m

o
rtg

ag
e len

d
in

g
 

w
ith

 ap
p
ro

x
im

ately
 9

3
.7

%
 o

f th
ese in

v
estm

en
ts b

ein
g
 in

 co
m

m
ercial p

ro
p
erties. A

ll m
o
rtg

ag
e 

lo
an

s are o
rig

in
ated

 in
-h

o
u
se an

d
 all lo

an
s are secu

red
 b

y
 first m

o
rtg

ag
es o

n
 th

e real estate. A
t 

Ju
n
e 

3
0
, 

2
0
0
6
, 

7
.3

%
 

o
f 

in
v
ested

 
assets 

co
n
sisted

 
o
f 

m
o
rtg

ag
e 

lo
an

s 
co

m
p
ared

 
to

 
7
.2

%
 

at 
D

ecem
b

er 3
1
, 2

0
0
5
. W

e an
ticip

ate fu
n
d
in

g
 sev

eral n
ew

 m
o
rtg

ag
e lo

an
 in

v
estm

en
ts d

u
rin

g
 th

e 
rem

ain
d
er o

f 2
0
0
6
 to

 m
ain

tain
 a sim

ilar to
 slig

h
tly

 h
ig

h
er p

ercen
tag

e o
f m

o
rtg

ag
e lo

an
s to

 to
tal 

in
v
ested

 assets. A
s o

f Ju
n
e 3

0
, 2

0
0
6
, In

v
esto

rs H
eritag

e L
ife h

ad
 n

o
 n

o
n
-p

erfo
rm

in
g
 m

o
rtg

ag
e 

lo
an

s, w
h
ich

 w
o
u
ld

 in
clu

d
e lo

an
s p

ast d
u
e 9

0
 d

ay
s o

r m
o
re, lo

an
s in

 p
ro

cess o
f fo

reclo
su

re, 
restru

ctu
red

 lo
an

s an
d
 real estate acq

u
ired

 th
ro

u
g
h
 fo

reclo
su

re. 
  L

iq
u

id
ity

 a
n

d
 C

a
p

ita
l R

eso
u

rces 
  P

rem
iu

m
s, w

h
ich

 in
clu

d
e m

o
rtality

 an
d
 ex

p
en

se ch
arg

es, an
d
 in

v
estm

en
t in

co
m

e are In
v
esto

rs 
H

eritag
e 

L
ife’s 

p
rim

ary
 

so
u
rces 

o
f 

cash
 

flo
w

 
u
sed

 
to

 
m

eet 
sh

o
rt-term

 
an

d
 

lo
n
g
-term

 
cash

 
req

u
irem

en
ts. 
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In
v

esto
rs H

eritag
e L

ife’s sh
o
rt-term

 o
b
lig

atio
n
s co

n
sist p

rim
arily

 o
f p

o
licy

h
o
ld

er b
en

efits an
d
 

o
p
eratin

g
 ex

p
en

ses. In
v
esto

rs H
eritag

e L
ife h

as h
isto

rically
 b

een
 ab

le to
 m

eet th
ese o

b
lig

atio
n
s o

u
t 

o
f o

p
eratin

g
 cash

, p
rem

iu
m

s an
d
 in

v
estm

en
t in

co
m

e. 
  In

v
esto

rs H
eritag

e L
ife’s p

rin
cip

al lo
n
g
-term

 o
b
lig

atio
n
s are fix

ed
 co

n
tractu

al o
b
lig

atio
n
s in

cu
rred

 
in

 th
e sale o

f its life in
su

ran
ce p

ro
d
u

cts. T
h
e p

rem
iu

m
s ch

arg
ed

 fo
r th

ese p
ro

d
u
cts are b

ased
 o

n
 

co
n
serv

ativ
e 

an
d
 
actu

arially
 
so

u
n
d
 
assu

m
p
tio

n
s 

as 
to

 
m

o
rtality, 

p
ersisten

cy
 
an

d
 
in

terest. 
W

e 
b
eliev

e th
ese assu

m
p
tio

n
s w

ill p
ro

d
u
ce rev

en
u
es su

fficien
t to

 m
eet its fu

tu
re co

n
tractu

al b
en

efit 
o
b
lig

atio
n
s an

d
 o

p
eratin

g
 ex

p
en

ses, an
d
 p

ro
v
id

e an
 ad

eq
u
ate p

ro
fit m

arg
in

. 
  In

v
esto

rs H
eritag

e L
ife’s co

n
serv

ativ
e ap

p
ro

ach
 in

 th
e p

ro
d
u
ct d

ev
elo

p
m

en
t area an

d
 th

e stren
g
th

 
an

d
 stab

ility
 o

f its fix
ed

 in
co

m
e an

d
 m

o
rtg

ag
e lo

an
 p

o
rtfo

lio
s p

ro
v
id

e ad
eq

u
ate liq

u
id

ity
 b

o
th

 in
 

th
e 

sh
o
rt-term

 
an

d
 
th

e 
lo

n
g
-term

. 
A

t 
Ju

n
e 

3
0
, 

2
0
0
6
, 

In
v
esto

rs 
H

eritag
e 

L
ife’s 

fix
ed

 
in

co
m

e 
in

v
estm

en
ts w

ere 1
0
0
%

 in
v
estm

en
t g

rad
e as co

m
p
ared

 to
 9

9
.6

%
 in

v
estm

en
t g

rad
e at D

ecem
b

er 
3
1
, 2

0
0
5
, as rated

 b
y
 S

tan
d
ard

 &
 P

o
o
r’s. N

o
n

e o
f In

v
esto

rs H
eritag

e L
ife’s fix

ed
 in

co
m

e assets are 
in

 d
efau

lt an
d
 th

ere h
as b

een
 n

o
 m

aterial ch
an

g
e in

 th
e d

istrib
u
tio

n
 o

f its fix
ed

 in
co

m
e p

o
rtfo

lio
. 

 K
en

tu
ck

y
 
In

v
esto

rs 
p
rin

cip
al 

so
u
rces 

o
f 

cash
 
flo

w
 
are 

ren
tal 

in
co

m
e 

an
d
 
d
iv

id
en

d
s 

fro
m

 
its 

su
b
sid

iaries. K
en

tu
ck

y
 In

v
esto

rs p
rin

cip
al lo

n
g
-term

 o
b
lig

atio
n
s are p

ay
m

en
ts o

n
 lo

n
g
-term

 d
eb

t. 
 W

e are n
o
t aw

are o
f an

y
 co

m
m

itm
en

ts o
r u

n
u
su

al ev
en

ts th
at co

u
ld

 m
aterially

 affect cap
ital 

reso
u
rces. 

 W
e 

w
ill 

co
n
tin

u
e 

to
 

ex
p
lo

re 
v
ario

u
s 

o
p
p

o
rtu

n
ities 

in
clu

d
in

g
 

co
rp

o
rate 

reo
rg

an
izatio

n
s, 

acq
u
isitio

n
s 

an
d
 
p
u
rch

asin
g
 
b
lo

ck
s 

o
f 

b
u
sin

ess 
fro

m
 
o
th

er 
co

m
p
an

ies, 
w

h
ich

 
m

ay
 
d
ictate 

an
 

ad
d
itio

n
al n

eed
 fo

r eith
er lo

n
g
-term

 o
r sh

o
rt-term

 d
eb

t. 
  R

esu
lts o

f O
p

era
tio

n
s 

  O
v
erv

iew
 

  P
rem

iu
m

s earn
ed

 (n
et o

f rein
su

ran
ce) w

ere $
8
,3

8
3
,6

7
6
 fo

r th
e seco

n
d
 q

u
arter o

f 2
0
0
6
 (a d

ecrease 
o
f 7

.7
%

 co
m

p
ared

 to
 th

e seco
n
d
 q

u
arter o

f 2
0
0
5
) an

d
 $

1
7
,4

3
0
,7

1
4
 fo

r th
e first six

 m
o
n
th

s o
f 2

0
0
6
 

(a d
ecrease o

f 2
.4

%
 co

m
p
ared

 to
 th

e sam
e p

erio
d
 in

 2
0
0
5
). T

h
e d

ecrease w
as p

rim
arily d

u
e to

 
lo

w
er sales in

 th
e p

re-n
eed

 an
d

 b
u
rial seg

m
en

t d
u

rin
g
 th

e seco
n
d
 q

u
arter o

f 2
0
0
6
. N

et in
v
estm

en
t 

in
co

m
e w

as $
4
,5

2
7
,9

4
5
 fo

r th
e seco

n
d
 q

u
arter o

f 2
0
0
6
 (a d

ecrease o
f 1

.8
%

 co
m

p
ared

 to
 th

e 
seco

n
d
 q

u
arter o

f 2
0
0
5
) an

d
 $

9
,0

2
7
,7

7
4

 fo
r th

e first six
 m

o
n
th

s o
f 2

0
0

6
 (a d

ecrease o
f 0

.4
%

 
co

m
p
ared

 to
 th

e sam
e p

erio
d
 in

 2
0
0
5
). T

h
e d

ecrease fo
r th

e seco
n
d
 q

u
arter is p

rim
arily

 d
u
e to

 lo
w

 
y
ield

 rates o
n
 n

ew
er in

v
estm

en
ts im

p
actin

g
 th

e rate o
f retu

rn
 o

n
 o

u
r in

v
estm

en
t p

o
rtfo

lio
. T

o
tal 

rev
en

u
e w

as $
1
3
,2

5
1
,5

0
0
 fo

r th
e seco

n
d
 q

u
arter o

f 2
0
0
6
 (a d

ecrease o
f 5

.7
%

 co
m

p
ared

 to
 th

e 
seco

n
d
 q

u
arter o

f 2
0
0
5

) an
d
 $

2
6
,9

1
6
,5

4
8
 fo

r th
e first six

 m
o
n
th

s o
f 2

0
0
6
 (a d

ecrease o
f 4

.1
%

 
co

m
p
ared

 to
 th
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