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Forward-Looking Statements

This report on Form 10-K contains certain “forward-looking statements” within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, which are intended to be covered by

the safe harbors created by those laws. We have based our forward-looking statements on our current expectations

and projections about future events. Our forward-looking statements include information about possible or assumed
future results of our operations. All statements, other than statements of historical facts, included or incorporated by
reference in this report that address activities, events or developments that we expect or anticipate may occur in the
future, including such things as the growth of our business and operations, our business strategy, competitive
strengths, goals, plans, future capital expenditures and references to future successes may be considered
forward-looking statements. Also, when we use words such as anticipate, believe, estimate, expect, intend,

probably or similar expressions, we are making forward-looking statements.

Numerous risks and uncertainties may impact the matters addressed by our forward-looking statements, any of which
could negatively and materially affect our future financial results and performance. We describe some of these risks
and uncertainties in greater detail in Item 1A-Risk Factors of this report.

Although we believe that the assumptions underlying our forward-looking statements are reasonable, any of these
assumptions, and, therefore, the forward-looking statements based on these assumptions, could themselves prove to be
inaccurate. In light of the significant uncertainties inherent in the forward-looking statements that are included in this
report, our inclusion of this information is not a representation by us or any other person that our objectives and
plans will be achieved. In light of these risks, uncertainties and assumptions, any forward-looking event discussed in
this report may not occur. Our forward-looking statements speak only as of the date made, and we undertake no
obligation to update or review any forward-looking statement, whether as a result of new information, future events or
other developments, unless the securities laws require us to do so.
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PART I

ITEM 1. BUSINESS

Business Overview

Independence Holding Company is a Delaware corporation (NYSE: IHC) that was formed in 1980. We are a holding
company principally engaged in the life and health insurance business with principal executive offices located at 96
Cummings Point Road, Stamford, Connecticut 06902. At December 31, 2013, we owned a 90% controlling interest in
American Independence Corp. (NASDAQ:AMIC), which owns Independence American Insurance Company
("Independence American"), IHC Risk Solutions LLC ( Risk Solutions ), IHC Specialty Benefits, Inc. ( Specialty
Benefits ) and controlling interests in certain agencies and call centers.

Our website is located at www.ihcgroup.com. Detailed information about IHC, its corporate affiliates and insurance
products and services can be found on our website. In addition, we make our Annual Reports on Form 10-K,
Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and all amendments to such reports available, free of
charge, through our website, as soon as reasonably practicable after they are filed with or furnished to the SEC. The
information on our website, however, is not incorporated by reference in, and does not form part of, this Annual
Report on Form 10-K.

IHC provides specialized life and health coverage and related services to commercial customers and individuals. We
focus on niche products and/or narrowly defined distribution channels primarily in the United States. Our wholly
owned insurance company subsidiaries, Standard Security Life Insurance Company of New York ("Standard Security
Life") and Madison National Life Insurance Company, Inc. ("Madison National Life") market their products through
independent and affiliated brokers, producers and agents. Independence American also distributes through these
sources as well as to consumers through dedicated controlled distribution companies and through company-owned
websites.

Madison National Life, Standard Security Life and Independence American are sometimes collectively referred to as
the "Insurance Group." IHC and its subsidiaries (including the Insurance Group) are sometimes collectively referred to

non

as the "Company", or "IHC", or are implicit in the terms "we", "us" and "our".

In 2014 THC will retain the vast majority of the risk that it underwrites, and will focus on the following lines of
business:
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Medical excess (or "stop-loss")

Multiple fully insured health lines

Group disability and life

Individual life

Standard Security Life, Madison National Life and Independence American are each rated A- (Excellent) by A.M.
Best Company, Inc. ("Best"). Standard Security Life is domiciled in New York and licensed as an insurance company
in all 50 states, the District of Columbia, the Virgin Islands and Puerto Rico. Madison National Life is domiciled in
Wisconsin, licensed to sell insurance products in 49 states, the District of Columbia, the Virgin Islands and American
Samoa, and is an accredited reinsurer in New York. Independence American is domiciled in Delaware and licensed to
sell insurance products in all 50 states and the District of Columbia. We have been informed by Best that a Best rating
is assigned after an extensive quantitative and qualitative evaluation of a company's financial condition and operating
performance and is also based upon factors relevant to policyholders, agents, and intermediaries, and is not directed
toward protection of investors. Best ratings are not recommendations to buy, sell or hold any of our securities.
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Our administrative companies underwrite, market, administer and/or price life and health insurance business for our
owned and affiliated carriers, and, to a lesser extent, for non-affiliated insurance companies. They receive fees for
these services and do not bear any of the insurance risk of the companies to which they provide services, other than
through profit commissions or profit slides. During 2013, our principal administrative companies were: (i) IHC Health
Solutions, Inc. ( Health Solutions ), an administrative services company that operates in the individual and small
employer markets; (ii) Risk Solutions, a full-service direct writer of medical stop-loss insurance for self-insured
employer groups in the middle to larger employer markets; (iii) Specialty Benefits, a full-service marketing, and
distribution company that focuses on small employer, individual and consumer products; and (iv) IHC Carrier
Solutions LLC ( Carrier Solutions ), a program management, actuarial and regulatory compliance firm providing
product development and valuation services for IHC s fully insured health segment.

In addition, AMIC owns controlling interests in IPA Family, LLC ("IPA"), IPA Direct LLC ( IPAD ), and
Healthinsurance.org LLC ( HIO ). IPA is a consumer direct sales agency that sells IHC s ancillary health and life
products and major medical products of national insurance companies. IPAD is a consumer direct sales call center
that sells IHC s ancillary health and life products and major medical products of national insurance companies. HIO is
an online marketing company that owns www.healthinsurance.org, a lead generation site for individual health
insurance. Our general agencies earn commissions for selling life and health insurance products underwritten by IHC s
owned and affiliated insurance companies and also by unaffiliated carriers.

For information pertaining to the Company's business segments, reference is made to Note 16 of the Notes to
Consolidated Financial Statements included in Item 8 of this report.

Our Philosophy

Our business strategy consists of maximizing underwriting profits through a variety of niche life and health insurance
products and through distribution channels that enable us to access specialized or underserved markets in which we
believe we have a competitive advantage. Historically, our carriers have focused on establishing preferred
relationships with producers who seek an alternative to larger, more bureaucratic health insurers, and on providing
these producers with personalized service, competitive compensation and a broad array of products. A growing
portion of our business comes from direct-to-consumer initiatives. While our management considers a wide range of
factors in its strategic planning and decision-making, underwriting profit is consistently emphasized as the primary
goal in all decisions. We seek relationships that will generate fee income and profit commissions for our
administrative companies as well as risk income for our insurance carriers thereby permitting us to leverage IHC's
vertically integrated organizational structure.

As a result of our increased control of distribution through corporate acquisitions, we have strengthened our ability to
respond to market cycles in the health insurance sector by deploying our insurance underwriting activity across a
larger number of business lines. In recent years, we have emphasized writing stop-loss business through Risk
Solutions and only a few select managing general underwriters ( MGUs ) with whom we have done business for many
years, including TRU Services, LLC ( TRU ), in which we have an equity interest. This has allowed us to be more
selective in order to achieve better stop-loss underwriting results by terminating all under-performing non-owned

8
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programs. While a substantial portion of our book of business is with smaller self-funded groups, we have recently
focused on developing stop-loss solutions for plans with 100 or fewer employees. These plans are increasingly
looking for affordable health-financing alternatives as a result of federal health care reform.

As a result of the reorganization of Risk Solutions and an expansion in the overall demand for stop-loss insurance, we
have seen an increase in both our gross written and net earned stop-loss premiums. Our gross written fully insured
health premiums have increased. As a result of this growth, plus increased retentions and the addition of certain new
product lines, net earned premiums from our Fully Insured Health segment have also increased. We have experienced
decreases in administrative costs
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as a percentage of premiums in both our Fully Insured Health and Stop-Loss segments resulting from the
consolidation and efficiency initiatives implemented in the last several years.

DISTRIBUTION

Medical Stop-Loss

Standard Security Life is the primary carrier for our employer medical stop-loss products although, in 2013, we also
wrote business for Madison National Life, Independence American and unaffiliated carriers. IHC s carriers wrote
approximately 83% of their medical stop-loss business through Risk Solutions and TRU with the balance written
through three independent MGUs. During 2013, IHC owned two managing general underwriters, Majestic
Underwriters LLC ("Majestic") and Alliance Underwriters, LLC, which transferred their stop-loss blocks and
employees to Risk Solutions as of January 1, 2012 in exchange for fee income based on the business transferred. Risk
Solutions is responsible for underwriting accounts in accordance with guidelines formulated and approved by its
carriers, billing and collecting premiums, paying commissions to agents, third party administrators and/or brokers, and
processing claims. With respect to those select MGUs with which we do business, we establish underwriting
guidelines, maintain approved policy forms and oversee claims for reimbursement, as well as appropriate accounting
procedures and reserves. In order to accomplish this, we audit the MGUs' underwriting, claims and policy issuance
practices to assure compliance with our guidelines, provide the MGUs with access to our medical management and
cost containment expertise, and review cases that require referral based on our underwriting guidelines. MGUs are
non-salaried contractors that receive fee income, generally a percentage of gross premiums produced by them on
behalf of the insurance carriers they represent, and typically are entitled to additional income based on underwriting
results.

The agents and brokers that produce this business are non-salaried contractors that receive commissions.

Fully Insured Health

The Fully Insured Health Segment is comprised of the following categories: (i) major medical coverage (comprised of
small-group major medical, major medical health plans for individuals and families and large-group major medical);
(i1) ancillary benefits including dental, vision, short-term medical, supplemental products (including fixed indemnity
limited benefit, critical illness, and hospital indemnity) and small group stop-loss; (iii) pet insurance; and (iv)
non-subscriber occupational accident. Health Solutions, Carrier Solutions and Specialty Benefits collectively perform
marketing, sales, underwriting and administrative functions on the majority of our Fully Insured Health business. In
addition, our carriers write a significant amount of Fully Insured Health business, which is distributed and/or
administered by independent third party administrators. We have also established a relationship with a leading
provider of international health, life and disability plans for specialized niche markets, and invested in a joint venture
which has acquired two third party administrators of non-subscriber occupational accident coverage in Texas and
other accident-related coverages in states outside of Texas.

10
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The Fully Insured Health Segment has approximately 314 salaried employees performing all aspects of underwriting,
risk selection and pricing, policy administration and management of fully insured group and individual health
insurance on behalf of IHC and other carriers, and management of approximately $289 million of gross individual and
group health premiums for multiple insurers.

The agents and brokers who produce the Fully Insured Health business are non-salaried contractors who receive
commissions.

11
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Other Products

Our other products are primarily distributed by general agents, agents and brokers. The short-term statutory disability
benefit product in New York State ("DBL") is marketed primarily through independent general agents who are paid
commissions based upon the amount of premiums produced. Madison National Life's disability and group life
products are primarily sold in the Midwest to school districts, municipalities and hospital employer groups through a
managing general agent that specializes in these target markets. Madison National Life also reinsures and will begin
writing life, disability and health products serving the needs of expatriates, third-party nationals and high net-worth
local nationals.

Madison National Life sells a whole-life product with an annuity rider to military personnel and civil service
employees. They also sell a final expense whole life product to the senior market. They had $17.1 million of
premiums from the whole-life and annuity products in 2013 and expect to write about $18.0 million of premium in
2014. They had $1.9 million of final expense whole life premium in 2013 and expect to write about $2.4 million in
2014. Madison National Life s subsidiary, IHC Financial Group, Inc. ( IHC Financial Group ), recruits agents to sell life
and annuity products to state and federal employees. Since these products are currently not available through IHC s
carriers, IHC Financial Group has contracted with highly rated insurance companies to sell their life and annuity
products to these individuals. The income for IHC Financial Group is derived completely from commissions on the
sale of the products of these other companies. The agents and brokers who produce this business are non-salaried
contractors who receive commissions. THC Financial Group earned approximately $0.8 million of revenue in 2013
and we anticipate increased growth as we continue to recruit new agents.

PRINCIPAL PRODUCTS

Medical Stop-Loss

The Company is a leading writer nationally of excess or stop-loss insurance for self-insured employer groups that
desire to manage the risk of large medical claims ("Medical Stop-Loss"). Standard Security Life was one of the first
carriers to market Medical Stop-Loss insurance, starting in 1987, and the Insurance Group is now one of the largest
writers of this product in the United States. Medical Stop-Loss insurance provides coverage to public and
private entities that elect to self-insure their employees' medical coverage for losses within specified ranges, which
permits such groups to manage the risk of excessive health insurance costs by limiting specific and aggregate losses to
predetermined amounts. This coverage is available on either a specific or a specific and aggregate basis, although the
majority of the Insurance Group's policies cover both specific and aggregate claims. Plans are designed to fit the
identified needs of the self-insured employer by offering a variety of deductibles (i.e., the level of claims after which
the medical stop-loss benefits become payable).

IHC experienced an increase in premiums in the Medical Stop-Loss line of business in 2013 primarily from the
marketing efforts of Risk Solutions. We expect this trend to continue throughout 2014.

12
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Fully Insured Health Products

This line of business has the following categories: (i) major medical coverage (comprised of small-group major
medical, major medical health plans for individuals and families and large-group major medical); (ii) ancillary
benefits, including dental, vision, short-term medical, supplemental products (including fixed indemnity limited
benefit, critical illness, and hospital indemnity) and small group stop-loss; (iii) pet insurance; and (iv) non-subscriber
occupational accident. The major medical category will shrink in 2014 as the major medical health plans for
individuals and families ( IMM ) business runs-out. Our IMM business was adversely affected in 2013 by recent
healthcare reform, and as a result, we have since exited this line in all states. The ancillary, pet insurance and
non-subscriber occupational accident plans are expected to grow significantly in 2014.

13
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Major Medical Health Benefit Coverages

This category is primarily comprised of group major medical insurance and IMM policies. Both products are
primarily consumer driven health plans ( CDHP ). IMM is in run-off. We stopped selling IMM policies in the second
quarter of 2013 in almost all states and have now exited that market entirely. It is our belief that we will not be able to
earn an acceptable profit margin in this line in the future as a result of direct and indirect changes brought about by
healthcare reform. The group products were sold in many states in 2013, and the majority of the existing block is
eligible for renewal in the fourth quarter of 2014. As the policies become eligible for renewal, under current law, they
would have to be renewed on an essential health benefits ( EHB ) policy. IHC has filed EHB policies in the majority of
states, although has not yet received approvals in all of these states. The Company has not yet determined whether
these policies will be widely sold.

Group major medical is sold primarily to small employers (two to 50 covered lives) in the majority of states. It is
fully insured major medical coverage that is principally designed to work with health reimbursement accounts and
health savings accounts which are implemented by employers that wish to provide this benefit as part of an employee
welfare benefit plan. These plans are offered primarily as preferred provider organizations ("PPO") plans, and provide
a variety of cost-sharing options, including deductibles, coinsurance and co-payment. CDHPs are designed to provide
participants with economic incentives to be informed consumers of healthcare. In addition to small group, the
Company offers a unique group medical plan to employers (primarily large) who are contractors working on
government-funded projects under the Davis-Bacon and Service Contract Acts (the Acts"), much of which is
associated with current and future U.S. infrastructure improvements. This plan helps contractors meet the provisions
of a "bona fide" fringe benefit for their hourly workers as required in the Acts. This category also includes reinsured
international health plans and may include some domestic policies sold to expatriates in 2014.

Ancillary Products

This category is primarily comprised of dental, vision, short-term medical, supplemental products (including fixed
indemnity limited benefit, critical illness, and hospital indemnity) and small group stop-loss. These are sold through
multiple distribution strategies.

IHC sells group and individual dental products in all 50 states. We administer the majority of IHC's dental business
and are also the primary distribution source of this line of business. The dental portfolio includes indemnity and PPO
plans for employer groups of two or more lives and for individuals within affinity groups. Employer plans are offered
on both employer paid and voluntary bases. As part of the distribution of our dental products, we also offer vision
benefits. Vision plans will offer a flat reimbursement amount for exams and materials. In 2013, Standard Security
Life wrote vision policies in the State of New York on behalf of a national vision provider, but this in now in run-off.
Gross dental premiums increased slightly in 2013. We expect the dental business to grow modestly in 2014.

14
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IHC sells short-term medical ( STM ) products in the majority of states. STM is designed specifically for people with
temporary needs for health coverage. Typically, STM products are written for a defined duration of at least 30 days
and less than twelve months. Among the typical purchasers of STM products are self-employed professionals, recent
college graduates, persons between jobs, employed individuals not currently eligible for group insurance, and others
who need insurance for a specified period of time less than 365 days. IHC s gross premium increased in this line of
business in 2013. We anticipate continued growth in this line of business in 2014 in part due to increased demand for
coverage and new distribution relationships.

The Company markets supplemental products to individuals and families. These lines of business are generally used
as either a supplement to a major medical plan or in lieu of major medical coverage for persons that choose not to
purchase such coverage. The main driver for growth in this line is that

15
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consumers are moving to higher-cost sharing on their individual major medical plans, and are looking for products to
help them offset the additional risk of higher deductibles and out of pocket limits. The product lines included in this
supplemental grouping are hospital indemnity plans ( HIP ), fixed indemnity limited benefit plans, critical illness and
bundled packages of accident medical coverage, critical illness and life insurance. These products, which are available

in most states, are not directly impacted by the Affordable Care Act ( ACA ) and are available through multiple
distribution sources including Company owned direct-to-consumer websites, call center and career agents, general
agents and on-line agencies.

IHC has medical benefit plans for employers that choose to offer non-EHB coverage to their employees. We offer a
fixed indemnity limited benefit policy that offers affordable health coverage to hourly, part-time and/or seasonal
employees, which is approved in a majority of states. Fixed indemnity limited benefit plans are a low cost alternative
to major medical insurance that permit employees who do not otherwise have health insurance to begin to participate
in the healthcare system. In 2013, the Company recorded an increase in gross premiums and projects continued
growth in 2014 as employers use these products to create a benefit package to attract and retain part-time employees.

In 2013, the Company began marketing self-funded medical plans for employers between 10 and 50 employees. These
plans, which are currently marketed in a limited number of states, appeal to employers that wish to participate in cost
savings and wellness initiatives that will lower their claims costs. We expect that sales of the small group self-funded
plans will grow significantly in 2014 as we increase distribution and make the product available in additional states.

IHC entered into a reinsurance relationship with a leading producer of expatriate business, effective January 1, 2012,
which provides employee benefit insurance, including medical, life, and disability, to expatriate employees of
companies based in the United States. IHC, through its insurance subsidiaries, reinsures 15% of the risk on a quota
share basis. In addition, IHC s carriers have filed these policies in the United States for employers that wish to
purchase a domestic policy to cover their employees. IHC expects growth in both insurance and reinsurance
premiums in this line of business in 2014. The health premium is reported with the fully insured medical products and
the life and disability is reported below.

Pet Insurance

The Company writes pet insurance through a marketing and administrative company that manages one of the largest
blocks of this business in the United States. During 2012, the Company, through Independence American, began to
renew premium that had been underwritten by another insurance company. These plans are marketed to dog and cat
owners through veterinary offices, independent marketing organizations, its nationwide call center, and increasingly,
direct-to-consumer through www.petsbest.com. In 2013, Independence American had $18.7 million of earned
premium from pet insurance. We expect it will grow to approximately $28 million in 2014. According to a leading
pet insurance industry association, the pet insurance volume in North America was estimated to be between $475 and
$500 million as of 2012. The average annual growth rate in gross premiums written from 2008 to 2012 was
approximately 13%.

16
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Occupational Accident

AMIC acquired a 40% ownership in Global Accident Facilities, LLC, a holding company for a managing general
underwriting agency for non-subscriber occupational accident business at the end of 2012. GAF acquired Accident
Insurance Services, Morgan Financial, Caprock Claim Management and Medical Pricing Strategies, jointly referred to
as AIS. AIS produces and administers occupational accident and related coverages sold to Texas non-subscribers to
workers compensation. The Company expects that as result of this transaction most business currently controlled by
AIS will move to Independence American. GAF has and will continue to seek other blocks of such business to move
to Independence American or its affiliated carriers. The Company also expects to benefit through

17
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underwriting profits, sharing in the revenues produced by the AIS companies as well as having access to the AIS
distribution channels to market other Company products.

This occupational accident product provides accidental death, accident disability and accident medical benefits for
occupational injuries to employees of companies that have elected to not participate in the Texas workers
compensation system (non-subscribers). The product also gives the employer the option to purchase coverage for
employer s liability. Employer s liability arises when an injured employee brings action against their employer for
occupational injuries and chooses not to accept the benefits provided for by the employer s occupational accident
benefit plan. The employer is covered for damages and costs arising from the settlement of such action, subject to the
terms and limits of the policy. In 2013, our insurance carriers recorded a small amount of this business. We expect
premiums will grow to approximately $20 million in 2014.

Group Disability; Life, Annuities and DBL

Group Long-Term and Short-Term Disability

In addition to its international business, the Company sells group long-term disability ("LTD") products to employers
that wish to provide this benefit to their employees. Depending on an employer's requirements, LTD policies (i) cover
between 40% and 90% of insurable salary; (ii) have elimination periods (i.e., the period between the commencement
of the disability and the start of benefit payments) of between 30 and 730 days; and (iii) terminate after two, five or
ten years, or extend to age 65 or the employee's Social Security normal retirement date. Benefit payments are reduced
by social security, workers compensation, pension benefits and other income replacement payments. Optional benefits
are available to employees, including coverage for partial or residual disabilities, survivor benefits and cost of living
adjustments. The Company also markets short-term disability ("STD") policies that provide a weekly benefit to
disabled employees until the earlier of: recovery from disability, eligibility for long-term disability benefits or the end
of the STD benefit period. The Company increased sales of these products to school districts and municipalities and
increased its retentions in 2013, driving a growth rate of 6% over its 2012 levels. We expect a slight increase in
premiums in 2014.

New York Short-Term Disability (DBL)

Standard Security Life markets DBL. All companies with more than one employee in New York State are required to
provide DBL insurance for their employees. DBL coverage provides temporary cash payments to replace wages lost
as a result of disability due to non-occupational injury or illness. The DBL policy provides for (i) payment of 50% of
salary to a maximum of $170 per week; (ii) a maximum of 26 weeks in a consecutive 52 week period; and (iii) benefit
commencement on the eighth consecutive day of disability. Policies covering fewer than 50 employees have fixed
rates approved by the New York State Insurance Department. Policies covering 50 or more employees are individually
underwritten. Standard Security Life's DBL premiums increased significantly in 2013 due to increased marketing and
a major competitor exiting the market. The Company anticipates moderate growth in 2014 due to its continued
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marketing efforts.

Group Term Life and Annuities

The Company sells group term life products, including group term life, accidental death and dismemberment
("AD&D"), supplemental life and supplemental AD&D and dependent life. As with its group disability business, IHC
anticipates modest growth in this line of business through expansion of its sales of these group term life products
through existing distribution sources.

10
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Individual Life, Annuities and Other

This category includes: (i) insurance products that are in runoff as a result of the Insurance Group's decision to
discontinue writing such products; (ii) blocks of business that were acquired from other insurance companies; (iii)
individual life and annuities written through Madison National Life's military and civilian government employee
division and through its final expense distribution agency; (iv) blanket accident insurance sold through a specialized
general agent; and (v) certain miscellaneous insurance products.

The Company markets a whole life product commonly referred to as a final expense life policy. This whole life
product is sold to people in the 50 to 85 years old range. The face amounts can range from $2,500 to $40,000. We are
currently averaging about $10,400 per policy.

The following lines of Standard Security Life's in-force business are in runoff: individual accident and health,
individual life, single premium immediate annuities, disability income, accidental medical, accidental death and
AD&D insurance for athletes, executives and entertainers, and miscellaneous insurance business. Madison National
Life's runoff in this category consists of existing blocks of individual life, including pre-need (i.e., funeral expense)
coverage, traditional and interest-sensitive life blocks which were acquired in prior years, individual accident and
health products, annual and single premium deferred annuity contracts and individual annuity contracts.

ACQUISITIONS OF POLICY BLOCKS

In addition to its core life and health lines of business distributed as described above, IHC s acquisition group has
acquired blocks of existing life insurance, annuity and disability policies from other insurance companies, guaranty
associations and liquidators. Most of the acquired blocks have been primarily life, annuities or disability policies. Not
only have these transactions yielded a healthy rate of return on the investment, but the overall long-term nature of the
policies acquired serves as a counterbalance to the bulk of the policies currently being written which are short-term in
nature.

Madison National Life acquired a closed block of disability policies from a Receivership in 2013. The transferred
reserves totaled approximately $15.4 million. The Company does not anticipate acquiring any significant blocks in
2014.

REINSURANCE AND POLICY RETENTIONS

The Company's average retention of gross and assumed Medical Stop-Loss exposure was 84% in 2013, 83% in 2012,
and 78% in 2011.
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In 2013, THC retained approximately 86% of gross and assumed Fully Insured Health exposure, up from
approximately 63% in 2012. Retentions on other lines of business remained relatively constant in 2011. The Company
purchases quota share reinsurance and excess reinsurance in amounts deemed appropriate by its risk committee. The
Company monitors its retention amounts by product line, and has the ability to adjust its retention as appropriate.

Reinsurance is used to reduce the potentially adverse financial impact of large individual or group risks, and to reduce
the strain on statutory income and surplus related to new business. By using reinsurance, the Insurance Group is able
to write policies in amounts larger than it could otherwise accept. The amount reinsured is the portion of each policy
in excess of the retention limit on a particular policy.

Effective April 1, 2009, Madison National Life entered into a reinsurance treaty with an unaffiliated reinsurer to cede
$48.8 million of life reserves.

11
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Standard Security Life entered into a coinsurance agreement with an unaffiliated reinsurer effective January 26, 2012
and transferred approximately $143 million of group annuity reserves in the first quarter of 2012.

Effective May 31, 2013, Madison National Life entered into a coinsurance agreement with an unaffiliated reinsurer, to
cede approximately $218 million of life and annuity reserves.

The following reinsurers represent approximately 69% of the total ceded premium for the year ended December 31,
2013:

RGA Reinsurance Company 28%
Fidelity Security Life Insurance Company 23%
National Insurance Company of Wisconsin, Inc. 7%
American Fidelity Assurance Company 6%
Contrarian Re, LLC 5%

69%

The Insurance Group remains liable with respect to the insurance in-force, which has been reinsured in the unlikely
event that the assuming reinsurers are unable to satisfy their obligations. The Insurance Group cedes business (i) to
individual reinsurance companies that are rated "A-" or better by Best or (ii) upon provision of adequate security. The
ceding of reinsurance does not discharge the primary liability of the original insurer to the insured. Since the risks
under the Insurance Group's business are primarily short-term, there would be limited exposure as a result of a change
in a reinsurer's creditworthiness during the term of the reinsurance. At December 31, 2013 and 2012, the Insurance
Group's ceded reinsurance in-force was $6.5 billion and $6.0 billion, respectively.

For further information pertaining to reinsurance, reference is made to Note 7 of Notes to Consolidated Financial
Statements included in Item 8.

INVESTMENTS AND RESERVES

The Company's cash, cash equivalents and securities portfolio are managed by employees of IHC and its affiliates,
and ultimate investment authority rests with IHC's in-house investment group. As a result of the nature of IHC's
insurance liabilities, IHC endeavors to maintain a significant percentage of its assets in investment grade securities,
cash and cash equivalents. At December 31, 2013, approximately 99.9% of the fixed maturities were investment grade
and continue to be rated on average AA. The internal investment group provides a summary of the investment
portfolio and the performance thereof at the meetings of the Company's board of directors.
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As required by insurance laws and regulations, the Insurance Group establishes reserves to meet obligations on
policies in-force. These reserves are amounts which, with additions from premiums expected to be received and with
interest on such reserves at certain assumed rates, are calculated to be sufficient to meet anticipated future policy
obligations. Premiums and reserves are based upon certain assumptions with respect to mortality, morbidity on
health insurance, lapses and interest rates effective at the time the polices are issued. The Insurance Group also
establishes appropriate reserves for substandard business, annuities and additional policy benefits, such as waiver of
premium and accidental death. Standard Security Life and Madison National Life are also required by law to have an
annual asset adequacy analysis, which, in general, projects the amount and timing of cash flows to the estimated
maturity date of liabilities, prepared by the certifying actuary for each insurance company. The Insurance Group
invests their respective assets, which support the reserves and other funds in accordance with applicable insurance
law, under the supervision of their respective board of directors. The Company manages interest rate risk seeking to
maintain a portfolio with a duration and average life that falls within

12
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the band of the duration and average life of the applicable liabilities. The Company occasionally utilizes options to
modify the duration and average life of the assets.

Under Wisconsin insurance law, there are restrictions relating to the percentage of an insurer's admitted assets that
may be invested in a specific issuer or in the aggregate in a particular type of investment. With respect to the portion
of an insurer's assets equal to its liabilities plus a statutorily-determined security surplus amount, a Wisconsin insurer
cannot, for example, invest more than a certain percentage of its assets in non-amortizable evidences of indebtedness,
securities of any one person (other than a subsidiary and the United States government), or common stock of any
corporation and its affiliates (other than a subsidiary).

Under New York insurance law, there are restrictions relating to the percentage of an insurer's admitted assets that
may be invested in a specific issuer or in the aggregate in a particular type of investment. For example, a New York
life insurer cannot invest more than a certain percentage of its admitted assets in common or preferred shares of any
one institution, obligations secured by any one property (other than those issued, guaranteed or insured by the United
States or any state government or agency thereof), or medium and lower grade obligations. In addition, there are
certain qualitative investment restrictions.

Under Delaware insurance law, there are restrictions relating to the percentage of an insurer's admitted assets that may
be invested in a specific issuer or in the aggregate in a particular type of investment. In addition, there are qualitative
investment restrictions.

The Company's total pre-tax investment performance for each of the last three years is summarized below, including
amounts recognized in net income and unrealized gains and losses recognized in other comprehensive income or loss:

2013 2012 2011
(In thousands)

Consolidated Statements of Income:

Net investment income $ 27,471 $ 33,356 $ 39,788
Net realized investment gains 19,750 5,099 8,670
Other-than-temporary impairments - (704) (1,523)
Consolidated Statements of Comprehensive Income (Loss):

Net unrealized gains (losses) on available-for-sale securities (38,439) 11,115 12,293
Other-than-temporary impairments - (288) (948)
Total pre-tax investment performance $ 8,782 $ 48,578 $ 58,280

Net unrealized gains (losses) on available-for-sale securities recognized through other comprehensive income (loss)
represents the pre-tax change in unrealized gains and losses on available-for-sale securities arising during the year net
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of reclassification adjustments and includes the portion attributable to noncontrolling interests. The Company does
not have any non-performing fixed maturity investments at December 31, 2013.

COMPETITION AND REGULATION

We compete with many large insurance companies, small regional health insurers and managed care organizations.

Although most life insurance companies are stock companies, mutual companies also write life insurance in the
United States. Mutual companies may have certain competitive advantages since profits inure directly to the benefit
of the policyholders.

13
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The health insurance industry tends to be cyclical, and excess products, such as medical stop-loss, tend to be more
volatile than fully insured health products. During a soft market cycle, a larger number of companies offer insurance
on a certain line of business, which causes premiums in that line to trend downward. In a hard market cycle,
insurance companies limit their writings in certain lines of business following periods of excessive losses and
insurance and reinsurance companies redeploy their capital to lines that they believe will achieve higher margins.

IHC is an insurance holding company; and as such, IHC and its subsidiary carriers and administrative companies are
subject to regulation and supervision by multiple state insurance regulators, including the New York State Insurance
Department (Standard Security Life's domestic regulator), the Wisconsin Department of Insurance (Madison National
Life's domestic regulator) and the Office of the Insurance Commissioner of the State of Delaware (Independence
American s domestic regulator). Each of Standard Security Life, Madison National Life and Independence American
is subject to regulation and supervision in every state in which it is licensed to transact business. These supervisory
agencies have broad administrative powers with respect to the granting and revocation of licenses to transact business,
the licensing of agents, the approval of policy forms, the approval of commission rates, the form and content of
mandatory financial statements, reserve requirements and the types and maximum amounts of investments which may
be made. Such regulation is primarily designed for the benefit of policyholders rather than the stockholders of an
insurance company or insurance holding company.

Certain transactions within the IHC holding company system are also subject to regulation and supervision by such
regulatory agencies. All such transactions must be fair and equitable. Notice to or prior approval by the applicable
insurance department is required with respect to transactions affecting the ownership or control of an insurer and of
certain material transactions, including dividend declarations, between an insurer and any person in its holding
company system. Under New York, Wisconsin and Delaware insurance laws, "control" is defined as the possession,
directly or indirectly, of the power to direct or cause the direction of the management and policies of a person. Under
New York law, control is presumed to exist if any person, directly or indirectly, owns, controls or holds, with the
power to vote ten percent or more of the voting securities of any other person. In Wisconsin, control is presumed if
any person, directly or indirectly, owns, controls or holds with the power to vote more than ten percent of the voting
securities of another person. In Delaware, control is presumed if any person, directly or indirectly, owns, controls or
holds with the power to vote ten percent or more of the voting securities of any other person. In all three states, the
acquisition of control of a domestic insurer needs to be approved in advance by the Commissioner of Insurance. See
Note 15 of Notes to Consolidated Financial Statements included in Item 8 for information as to restrictions on the
ability of the Company's insurance subsidiaries to pay dividends.

Risk-based capital requirements are imposed on life and property and casualty insurance companies. The risk-based
capital ratio is determined by dividing an insurance company's total adjusted capital, as defined, by its authorized
control level risk-based capital. Companies that do not meet certain minimum standards require specified corrective
action. The risk-based capital ratios for each of Standard Security Life, Madison National Life and Independence
American exceed such minimum ratios.

EMPLOYEES
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At December 31, 2013, the Company, including its direct and indirect majority or wholly owned subsidiaries,
collectively had approximately 600 employees.

ITEM 1A.

RISK FACTORS

Many of the factors that affect our business and operations involve risk and uncertainty. The risks and uncertainties
described below are not the only ones that we face, but are those that we have identified as being the most significant
factors. Additional risks and uncertainties that we do not know about, or

14

27



Edgar Filing: INDEPENDENCE HOLDING CO - Form 10-K

that we deem less significant than those identified below, may also materially and adversely affect our business,
financial condition or results of operations and the trading price of our common stock.

Risks related to our Business

Our investment portfolio is subject to various risks that may result in realized investment losses. In particular,
decreases in the fair value of fixed maturities may greatly reduce the value of our investments, and as a result,
our financial condition may suffer.

We are subject to credit risk in our investment portfolio. Defaults by third parties in the payment or performance of
their obligations under these securities could reduce our investment income and realized investment gains or result in
the continued recognition of investment losses. The value of our investments may be materially adversely affected by
increases in interest rates, downgrades in the preferred stocks and bonds included in our portfolio and by other factors
that may result in the continued recognition of other-than-temporary impairments. Each of these events may cause us
to reduce the carrying value of our investment portfolio.

In particular, at December 31, 2013, fixed maturities represented $542.3 million or 89.0% of our total investments of
$609.0 million. The fair value of fixed maturities and the related investment income fluctuates depending on general
economic and market conditions. The fair value of these investments generally increases or decreases in an inverse
relationship with fluctuations in interest rates, while net investment income realized by us will generally increase or
decrease in line with changes in market interest rates. In addition, actual net investment income and/or cash flows
from investments that carry prepayment risk, such as mortgage-backed and other asset-backed securities, may differ
from those anticipated at the time of investment as a result of interest rate fluctuations. An investment has prepayment
risk when there is a risk that the timing of cash flows that result from the repayment of principal might occur earlier
than anticipated because of declining interest rates or later than anticipated because of rising interest rates. The impact
of value fluctuations affects our Consolidated Financial Statements. Because all of our fixed maturities are classified
as available for sale, changes in the fair value of our securities are reflected in our stockholders' equity (accumulated
other comprehensive income or loss). No similar adjustment is made for liabilities to reflect a change in interest rates.
Therefore, interest rate fluctuations and economic conditions could adversely affect our stockholders' equity, total
comprehensive income (loss) and/or cash flows. For mortgage-backed securities, credit risk exists if mortgagees
default on the underlying mortgages. Although, at December 31, 2013, approximately 99.9% of the fixed maturities
were investment grade and continue to be rated on average AA, all of our fixed maturities are subject to credit risk. If
any of the issuers of our fixed maturities suffer financial setbacks, the ratings on the fixed maturities could fall (with a
concurrent fall in fair value) and, in a worst case scenario, the issuer could default on its financial obligations. If the
issuer defaults, we could have realized losses associated with the impairment of the securities.

We regularly monitor our investment portfolio to ensure that investments that are other-than-temporarily impaired are
identified in a timely fashion, properly valued and any impairment is charged against earnings in the proper period.
Assessment factors include, but are not limited to, the length of time and the extent to which the market value has
been less than cost, the financial condition and rating of the issuer, whether any collateral is held and the Company's
intent to sell, or be required to sell, debt securities before the anticipated recovery of its remaining amortized cost
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basis. However, the determination that a security has incurred an other-than-temporary decline in value requires the
judgment of management. Inherently, there are risks and uncertainties involved in making these judgments. Therefore,
changes in facts and circumstances and critical assumptions could result in management s decision that further
impairments have occurred. This could lead to additional losses on investments, particularly those that management
has the intent and ability to hold until recovery in value occurs.

Our earnings could be materially affected by an impairment of goodwill.
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Goodwill represented $50.3 million of our $1.3 billion in total assets as of December 31, 2013. We review our
goodwill annually for impairment or more frequently if indicators of impairment exist. We regularly assess whether
any indicators of impairment exist, which requires a significant amount of judgment. Such indicators may include: a
sustained significant decline in our share price and market capitalization; a decline in our expected future cash flows; a
significant adverse change in the business climate; and/or slower growth rates, among others. Any adverse change in
one of these factors could have a significant impact on the recoverability of these assets and could have a material
impact on our consolidated financial statements. If we experience a sustained decline in our results of operations and
cash flows, or other indicators of impairment exist, we may incur a material non-cash charge to earnings relating to
impairment of our goodwill, which could have a material adverse effect on our results.

If rating agencies downgrade our insurance companies, our results of operations and competitive position in
the industry may suffer.

Ratings have become an increasingly important factor in establishing the competitive position of insurance companies.
Standard Security Life, Madison National Life and Independence American are all rated "A-" (Excellent) by A.M.
Best Company, Inc. Best's ratings reflect its opinions of an insurance company's financial strength, operating
performance, strategic position, and ability to meet its obligations to policyholders and are not evaluations directed to
investors. The ratings of our carriers are subject to periodic review by Best. If Best reduces the ratings of any of our
carriers from current levels, our business would be adversely affected.

Our loss reserves are based on an estimate of our future liability, and if actual claims prove to be greater than
our reserves, our results of operations and financial condition may be adversely affected.

We maintain loss reserves to cover our estimated liability for unpaid losses and loss adjustment expenses, where
material, including legal and other fees, and costs not associated with specific claims but related to the claims payment
functions for reported and unreported claims incurred as of the end of each accounting period. Because setting
reserves is inherently uncertain, we cannot be sure that current reserves will prove adequate. If our reserves are
insufficient to cover our actual losses and loss adjustment expenses, we would have to augment our reserves and incur
a charge to our earnings, and these charges could be material. Reserves do not represent an exact calculation of
liability. Rather, reserves represent an estimate of what we expect the ultimate settlement and administration of
claims will cost. These estimates, which generally involve actuarial projections, are based on our assessment of known
facts and circumstances. Many factors could affect these reserves, including economic and social conditions,
frequency and severity of claims, medical trend resulting from the influences of underlying cost inflation, changes in
utilization and demand for medical services, and changes in doctrines of legal liability and damage awards in
litigation. Many of these items are not directly quantifiable in advance. Additionally, there may be a significant
reporting lag between the occurrence of the insured event and the time it is reported to us. The inherent uncertainties
of estimating reserves are greater for certain types of liabilities, particularly those in which the various considerations
affecting the type of claim are subject to change and in which long periods of time may elapse before a definitive
determination of liability is made. Reserve estimates are continually refined in a regular and ongoing process as
experience develops and further claims are reported and settled and are reflected in the results of the periods in which
such estimates are changed.
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Our inability to assess underwriting risk accurately could reduce our net income.
Our success is dependent on our ability to assess accurately the risks associated with the businesses on which we
retain risk. If we fail to assess accurately the risks we retain, we may fail to establish the appropriate premium rates

and our reserves may be inadequate to cover our losses, requiring augmentation of the reserves, which in turn would
reduce our net income.
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Our agreements with our producers that underwrite on our behalf require that each such producer follow underwriting
guidelines published by us and amended from time to time. Failure to follow these guidelines may result in
termination or modification of the agreement. We perform periodic audits to confirm adherence to the guidelines, but
it is possible that we would not detect a breach in the guidelines for some time after the infraction, which could result
in a material impact on the Net Loss Ratio (defined as insurance benefits, claims and reserves divided by the
difference between premiums earned and underwriting expenses) for that producer and could have an adverse impact
on our operating results.

We may be unsuccessful in competing against larger or better-established business rivals.

We compete with a large number of other companies in our selected lines of business. We face competition from
specialty insurance companies and HMOs, and from diversified financial services companies and insurance companies
that are much larger than we are and that have far greater financial, marketing and other resources. Some of these
competitors also have longer experience and more market recognition than we do in certain lines of business. In
addition to competition in the operation of our business, we face competition from a variety of sources in attracting
and retaining qualified employees. We cannot assure you that we will maintain our current competitive position in the
markets in which we operate, or that we will be able to expand operations into new markets. If we fail to do so, our
results of operations and cash flows could be materially adversely affected.

We rely on reinsurance arrangements to help manage our business risks, and failure to perform by the
counterparties to our reinsurance arrangements may expose us to risks we had sought to mitigate.

We utilize reinsurance to mitigate our risks in various circumstances. Reinsurance does not relieve us of our direct
liability to our policyholders, even when the reinsurer is liable to us. Accordingly, we bear credit risk with respect to
our reinsurers. Our reinsurers may be unable or unwilling to pay the reinsurance recoverable owed to us now or in the
future or on a timely basis. A reinsurer s insolvency, inability or unwillingness to make payments under the terms of its
reinsurance agreement with us could have an adverse effect on our financial condition, results of operations and cash
flows.

We may be required to accelerate the amortization of deferred acquisition costs, which would increase our
expenses and reduce profitability.

Deferred acquisition costs, or DAC, represent certain costs which vary with and are primarily related to the successful
sale and issuance of our insurance policies and investment contracts and are deferred and amortized over the estimated
life of the related insurance policies and contracts. These costs include commissions in excess of ultimate renewal
commissions and certain other sales incentives, solicitation and printing costs, sales material and other costs, such as
underwriting and contract and policy issuance expenses. Under U.S. generally accepted accounting principles
("GAAP"), DAC is amortized through operations over the lives of the underlying contracts in relation to the
anticipated recognition of premiums or gross profits.
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Our amortization of DAC generally depends upon anticipated profits from investments, surrender and other policy and
contract charges, mortality, morbidity and maintenance and expense margins. Unfavorable experience with regard to
expected expenses, investment returns, mortality, morbidity, withdrawals or lapses may cause us to increase the
amortization of DAC, resulting in higher expenses and lower profitability.

We regularly review our DAC asset balance to determine if it is recoverable from future income. The portion of the
DAC balance deemed to be unrecoverable, if any, is charged to expense in the period in which we make this
determination. For example, if we determine that we are unable to recover DAC from profits over the life of a book of
business of insurance policies or annuity contracts, or if withdrawals or surrender charges associated with early
withdrawals do not fully offset the unamortized
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acquisition costs related to those policies or annuities, we would be required to recognize the additional DAC
amortization as a current-period expense. In general, we limit our deferral of acquisition costs to costs assumed in our
pricing assumptions.

The failure to maintain effective and efficient information systems and to safeguard the security of our data
could adversely affect our business.

Our business depends significantly on effective information systems, and we have different information systems for
our various businesses. We have committed and will continue to commit significant resources to develop, maintain
and enhance our existing information systems, transition existing systems to upgraded systems, and develop new
information systems in order to keep pace with continuing changes in information processing technology, evolving
industry and regulatory standards, and changing customer preferences.

Moreover, our computer systems have been, and will continue to be, subject to computer viruses or other malicious
codes, unauthorized access, cyber-attacks, hackers or other computer-related penetrations. To date, we are not aware
of a material breach of cybersecurity. We commit significant resources to administrative and technical controls to
prevent cyber incidents and protect our information technology, but our preventative actions to reduce the risk of
cyber threats may be insufficient to prevent physical and electronic break-ins, denial of service and other cyber-attacks
or security breaches. Such an event could compromise our confidential information as well as that of our clients and
third parties, with whom we interact, impede or interrupt business operations and may result in other negative
consequences, including remediation costs, loss of revenue, additional regulatory scrutiny and litigation and
reputational damage.

Our database and systems are also vulnerable to damage or interruption from system outages, disasters such as
earthquakes, fires, floods, acts of terrorism, blackouts, power loss, telecommunications failures, and similar events,
which would compromise our ability to conduct business. In the event of such failures, our systems may not be
available to our customers or business partners for an extended period of time, which could hurt our relationships with
our customers and business partners.

Our failure to maintain effective and efficient information systems and protect the security of such systems could have
a material adverse effect on our financial condition and results of operations.

Failure to protect our policyholders' confidential information and privacy could adversely affect our business.

In the conduct of our business, we are subject to privacy regulations and to confidentiality obligations. For example,
the collection and use of patient data in our health insurance operations is the subject of national and state legislation,
including the Health Insurance Portability and Accountability Act of 1996, or HIPAA, and certain other activities we
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conduct are subject to the privacy regulations of the Gramm-Leach-Bliley Act. We also have contractual obligations
to protect certain confidential information we obtain from our existing vendors, partners and policyholders. These
obligations generally include protecting such confidential information in the same manner and to the same extent as
we protect our own confidential information. If we do not properly comply with privacy regulations and protect
confidential information, we could experience adverse consequences, including regulatory sanctions, such as
penalties, fines and loss of license, as well as loss of reputation and possible litigation.

Risks Related to our Industry

Our industry is highly regulated and changes in regulations affecting our businesses may reduce our
profitability and limit our growth.
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Our insurance subsidiaries are subject to state insurance laws and regulated by the insurance departments of the
various states in which they are domiciled and licensed, which, among other things, conduct periodic examination of
insurance companies. State laws grant insurance regulatory authorities broad administrative powers with respect to
various aspects of our insurance businesses, including:

licensing companies and agents to transact business and regulating their respective conduct in the market;

approving policy forms and premium rates;

requiring certain methods of accounting and prescribing the form and content of records of financial condition
required to be filed;

calculating the value of assets to determine compliance with statutory requirements;

establishing statutory capital and reserve requirements, such as for unearned premiums and losses;

regulating certain premium rates and requiring deposits for the benefit of policyholders;

establishing maximum interest rates on insurance policy loans and minimum rates for guaranteed crediting rates on
life insurance policies;

establishing standards of solvency, including risk-based capital measurements, which are a measure developed by the
National Association of Insurance Commissioners (NAIC) and used by state insurance regulators to identify insurance
companies that potentially are inadequately capitalized;

mandating certain insurance benefits and restricting the size of risks insurable under a single policy;

regulating unfair trade and claims practices, including the imposition of restrictions on marketing and sales practices,
distribution arrangements and payment of inducements;
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requiring the filing of annual and other reports relating to the financial condition of insurance companies, holding
company issues and other matters;

approving changes in control of insurance companies;

restricting transactions between insurance companies and their affiliates, including the payment of dividends to
affiliates; and

regulating the nature or types, concentration or amounts, quality and valuation of investments.

Currently, the U.S. federal government does not directly regulate the business of insurance. However, the Dodd-Frank
Wall Street Reform and Consumer Protection Act (the Dodd-Frank Act ), which was signed into law in July 2010 by
President Obama, created a Federal Insurance Office. While the office will not directly regulate domestic insurance
business, it will monitor all aspects of the insurance industry, including identifying gaps in the regulation of insurers
that could contribute to a crisis in the insurance industry and/or the U.S. economy. Further, the Dodd-Frank Act
authorizes the office to make recommendations that certain insurers be subject to more stringent regulation, and
conduct a study on how to modernize and improve the system of insurance regulation in the United States. The
Dodd-Frank Act also created the Consumer Financial Protection Bureau ( CFPB ). While the CFPB does not have
direct jurisdiction over insurance products, it is possible that regulations promulgated by the CFPB may extend its
authority more broadly to cover certain insurance products and thereby may adversely affect our results of operations.
Additionally, federal legislation and administrative policies in other areas can significantly and adversely affect
insurance companies, including general financial services regulation, securities regulation, privacy regulation, tort
reform legislation, and taxation.

We are uncertain as to the impact that this new legislation and regulatory guidance will have on the Company and
cannot assure that it will not adversely affect our financial condition and results of operations. In addition,
compliance with applicable laws and regulations is time consuming and personnel-intensive, and changes in these
laws and regulations may materially increase our direct and indirect compliance efforts and other expenses of doing
business.
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Healthcare reform may further adversely affect our business, cash flows, financial condition and results of
operations.

Although health insurance is generally regulated at the state level, legislative actions have been taken at the federal
level that impose added restrictions on our business. The ACA was signed into law in March 2010. Provisions of the
ACA and related reforms are causing sweeping and fundamental changes to the U.S. health care system that are
expected to significantly affect the health insurance industry. The effects on our Company s business include, in
particular, a requirement that we pay rebates to customers if the loss ratios for some of our product lines are less than
specified percentages; the need to reduce commissions and the consequent risk that insurance producers may sell less
of our products than they have in the past; limits on lifetime and annual benefit maximums; a prohibition from
imposing any pre-existing condition exclusion; limits on our ability to rescind coverage except for intentional fraud;
increased costs to modify and/or sell our products; the need to provide a minimum standard for coverage, so that all
plans must cover at least 60 percent of the typical person s medical bills and include a set of essential health benefits
from hospitalization to mental health to rehabilitative services to maternity care; intensified competitive pressures that
limit our ability to increase rates; significant risk of customer loss; new and higher taxes and fees to generate the
revenues to implement the ACA; additional administrative costs to implement the requirements of healthcare reform;
and the need to operate with a lower expense structure at both the business segment and enterprise level.

We are unable to predict what additional legislation or regulation, if any, relating to the health care industry or
third-party coverage and reimbursement may be enacted in the future or what effect such legislation or regulation
would have on our business.

We will continue to monitor the implementation of ACA and reassess our business strategies accordingly. We have
made, and are continuing to make, significant changes to our operations, products and strategy to adapt to the new
environment. However, if our plans for operating in the new environment are unsuccessful or if there is less demand
than we expect for our products in the new environment, our results could be adversely affected.

Changes in state regulations, or the application thereof, may adversely affect our business, financial condition
and results of operations.

Some states have imposed time limits for the payment of uncontested covered claims and require health care and
dental service plans to pay interest on uncontested claims not paid promptly within the required time period. Some
states have also granted their insurance regulatory agencies additional authority to impose monetary penalties and
other sanctions on health and dental plans engaging in certain unfair payment practices. If we were unable, for any
reason, to comply with these requirements, it could result in substantial costs to us and could materially adversely
affect our results of operations and financial condition.

State insurance regulators and the NAIC regularly re-examine existing laws and regulations applicable to insurance
companies and their products. Changes in these laws and regulations or in interpretations thereof, are often made for
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the benefit of the consumer at the expense of the insurer and thus could have an adverse effect on our business. We
cannot predict what impact, if any, the results of these studies or other such proposals, if enacted, may have on our
financial condition, results of operations and cash flows.

If we fail to comply with extensive state and federal regulations, we will be subject to penalties, which may
include fines and suspension and which may adversely affect our results of operations and financial condition.

A large portion of our business depends on our compliance with applicable laws and regulations and our ability to

maintain valid licenses and approvals for our operations. Regulatory authorities have
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broad discretion to grant, renew, revoke or deny licenses and approvals. In some instances, we follow practices based
on our interpretations of regulations, or interpretations that we believe to be generally followed by the industry, which
may be different from the requirements or interpretations of regulatory authorities. If we do not have the requisite
licenses and approvals and do not comply with applicable regulatory requirements, the insurance regulatory
authorities could preclude or temporarily suspend us from carrying on some or all of our insurance-related activities or
otherwise penalize us. That type of action could have a material adverse effect on our business. Also, changes in the
level of regulation of the insurance industry (whether federal, state or foreign), or changes in laws or regulations
themselves or interpretations by regulatory authorities, could have a material adverse effect on our business.

Legal and regulatory investigations and actions are increasingly common in the insurance business and may
result in financial losses and harm our reputation.

We face a significant risk of litigation and regulatory investigations and actions in the ordinary course of operating our
businesses, including the risk of class action lawsuits and individual lawsuits relating, among other things, to sales or
underwriting practices, payment of contingent or other sales commissions, claims payments and procedures, product
design, disclosure, administration, additional premium charges for premiums paid on a periodic basis, interest
crediting practices, denial or delay of benefits and breaches of fiduciary or other duties to customers. Plaintiffs in class
action and other lawsuits against us may seek very large or indeterminate amounts, including punitive and treble
damages, which may remain unknown for substantial periods of time. We are also subject to various regulatory
inquiries, such as information requests, subpoenas, market conduct exams and books and record examinations, from
state and federal regulators and other authorities, which may result in fines, recommendations for corrective action or
other regulatory actions. Even if we ultimately prevail in the litigation, regulatory action or investigation, we could
suffer significant reputational harm, which could have an adverse effect on our business.

The effects of emerging claim and coverage issues on our business are uncertain.

As industry practices and legal, judicial, social and other environmental conditions change, unexpected and
unintended liability for claims and coverage may emerge. These changing conditions may adversely affect our
business by either extending coverage beyond our underwriting intent or by increasing the number or size of claims.
In some instances, these changes may not become apparent until sometime after we have issued insurance or
reinsurance contracts that are affected by the changes. As a result, the full extent of liability under our insurance or
reinsurance contracts may not be known for a significant period after a contract is issued, and our financial position
and results of operations may be materially adversely affected.

Our results may fluctuate as a result of factors generally affecting the insurance and reinsurance industry.

The results of companies in the insurance and reinsurance industry historically have been subject to significant
fluctuations and uncertainties. The industry and our financial condition and results of operations may be affected
significantly by:
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Fluctuations in interest rates, inflationary pressures and other changes in the investment environment, which affect
returns on invested capital;

Rising levels of actual costs that are not known by companies at the time they price their products;

Losses related to epidemics, terrorist activities, random acts of violence or declared or undeclared war;

Development of judicial interpretations relating to the scope of insurers' liability;

The overall level of economic activity and the competitive environment in the industry;

Greater than expected use of health care services by members;
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New mandated benefits or other regulatory changes that change the scope of business or increase our costs; and

Failure of MGUs, agents, third-party administrators and producers to adhere to the underwriting guidelines,
market-conduct practices and other requirements (as applicable) under their agreements with us.

The occurrence of any or a combination of these factors, which is beyond our control, could have a material adverse
effect on our results.

We may experience periods with excess underwriting capacity and unfavorable premium rates because the
insurance and reinsurance business is historically cyclical, which could cause our results to fluctuate.

The insurance and reinsurance business historically has been a cyclical industry characterized by periods of intense
price competition due to excessive underwriting capacity, as well as periods when shortages of capacity permitted an
increase in pricing and, thus, more favorable premium levels. An increase in premium levels is often, over time, offset
by an increasing supply of insurance and reinsurance capacity, either by capital provided by new entrants or by the
commitment of additional capital by existing insurers or reinsurers, which may cause prices to decrease. Any of these
factors could lead to a significant reduction in premium rates, less favorable policy terms and fewer opportunities to
underwrite insurance risks, which could have a material adverse effect on our results of operations and cash flows.

Failures elsewhere in the insurance industry could obligate us to pay assessments through guaranty
associations.

Virtually all states require insurers licensed to do business in that state to bear a portion of the loss suffered by some
insureds as the result of impaired or insolvent insurance companies. When an insurance company becomes insolvent,
state insurance guaranty associations have the right to assess other insurance companies doing business in their state
for funds to pay obligations to policyholders of the insolvent company, up to the state-specific limit of coverage. The
total amount of the assessment is based on the number of insured residents in each state, and each company s portion is
based on its proportionate share of premium volume in the relevant lines of business. The future failure of a large life,
health or annuity insurer could trigger assessments which we would be obligated to pay. Further, amounts for
historical insolvencies may be assessed over many years, and there can be significant uncertainty around the total
obligation for a given insolvency. Existing liabilities may not be sufficient to fund the ultimate obligations of a
historical insolvency, and we may be required to increase our liability, which could have an adverse effect on our
results of operations.

ITEM 1B.
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UNRESOLVED STAFF COMMENTS

None.

ITEM 2.

PROPERTIES

IHC

IHC has entered into a renewable short-term arrangement with Geneve Corporation, an affiliate, for the use of 6,750
square feet of office space as its corporate headquarters in Stamford, Connecticut.
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Standard Security Life

Standard Security Life leases 13,000 square feet of office space in New York, New York as its corporate headquarters.

Madison National Life

Madison National Life leases 28,060 square feet of space in Madison, Wisconsin as its corporate headquarters.

IHC Administrative Services

IHC Administrative Services leases 49,117 square feet of office space in Phoenix, Arizona as its corporate
headquarters.

ITEM 3.

LEGAL PROCEEDINGS

We are involved in legal proceedings and claims that arise in the ordinary course of our businesses. We have
established reserves that we believe are sufficient given information presently available relating to our outstanding
legal proceedings and claims. We do not anticipate that the result of any pending legal proceeding or claim will have
a material adverse effect on our financial condition or cash flows, although there could be such an effect on our results
of operations for any particular period.

ITEM 4.

MINE SAFETY DISCL.OSURES

Not applicable.
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PART II

ITEM S.

MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED

STOCKHOLDER MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Information

The Company's common stock trades under the symbol IHC on the New York Stock Exchange. The following table
shows for the periods indicated the high and low sales prices for IHC's common stock as reported by the New York
Stock Exchange.

HIGH LOW
QUARTER ENDED:
December 31, 2013 $ 14.39 $ 12.34
September 30, 2013 14.95 11.67
June 30, 2013 11.90 9.78
March 31, 2013 10.36 9.00
QUARTER ENDED:
December 31, 2012 $ 10.31 $ 7.55
September 30, 2012 10.50 9.04
June 30, 2012 10.79 8.24
March 31, 2012 10.68 7.44
23
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THC's stock price closed at $13.49 on December 31, 2013.

Holders of Record

At March 1, 2014, the number of record holders of IHC's common stock was 2,125. The number of record owners was
determined from the Company s stockholder records maintained by the Company s transfer agent.

Dividends

THC declared a cash dividend of $.035 per share on its common stock on each of June 6, 2013 and December 27, 2013
for a total annual dividend of $.07 per share.

THC declared a cash dividend of $.035 per share on its common stock on each of May 22, 2012 and November 19,
2012 for a total annual dividend of $.07 per share.

THC declared a cash dividend of $.0227 per share on its common stock on each of June 24, 2011 and December 27,
2011 for a total annual dividend of $.045 per share.

Private Placements

In 2011, THC acquired an aggregate 900,325 shares of AMIC common stock from noncontrolling interests in
exchange for the issuance of an aggregate 660,240 shares of IHC s common stock in various private placements of
unregistered securities under Section 4(2) of the Securities Act of 1933, as amended (the Securities Act ). Accordingly,
the shares are "restricted securities”, subject to a legend and will not be freely tradable in the United States until the
shares are registered for resale under the Securities Act, or to the extent they are tradable under Rule 144 promulgated
under the Securities Act or any other available exemption.

Share Repurchase Program
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IHC has a program, initiated in 1991, under which it repurchases shares of its common stock. In March 2013, the
Board of Directors authorized the repurchase of up to 500,000 shares of IHC's common stock, in addition to prior
authorizations, under the 1991 plan. As of December 31, 2013, 264,993 shares were still authorized to be repurchased
under the plan. Share repurchases during the fourth quarter of 2013 are summarized as follows:

2013
Maximum Number
Average Price Of Shares Which
Month of Shares of Repurchased Can be
Repurchase Repurchased Shares Repurchased
October 22,573 $ 13.60 296,856
November 20,556 $ 13.59 276,300
December 11,307 $ 13.50 264,993
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Performance Graph

Set forth below is a line graph comparing the five year cumulative total return of IHC s common stock with that of the
Russell 2000 Index and the S & P 500 Life & Health Insurance index. The graph assumes that dividends were
reinvested and is based on a $100 investment on December 31, 2008. Indices data was obtained from Research Data

Group, Inc. The performance graph represents past performance and should not be considered to be an indication of
future performance.
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ITEM 6.

SELECTED FINANCIAL DATA

The following is a summary of selected consolidated financial data of the Company for each of the last five years.

Year Ended December 31,
2013 2012 2011 2010 2009
Income Data:
Total revenues $ 575,044 $ 428061 $ 417996 $ 435368 $ 354,838
Income (loss) from continuing 15,256 22,611 14,766 23,669 (7,433)
operations
Balance Sheet Data:
Total investments 608,982 811,356 932,945 919,727 831,081
Total assets 1,269,035 1,262,308 1,358,859 1,361,792 1,304,476
Insurance liabilities 837,581 793,628 927,746 920,581 927,212
Debt and junior subordinated
debt securities 44,146 46,146 48,146 45,646 47,146
IHC stockholders' equity 268,791 285,684 261,077 230,628 202,967
Per Share Data:
Cash dividends declared per
common share .07 .07 .045 .045 .045
Basic income (loss) per common
share
from continuing .78 1.09 74 1.31 (.44)
operations
Diluted income (loss) per
common
share from continuing 77 1.09 74 1.31 (.44)
operations
Book value per common share 15.22 15.93 14.46 13.76 11.96

The Selected Financial Data should be read in conjunction with the accompanying Consolidated Financial Statements
and Notes thereto included in Item 8 of this report.

ITEM 7.

MANAGEMENT'S DISCUSSTION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
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OVERVIEW

Independence Holding Company, a Delaware corporation (NYSE: IHC), is a holding company principally engaged in

the life and health insurance business through: (i) its insurance companies, Standard Security Life Insurance Company

of New York ("Standard Security Life"), Madison National Life Insurance Company, Inc. ("Madison National Life"),
Independence American Insurance Company ( Independence American ); and (ii) its marketing and administrative
companies, including IHC Risk Solutions, LLC ( Risk Solutions ), IHC Health Solutions, Inc., IHC Specialty Benefits,
Inc. and IHC Carrier Solutions, Inc. IHC also owns a significant equity interest in a managing general underwriter

( MGU ) that writes Medical Stop-Loss. Standard Security Life, Madison National Life and Independence American

are sometimes collectively referred to as the Insurance Group .IHC and its subsidiaries (including the Insurance
Group) are sometimes collectively referred to as the "Company"”, or IHC , or are implicit in the terms we , us and our

IHC s health insurance products serve niche sectors of the commercial market through multiple classes of business and
varied distribution channels. Medical Stop-Loss is marketed to large employer groups that self-insure their medical
risks; in 2013 the Company s average case size was 230 covered employee lives. This niche is expected to grow as
result of federal health care reform. The small-group major medical product is purchased by employers with between
two and 50 covered lives. With regard to those persons in the growing individual market, IHC s products offer
coverage for individuals and
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families with short-term medical needs, and fixed indemnity limited benefit and scheduled benefit plans through select
distribution partners. In 2012, we entered the pet insurance market through a national distributor with a long history
in this niche. Our fixed indemnity limited benefit product is primarily purchased by hourly workers and others who
are generally not eligible for coverage under their employer s group medical plan. The dental and vision products are
marketed to large and small groups as well as individuals. With respect to IHC s life and disability business, Madison
National Life has historically sold almost all of this business through one distribution source specializing in serving
school districts and municipalities.

While management considers a wide range of factors in its strategic planning and decision-making, underwriting
profit is consistently emphasized as the primary goal in all decisions as to whether or not to increase our retention in a
core line, expand into new products, acquire an entity or a block of business, or otherwise change our business model.
Management's assessment of trends in healthcare and morbidity, with respect to medical stop-loss, fully insured
medical, disability and DBL; mortality rates with respect to life insurance; and changes in market conditions in
general play a significant role in determining the rates charged, deductibles and attachment points quoted, and the
percentage of business retained. IHC also seeks transactions that permit it to leverage its vertically integrated
organizational structure by generating fee income from production and administrative operating companies as well as
risk income for its carriers and profit commissions. Management has always focused on managing the costs of its
operations and providing its insureds with the best cost-containment tools available.

The following is a summary of key performance information and events:

The results of operations for the years ended December 31, 2013, 2012 and 2011, are summarized as follows (in
thousands):

2013 2012 2011
Revenues $ 575,044 $ 428,061 $ 417,996
Expenses 551,390 403,447 399,498
Income before income taxes 23,654 24,614 18,498
Income taxes 8,398 2,003 3,732
Net income 15,256 22,611 14,766
Less: Income from noncontrolling interest in subsidiaries (1,477) (2,950) (1,763)
Net income attributable to IHC $ 13,779 $ 19,661 $ 13,003
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Net income of $.77 per share, diluted, for the year ended December 31, 2013, compared to $1.09 per share, diluted, for
the year ended December 31, 2012. The results for 2012 include a $5.9 million credit to federal income taxes as a
result of the reduction in AMIC s valuation allowance related to its deferred tax asset at December 31, 2012;

Consolidated investment yield (on an annualized basis) of 3.8% in 2013 compared to 4.1% in 2012;

In the first quarter of 2013, IHC s ownership in AMIC increased to 80.6% as a result of AMIC s share repurchases. In
October 2013, IHC further increased its ownership of AMIC to 90.0% with the acquisition of 762,640 shares of AMIC
common stock as a result of a public tender offer for such shares;

In the second quarter of 2013, Madison National Life entered into a coinsurance agreement with an unaffiliated

reinsurer, effective May 31, 2013, to cede approximately $218.6 million of life
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and annuity reserves. Net realized investment gains were $19.8 million for the year ended December 31, 2013, of
which a significant portion resulted from sales of invested assets in connection with the transfer of assets in
accordance with the terms of such coinsurance agreement. In addition, the Company wrote-off $9.3 million of
deferred acquisition costs as a result of this coinsurance agreement, which was more than offset by the net realized

investment gains in the period; and

Book value of $15.22 per common share at December 31, 2013 compared to $15.93 at December 31, 2012.

The following is a summary of key performance information by segment:

The Medical Stop-Loss segment reported income before taxes of $12.7 million and $15.8 million for the years ended

December 31, 2013 and 2012, respectively. The decrease is primarily due to higher loss ratios in 2013;

o

Premiums earned increased $26.6 million for the year ended December 31, 2013 when compared to 2012. The

increase in premiums earned is primarily due to increased volume.

o

Underwriting experience for the Medical Stop-Loss segment, as indicated by its U.S. GAAP Combined Ratios, is as

follows for the years indicated (in thousands):

2013
Premiums Earned $ 166,302
Insurance Benefits, Claims & Reserves 115,599
Expenses 42,164
Loss Ratio®) 69.5%
Expense Ratio B) 25.4%
Combined Ratio © 94.9%

2012

$ 139,724
90,406
38,350

64.7%
27.4%
92.1%

2011

$ 114,478
75,490
34,047

65.9%
29.8%
95.7%
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The Company recorded an increase in the loss ratio in the medical stop-loss line of business for 2013 due to an
unfavorable reserve development related to business written with a certain producer. We have ceased writing new
business with this producer. There was also adverse development on two non-owned MGU programs, both of which
have been terminated, one effective September 30, 2013 and the other December 31, 2013.

(A)
Loss ratio represents insurance benefits claims and reserves divided by premiums earned.
B)

Expense ratio represents net commissions, administrative fees, premium taxes and other underwriting expenses
divided by premiums earned.

©

The combined ratio is equal to the sum of the loss ratio and the expenses ratio.

The Fully Insured Health segment reported $0.8 million of income before taxes for the year ended December 31, 2013
as compared to $4.4 million for the year ended December 31, 2012. The decrease is primarily due to higher loss ratios
in 2013;

o

Premiums earned increased $107.3 million for the year ended December 31, 2013 over the comparable period in 2012
primarily due to premiums generated by new lines of business (pet and international lines) combined with increased
volume and retentions in certain other lines of the business;
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o

Underwriting experience, as indicated by its U.S. GAAP Combined Ratios, for the Fully Insured segment are as
follows for the years indicated (in thousands):

2013 2012 2011
Premiums Earned $ 248,870 $ 141,546 $ 141,322
Insurance Benefits, Claims & Reserves 177,290 94,700 89,040
Expenses 76,236 43,639 44,535
Loss Ratio 71.2% 66.9% 63.0%
Expense Ratio 30.6% 30.8% 31.5%
Combined Ratio 101.8% 97.7% 94.5%

o

The increase in the loss ratio was primarily attributable to an increase in the claims experience on major medical
business for individuals and families and small group major medical principally due to unfavorable development on
business that is produced by certain non-owned third party administrators which we attribute in large part to changes
brought on by health care reform, and to a reserve adjustment for a potential lawsuit related to business written
through an MGU that was previously terminated. These losses will be reduced in 2014 as a result of exiting the IMM
market in 2013.

Income before taxes from the Group disability, life, annuities and DBL segment in 2013 was comparable to prior year
results;

Income before taxes from the Individual life, annuities and other segment decreased $11.3 million for the year ended
December 31, 2013 compared to the prior year primarily due to the write-off of $9.3 million of deferred acquisition
costs in connection with a coinsurance agreement during the second quarter of 2013;

Income before taxes from the Corporate segment increased $1.5 million for the year ended December 31, 2013
compared to the prior year primarily due to a decrease in corporate expenses;
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Net realized investment gains were $19.8 million for the year ended December 31, 2013 compared to $5.1 million in
2012. A significant portion of the net realized investment gains in 2013 resulted from sales of invested assets in
connection with the transfer of assets in accordance with the terms of a coinsurance agreement; and
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Premiums by principal product for the years indicated are as follows (in thousands):

Gross Direct and Assumed

Earned Premiums: 2013 2012 2011

Medical Stop-Loss $ 199,064 $ 168,596 $ 146,209
Fully Insured Health 288,809 224,377 209,174
Group disability; life, annuities and DBL 102,663 90,935 94,688
Individual life, annuities and other 28,342 31,728 35,470

$ 618,878 $ 515,636 $ 485,541

Net Premiums Earned: 2013 2012 2011

Medical Stop-Loss $ 166,302 $ 139,724 $ 114,478
Fully Insured Health 248,870 141,546 141,322
Group disability; life, annuities and DBL 60,004 49,315 50,698
Individual life, annuities and other 20,815 25,482 29,916

$ 495,991 $ 356,067 $ 336414

Information pertaining to the Company's business segments is provided in Note 16 of Notes to Consolidated Financial
Statements included in Item 8.

CRITICAL ACCOUNTING POLICIES

The accounting and reporting policies of the Company conform to U.S. GAAP. The preparation of the Consolidated
Financial Statements in conformity with U.S. GAAP requires the Company's management to make estimates and
assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could
differ from those estimates. A summary of the Company's significant accounting policies and practices is provided in
Note 1 of the Notes to the Consolidated Financial Statements included in Item 8 of this report. Management has
identified the accounting policies described below as those that, due to the judgments, estimates and assumptions
inherent in those policies, are critical to an understanding of the Company's Consolidated Financial Statements and
this Management's Discussion and Analysis.

Insurance Premium Revenue Recognition and Policy Charges
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Premiums for short-duration medical insurance contracts are intended to cover expected claim costs resulting from
insured events that occur during a fixed period of short duration. The Company has the ability to not renew the
contract or to revise the premium rates at the end of each annual contract period to cover future insured events.
Insurance premiums from annual health contracts are collected monthly and are recognized as revenue evenly as
insurance protection is provided.

Premiums related to long-term and short-term disability contracts are recognized on a pro rata basis over the
applicable contract term.
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Traditional life insurance products consist principally of products with fixed and guaranteed premiums and benefits,
primarily term and whole life insurance products. Premiums from these products are recognized as revenue when due.

Annuities and interest-sensitive life contracts, such as universal life and interest-sensitive whole life, are contracts
whose terms are not fixed and guaranteed. Premiums from these policies are reported as funds on deposit. Policy
charges consist of fees assessed against the policyholder for cost of insurance (mortality risk), policy administration
and early surrender. These revenues are recognized when assessed against the policyholder account balance.

Policies that do not subject the Company to significant risk arising from mortality or morbidity are considered
investment contracts. Deposits received from such contracts are reported as other policyholder funds. Policy charges
for investment contracts consist of fees assessed against the policyholder account for maintenance, administration and
surrender of the policy prior to contractually specified dates, and are recognized when assessed against the
policyholder account balance.

Insurance Liabilities

The Company maintains loss reserves to cover its estimated liability for unpaid losses and loss adjustment expenses,
where material, (including legal, other fees, and costs not associated with specific claims but related to the claims
payment function) for reported and unreported claims incurred as of the end of each accounting period. These loss
reserves are based on actuarial assumptions and are maintained at levels that are in accordance with U.S. generally
accepted accounting principles. Many factors could affect these reserves, including economic and social conditions,
frequency and severity of claims, medical trend resulting from the influences of underlying cost inflation, changes in
utilization and demand for medical services, and changes in doctrines of legal liability and damage awards in
litigation. Therefore, the Company s reserves are necessarily based on estimates, assumptions and analysis of historical
experience. The Company s results depend upon the variation between actual claims experience and the assumptions
used in determining reserves and pricing products. Reserve assumptions and estimates require significant judgment
and, therefore, are inherently uncertain. The Company cannot determine with precision the ultimate amounts that will
be paid for actual claims or the timing of those payments. The Company's estimate of loss represents management's
best estimate of the Company's liability at the balance sheet date.

Loss reserves differ for short-duration and long-duration insurance policies, including annuities. Reserves are based
on approved actuarial methods, but necessarily include assumptions about expenses, mortality, morbidity, lapse rates
and future yield on related investments.

Policy Benefits and Claims
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All of the Company s short-duration contracts are generated from its accident, health, disability and pet insurance
business, and are accounted for based on actuarial estimates of the amount of loss inherent in that period s claims,
including losses incurred for which claims have not been reported. Short-duration contract loss estimates rely on
actuarial observations of ultimate loss experience for similar historical events.

The Company believes that its liability for policy benefits and claims is reasonable and adequate to satisfy its ultimate
liability. The Company primarily uses its own loss development experience, but will also supplement that with data
from its outside actuaries, reinsurers and industry loss experience as warranted. To illustrate the impact that Loss
Ratios have on the Company s loss reserves and related expenses, each hypothetical 1% change in the Loss Ratio for
the health business (i.e., the ratio of insurance benefits, claims and settlement expenses to earned health premiums) for
the year ended December 31, 2013, would increase reserves (in the case of a higher ratio) or decrease reserves (in the
case of a lower ratio) by approximately $4.6 million with a corresponding increase or decrease in the pre-
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tax expense for insurance benefits, claims and reserves in the Consolidated Statement of Income. Depending on the
circumstances surrounding a change in the Loss Ratio, other pre-tax amounts reported in the Consolidated Statement
of Income could also be affected, such as amortization of deferred acquisition costs and commission expense.

The liability for policy benefits and claims by segment is as follows (in thousands):

December 31, 2013
Policy Policy Policy Benefits
Benefits Claims and Claims
Medical Stop-Loss $ 72,307 $ - $ 72,307
Fully Insured Health 56,848 - 56,848
Group Disability 90,606 10,976 101,582
Individual Accident and Health
and Other 6,811 206 7,017
$ 226,572 $ 11,182 $ 237,754
December 31, 2012
Policy Policy Policy Benefits
Benefits Claims and Claims
Medical Stop-Loss $ 59,029 $ - $ 59,029
Fully Insured Health 40,747 - 40,747
Group Disability 76,109 11,062 87,171
Individual Accident and Health
and Other 7,278 255 7,533
$ 183,163 $ 11,317 $ 194,480

Medical Stop-Loss

All of the Company s Medical Stop-Loss policies are short-duration and are accounted for based on actuarial estimates
of the amount of loss inherent in that period s claims or open claims from prior periods, including losses incurred for
claims that have not been reported ( IBNR ). Short-duration contract loss estimates rely on actuarial observations of
ultimate loss experience for similar historical events.

The two primary assumptions underlying the calculation of policy benefits and claims for Medical Stop-Loss business
are (i) projected Net Loss Ratio, and (ii) claim development patterns. The projected Net Loss Ratio is set at expected
levels consistent with the underlying assumptions ( Projected Net Loss Ratio ). Claim development patterns are set
quarterly as reserve estimates are developed and are based on recent claim development history ( Claim Development
Patterns ). The Company uses the Projected Net Loss Ratio to establish reserves until developing losses provide a
better indication of ultimate results and it is feasible to set reserves based on Claim Development Patterns. The
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Company has concluded that a reasonably likely change in the Projected Net Loss Ratio assumption could have a
material effect on the Company s financial condition, results of operations, or liquidity ( Material Effect ) but a
reasonably likely change in the Claim Development Pattern would not have a Material Effect.
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Projected Net Loss Ratio

Generally, during the first twelve months of an underwriting year, policy benefits and claims for Medical Stop-Loss
are first set at the Projected Net Loss Ratio, which is set using assumptions developed using completed prior
experience trended forward. The Projected Net Loss Ratio is the Company s best estimate of future performance until
such time as developing losses provide a better indication of ultimate results.

While the Company establishes a best estimate of the Projected Net Loss Ratio, actual experience may deviate from
this estimate. This was the case with the 2010, 2011 and 2012 underwriting years which deviated by (1.2), 4.8 and
(0.2) Net Loss Ratio points, respectively. After the recorded reserve estimate, it is reasonably likely that the actual
experience will fall within a range up to five Net Loss Ratio points above or below the expected Projected Net Loss
Ratio for the 2013 underwriting year at December 31, 2013. The impact of these reasonably likely changes at
December 31, 2013, would be an increase in net reserves (in the case of a higher ratio) or a decrease in net reserves (in
the case of a lower ratio) of up to approximately $4.1 million with a corresponding increase or decrease in the pre-tax
expense for insurance benefits, claims and reserves in the Consolidated Statement of Income.

Major factors that affect the Projected Net Loss Ratio assumption in reserving for Medical Stop-Loss relate to: (i)
frequency and severity of claims; (ii) changes in medical trend resulting from the influences of underlying cost
inflation, changes in utilization and demand for medical services, the impact of new medical technology and changes
in medical treatment protocols; and (iii) the adherence to the Company s underwriting guidelines. Changes in these
underlying factors are what determine the reasonably likely changes in the Projected Net Loss Ratio as discussed
above.

Claim Development Patterns

Subsequent to the first twelve months of an underwriting year, the Company s developing losses provide a better
indication of ultimate losses. At this point, claims have developed to a level where Claim Development Patterns can
be applied to generate reasonably reliable estimates of ultimate claim levels. Development factors based on historical
patterns are applied to paid and reported claims to estimate fully developed claims. Claim Development Patterns are
reviewed quarterly as reserve estimates are developed and are based on recent claim development history. The
Company must determine whether changes in development represent true indications of emerging experience or are
simply due to random claim fluctuations.

The Company also establishes its best estimates of claim development factors to be applied to more developed treaty
year experience. While these factors are based on historical Claim Development Patterns, actual claim development
may vary from these estimates. The Company does not believe that reasonably likely changes in its actual claim
development patterns would have a Material Effect.
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Predicting ultimate claims and estimating reserves in Medical Stop-Loss is more complex than fully insured medical
and disability business due to the excess of loss nature of these products with very high deductibles applying to
specific claims on any individual claimant and in the aggregate for a given group. The level of these deductibles
makes it more difficult to predict the amount and payment pattern of such claims. Fluctuations in results for specific
coverage are primarily due to the severity and frequency of individual claims, whereas fluctuations in aggregate
coverage are largely attributable to frequency of underlying claims rather than severity. Liabilities for first dollar
medical reserves and disability coverages are computed using completion factors and expected Net Loss Ratios
derived from actual historical premium and claim data.

Due to the short-term nature of Medical Stop-Loss, redundancies or deficiencies will typically emerge during the
course of the following year rather than over a number of years. For Employer Stop-Loss, as noted above, the
Company maintains its reserves based on underlying assumptions until it
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determines that an adjustment is appropriate based on emerging experience from all of its MGUs for prior
underwriting years.

Fully Insured Health

The liability for policy benefits and claims for fully insured medical and dental business is established using historical
claim development patterns. Claim development by number of months elapsed from the incurred month is studied
each month and development factors are calculated. These claim development factors are then applied to the amount
of claims paid to date for each incurred month to estimate fully complete claims. The difference between fully
complete claims and the claims paid to date is the estimated reserve. Total reserves are the sum of the reserves for all
incurred months.

The primary assumption in the determination of fully insured policy benefits and claims is that historical claim
development patterns tend to be representative of future claim development patterns. Factors which may affect this
assumption include changes in claim payment processing times and procedures, changes in product design, changes in
time delay in submission of claims, and the incidence of unusually large claims. The reserving analysis includes a
review of claim processing statistical measures and large claim early notifications; the potential impacts of any
changes in these factors are minimal. The time delay in submission of claims tends to be stable over time and not
subject to significant volatility. Since our analysis considered a variety of outcomes related to these factors, the
Company does not believe that any reasonably likely change in these factors will have a Material Effect.

Group Disability

The Company s Group Disability segment is comprised of Long Term Disability ( LTD ) and Disability Benefits Law
( DBL ). The two primary assumptions on which Group Disability policy benefits and claims are based are: (i)
morbidity levels; and (ii) recovery rates. If morbidity levels increase, for example due to an epidemic or a recessionary
environment, the Company would increase reserves because there would be more new claims than expected. In
regard to the assumed recovery rate, if disabled lives recover more quickly than anticipated then the existing claims
reserves would be reduced; if less quickly, the existing claims reserves would be increased. Advancements in medical
treatments could affect future recovery, termination, and mortality rates. With respect to LTD only, other assumptions

are: (i) changes in market interest rates; (ii) changes in offsets; (iii) advancements in medical treatments; and (iv) cost

of living. Changes in market interest rates could change reserve assumptions since the payout period could be as long

as 40 years. Changes in offsets such as Social Security benefits, retirement plans and state disability plans also impact
reserving. As a result of the forgoing assumptions, it is possible that the historical trend may not be an accurate
predictor of the future development of the block. As with most long term insurance reserves that require judgment, the
reserving process is subject to uncertainty and volatility and fluctuations may not be indicative of the claim
development overall.

While the Company believes that larger variations are possible, the Company does not believe that reasonably likely
changes in its primary assumptions would have a Material Effect.
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Individual Accident and Health and Other

This segment is a combination of closed lines of business as well as certain small existing lines. While the
assumptions used in setting reserves vary between these different lines of business, the assumptions would generally
relate to the following: (i) the rate of disability; (ii) the morbidity rates on specific diseases; and (iii) accident rates.
The reported reserves are based on management s best estimate for each line within this segment. General uncertainties
that surround all insurance reserving methodologies would apply. However, since the Company has so few policies of
this type, volatility may occur due to the small number of claims.
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Management believes that the Company's methods of estimating the liabilities for policy benefits and claims provided
appropriate levels of reserves at December 31, 2013. Changes in the Company's policy benefits and claims estimates
are recorded through a charge or credit to its earnings.

Future Policy Benefits

The liability for future policy benefits consists of the liabilities associated with the Company s long-duration contracts,
primarily its life and annuity products. For traditional life insurance products, the Company computes the liability for
future policy benefits primarily using the net premium method based on anticipated investment yield, mortality, and
withdrawals. These methods are widely used in the life insurance industry to estimate the liabilities for insurance
reserves. Inherent in these calculations are management and actuarial judgments and estimates that could significantly
impact the ending reserve liabilities and, consequently, operating results. Actual results may differ, and these
estimates are subject to interpretation and change.

Management believes that the Company's methods of estimating the liabilities for future policy benefits provided
appropriate levels of reserves at December 31, 2013. Changes in the Company's future policy benefits estimates are
recorded through a charge or credit to its earnings.

Other Policyholders Funds

Other policyholders funds represent interest-bearing liabilities arising from the sales of products, such as universal
life, interest-sensitive life and annuities. Policyholder funds are comprised primarily of deposits received and interest
credited to the benefit of the policyholder less surrenders and withdrawals, mortality charges and administrative
expenses.

Interest credited to policyholder funds represents interest accrued or paid on interest-sensitive life policies and
investment policies. Amounts charged to operations (including interest credited and benefit claims incurred in excess
of related policyholder account balances) are reported as insurance benefits, claims and reserves-life and annuity.
Credit rates for certain annuities and interest-sensitive life policies are adjusted periodically by the Company to reflect
current market conditions, subject to contractually guaranteed minimum rates.

Deferred Acquisition Costs

Costs that vary with and are primarily related to the successful acquisition of insurance policies and investment type
contracts are deferred and recorded as deferred policy acquisition costs ("DAC"). These costs are principally broker
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fees, agent commissions, and the purchase prices of the acquired blocks of insurance policies and investment type
policies. DAC is amortized to expense and reported separately in the Consolidated Statements of Income. All DAC
within a particular product type is amortized on the same basis using the following methods:

For traditional life insurance and other premium paying policies, amortization of DAC is charged to expense over the
related premium revenue recognition period. Assumptions used in the amortization of DAC are determined based
upon the conditions as of the date of policy issue or assumption and are not generally revised during the life of the
policy.

For long duration type contracts, such as annuities and universal life business, amortization of DAC is charged to
expense over the life of the underlying contracts based on the present value of the estimated gross profits ("EGPs")
expected to be realized over the life of the book of contracts. EGPs consist of margins based on expected mortality
rates, persistency rates, interest rate spreads, and other revenues and expenses. The Company regularly evaluates its
EGPs to determine if actual experience or other evidence suggests that earlier estimates should be revised. If the
Company determines that the current assumptions underlying the EGPs are no longer the best estimate for the future
due to changes in
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actual versus expected mortality rates, persistency rates, interest rate spreads, or other revenues and expenses, the
future EGPs are updated using the new assumptions and prospective unlocking occurs. These updated EGPs are
utilized for future amortization calculations. The total amortization recorded to date is adjusted through a current
charge or credit to the Consolidated Statements of Income.

Internal replacements of insurance and investment contracts determined to result in a replacement contract that is
substantially changed from the original contract will be accounted for as an extinguishment of the original contract,
resulting in a release of the unamortized deferred acquisition costs, unearned revenue, and deferral of sales
inducements associated with the replaced contract.

Investments

The Company has classified all of its investments as either available-for-sale or trading securities. These investments
are carried at fair value with unrealized gains and losses reported through other comprehensive income (loss) for
available-for-sale securities or as unrealized gains or losses in the Consolidated Statements of Income for trading
securities. Fixed maturities and equity securities available-for-sale totaled $554.1 million and $735.2 million at
December 31, 2013 and 2012, respectively. Premiums and discounts on debt securities purchased at other than par
value are amortized and accreted, respectively, to interest income in the Consolidated Statements of Income, using the
constant yield method over the period to maturity. Net realized gains and losses on investments are computed using
the specific identification method and are reported in the Consolidated Statements of Income on the trade date.

Fair value is determined using quoted market prices when available. In some cases, we use quoted market prices for
similar instruments in active markets and/or model-derived valuations where inputs are observable in active markets.
When there are limited or inactive trading markets, we use industry-standard pricing methodologies, including
discounted cash flow models, whose inputs are based on management assumptions and available current market
information. Further, we retain independent pricing vendors to assist in valuing certain instruments. Most of the
securities in our portfolio are classified in either Level 1 or Level 2 of the Fair Value Hierarchy.

The Company periodically reviews and assesses the vendor s qualifications and the design and appropriateness of its
pricing methodologies. Management will on occasion challenge pricing information on certain individual securities
and, through communications with the vendor, obtain information about the assumptions, inputs and methodologies
used in pricing those securities, and corroborate it against documented pricing methodologies. Validation procedures
are in place to determine completeness and accuracy of pricing information, including, but not limited to: (i) review of
exception reports that (a) identify any zero or un-priced securities; (b) identify securities with no price change; and (c)
identify securities with significant price changes; (ii) performance of trend analyses; (iii) periodic comparison of
pricing to alternative pricing sources; and (iv) comparison of pricing changes to expectations based on rating changes,
benchmarks or control groups. In certain circumstances, pricing is unavailable from the vendor and broker pricing
information is used to determine fair value. In these instances, management will assess the quality of the data sources,
the underlying assumptions and the reasonableness of the broker quotes based on the current market information
available. To determine if an exception represents an error, management will often have to exercise judgment.
Procedures to resolve an exception vary depending on the significance of the security and its related class, the
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frequency of the exception, the risk of material misstatement, and the availability of information for the security.
These procedures include, but are not limited to: (i) a price challenge process with the vendor; (ii) pricing from a
different vendor; (iii) a reasonableness review; and (iv) a change in price based on better information, such as an
actual market trade, among other things. Management considers all facts and relevant information obtained during the
above procedures to determine the proper classification of each security in the Fair Value Hierarchy.
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Declines in value of securities available-for-sale that are judged to be other-than-temporary are determined based on
the specific identification method. The Company reviews its investment securities regularly and determines whether
other-than-temporary impairments have occurred. The factors considered by management in its regular review to
identify and recognize other-than-temporary impairment losses on fixed maturities include, but are not limited to: the
length of time and extent to which the fair value has been less than cost; the Company's intent to sell, or be required to
sell, the debt security before the anticipated recovery of its remaining amortized cost basis; the financial condition and
near-term prospects of the issuer; adverse changes in ratings announced by one or more rating agencies; subordinated
credit support; whether the issuer of a debt security has remained current on principal and interest payments; current
expected cash flows; whether the decline in fair value appears to be issuer specific or, alternatively, a reflection of
general market or industry conditions including the effect of changes in market interest rates. If the Company intends
to sell a debt security, or it is more likely than not that it would be required to sell a debt security before the recovery
of its amortized cost basis, the entire difference between the security's amortized cost basis and its fair value at the
balance sheet date would be recognized by a charge to total other-than-temporary impairment losses in the
Consolidated Statement of Income. If a decline in fair value of a debt security is judged by management to be
other-than-temporary and; (i) the Company does not intend to sell the security; and (ii) it is not more likely than not
that it will be required to sell the security prior to recovery of the security s amortized cost, the Company assesses
whether the present value of the cash flows to be collected from the security is less than its amortized cost basis. To
the extent that the present value of the cash flows generated by a debt security is less than the amortized cost basis, a
credit loss exists. For any such security, the impairment is bifurcated into (a) the amount of the total impairment
related to the credit loss, and (b) the amount of the total impairment related to all other factors. The amount of the
other-than-temporary impairment related to the credit loss is recognized by a charge to total other-than-temporary
impairment losses in the Consolidated Statement of Income, establishing a new cost basis for the security. The amount
of the other-than-temporary impairment related to all other factors is recognized in other comprehensive income (loss)
in the Consolidated Balance Sheet. It is reasonably possible that further declines in estimated fair values of such
investments, or changes in assumptions or estimates of anticipated recoveries and/or cash flows, may cause further
other-than-temporary impairments in the near term, which could be significant.

In assessing corporate debt securities for other-than-temporary impairment, the Company evaluates the ability of the
issuer to meet its debt obligations and the value of the company or specific collateral securing the debt position. For
mortgage-backed securities where loan level data is not available, the Company uses a cash flow model based on the
collateral characteristics. Assumptions about loss severity and defaults used in the model are primarily based on actual
losses experienced and defaults in the collateral pool. Prepayment speeds, both actual and estimated, are also
considered. The cash flows generated by the collateral securing these securities are then determined with these default,
loss severity and prepayment assumptions. These collateral cash flows are then utilized, along with consideration for
the issue s position in the overall structure, to determine the cash flows associated with the mortgage-backed security
held by the Company. In addition, the Company evaluates other asset-backed securities for other-than-temporary
impairment by examining similar characteristics referenced above for mortgage-backed securities. The Company
evaluates U.S. Treasury securities and obligations of U.S. Government corporations, U.S. Government agencies, and
obligations of states and political subdivisions for other-than-temporary impairment by examining the terms and
collateral of the security.

Equity securities may experience other-than-temporary impairment in the future based on the prospects for full
recovery in value in a reasonable period of time and the Company s ability and intent to hold the security to recovery.
If a decline in fair value is judged by management to be other-than-temporary or management does not have the intent
or ability to hold a security, a loss is recognized by a charge to total other-than-temporary impairment losses in the
Consolidated Statement of Income. For the purpose of other-than-temporary impairment evaluations, redeemable
preferred stocks are evaluated in a manner similar to debt securities. Declines in the creditworthiness of the issuer of
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debt securities with both debt and equity-like features are evaluated using the equity model in consideration of
other-than-temporary impairment.
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Goodwill and Other Intangible Assets

Goodwill carrying amounts are evaluated for impairment, at least annually, at the reporting unit level which is
equivalent to an operating segment. If the fair value of a reporting unit is less than its carrying amount, further
evaluation is required to determine if a write-down of goodwill is required. In determining the fair value of each
reporting unit, we used an income approach, applying a discounted cash flow method which included a residual value.
Based on historical experience, we make assumptions as to: (i) expected future performance and future economic
conditions, (ii) projected operating earnings, (iii) projected new and renewal business as well as profit margins on
such business, and (iv) a discount rate that incorporated an appropriate risk level for the reporting unit. Any
impairment of goodwill would be charged to expense. No impairment charge for goodwill was required in 2013, 2012
or 2011.

Other intangible assets are amortized to expense over their estimated useful lives and are subject to impairment
testing. Any impairment of other intangible assets would be charged to expense. No impairment charges for intangible
assets were required in 2013, 2012 or 2011.

At December 31, 2013, the Company s market capitalization was less than its book value indicating a potential
impairment of goodwill. As a result, the Company assessed the factors contributing to the performance of IHC stock
in 2013. The Company does not believe that an impairment of goodwill exists at this time.

If we experience a sustained decline in our results of operations and cash flows, or other indicators of impairment
exist, we may incur a material non-cash charge to earnings relating to impairment of our goodwill, which could have a
material adverse effect on our results.

Deferred Income Taxes

The provision for deferred income taxes is based on the asset and liability method of accounting for income taxes.
Under this method, deferred income taxes are recognized by applying enacted statutory tax rates to temporary
differences between amounts reported in the Consolidated Financial Statements and the tax bases of existing assets
and liabilities. A valuation allowance is recognized for the portion of deferred tax assets that, in management's
judgment, is not likely to be realized. A liability for uncertain tax positions is recorded when it is more likely than not
that a tax position will not be sustained upon examination by taxing authorities. The effect on deferred income taxes
of a change in tax rates or laws is recognized in income tax expense in the period that includes the enactment
date. The Company has certain tax-planning strategies that were used in determining that a valuation allowance was
not necessary on its deferred taxes.
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RESULTS OF OPERATIONS

Results of Operations for the Year Ended December 31, 2013 Compared to the Year Ended December 31, 2012

Information by business segment for the year ended December 31, 2013 and 2012 is as follows:

Benefits, Amortization Selling,

Net Fee and Claims of Deferred General

December 31, Premiums Investment Other and Acquisition and
2013
(In thousands) Earned Income Income  Reserves Costs  Administrative Total
Medical $ 166302 5,055 606 115,599 - 43,687 $ 12,677
Stop-Loss
Fully Insured 248,870 2,711 26,524 177,290 22 99,961 832
Health
Group disability,

1 i f e ,

annuities

and DBL 60,004 2,763 388 37,463 - 17,045 8,647
Individual life,

annuities and 20,815 16,837 4314 24,438 15,110 12,814 (10,396)

other
Corporate - 105 - - - 6,046 (5,941)
Sub total $ 495,991 $ 27471 $ 31,832 $ 354,790 $ 15,132 $ 179,553 5,819
Net realized investment gains 19,750
Interest expense on debt (1,915)
Income before income taxes 23,654
Income taxes 8,398
Net income $ 15,256

Benefits, Amortization Selling,
Net Fee and Claims of Deferred General

December 31, Premiums Investment Other and Acquisition and
2012
(In thousands) Earned Income Income Reserves Costs Administrative  Total
Medical stop-loss ~ $ 139,724 4,990 1,664 90,406 - 40,154 $ 15,818
Fully Insured 141,546 1,733 28,213 94,700 17 72,415 4,360
Group disability,

1 i f e |,

annuities

and DBL 49,315 2,618 116 27,663 - 15,779 8,607
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Individual life,
annuities and 25,482 23,475 4,250 32,022 6,549 13,731 905
other
Corporate - 540 - - - 7,920 (7,380)
Sub total $ 356,067 $ 33,356 $ 34243 $ 244791 $ 6,566 $ 149,999 22,310
Net realized investment gains 5,099
Other-than-temporary impairment losses (704)
Interest expense on debt (2,091)
Income before income taxes 24,614
Income taxes 2,003
Net income $ 22611

Premiums Earned

In 2013, premiums earned increased $139.9 million over the comparable period of 2012. The increase is primarily due
to: (i) the Fully Insured Health segment which had a $107.3 million increase in premiums primarily as a result of
increased retentions on most lines of business and increased volume in the short term medical business and major
medical business for groups and individuals in addition to premiums from the new pet and international lines of
business; (ii) a $26.6 million increase in the Medical Stop-Loss segment due to increased volume of business in 2013;
and (iii) a $10.7 million increase in the Group disability, life, annuities and DBL segment primarily due to increased
premiums from the DBL line; partially offset by (iv) a decrease of $4.7 million of earned premiums in the Individual
life, annuities and other segment primarily as a result of decreased premium volume from the coinsurance agreement
and from lines in run-off.
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Net Investment Income

Total net investment income decreased $5.9 million. The overall annualized investment yields were 3.8% and 4.1%
(approximately 3.8% and 4.2%, on a tax advantaged basis) for 2013 and 2012, respectively. The overall decrease was
primarily a result of a decrease in investment income on bonds, equities and short-term investments due to the transfer
of $215.1 million of invested assets in the second quarter of 2013 related to a coinsurance treaty. The annualized
investment yields on bonds, equities and short-term investments were 3.5% and 3.8% in 2013 and 2012, respectively.
THC has approximately $144.0 million in highly rated shorter duration securities earning on average 1.4%. A portfolio
that is shorter in duration enables us, if we deem prudent, the flexibility to reinvest in much higher yielding
longer-term securities, which would significantly increase investment income.

Net Realized Investment Gains and Other-Than-Temporary Impairment Losses, Net

The Company had net realized investment gains of $19.8 million in 2013 compared to $5.1 million in 2012. These
amounts include gains and losses from sales of fixed maturities and equity securities available-for-sale and other
investments. Decisions to sell securities are based on management's ongoing evaluation of investment opportunities
and economic and market conditions, thus creating fluctuations in gains and losses from period to period. A
significant portion of the net realized investment gains in 2013 resulted from sales of invested assets in connection
with the transfer of assets, during the second quarter, in accordance with the terms of a coinsurance agreement.

The Company did not record any other-than-temporary impairment losses in 2013 but recorded $0.7 million in 2012
consisting of credit losses resulting from expected cash flows of debt securities that are less than their amortized cost
basis.

Fee Income and Other Income

Fee income decreased $2.3 million for the year ended December 31, 2013 compared to the year ended December 31,
2012 primarily as a result of increased retentions in certain lines of the Fully Insured Health segment partially offset
by a $4.8 million increase in fees at our online marketing company, Healthinsurance.org LLC ( HIO ). As a result of
the implementation of healthcare reforms, HIO experienced a high number of submitted applications through its site in
the fourth quarter of 2013.

Insurance Benefits, Claims and Reserves
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In 2013, insurance, benefits, claims and reserves increased $110.0 million over the comparable period in 2012. The
increase is primarily attributable to: (i) an increase of $82.6 million in the Fully Insured Health segment, principally
due to the increase in premiums on the major medical business for groups and individuals and short term medical lines
of business in addition to the new pet and international lines of business and higher loss ratios; (ii) an increase of
$25.2 million in the Medical Stop-Loss segment as a result of an increase in premium volume and higher loss ratios;
(iii) an increase of $9.8 million in the group disability, life, annuities and DBL segment primarily due to an increase in
the DBL line as a result of increased volume; offset by (iv) a $7.6 million decrease in the Individual life, annuity and
other segment primarily a result of decreased volume from the coinsurance agreement and from lines in run-off.

Amortization of Deferred Acquisition Costs

In the second quarter of 2013, the Company wrote-off $9.3 million of deferred acquisition costs in connection with a
coinsurance agreement. Excluding this write-off, amortization of deferred acquisition costs decreased $0.8 million.
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Selling, General and Administrative Expenses

Selling, general and administrative expenses increased $29.6 million. The increase is primarily due to: (i) a $27.6
million increase in the Fully Insured Health segment largely a result of an increase in commission and other general
expenses in the major medical business due to the increase in volume for groups and individuals and short term
medical lines of business in addition to commission and other general expenses related to the new pet and
international lines in 2013; (ii) a $3.5 million increase in commissions and other general expenses in the Medical
Stop-Loss segment due to the increase in volume; (iii) an increase of $1.3 million in the group disability, life,
annuities and DBL segment due to the increase in DBL volume; partially offset by (iv) a $0.9 million decrease in the
Individual life, annuity and other segment primarily as a result of decreased volume from the coinsurance agreement;
and (v) $1.9 million decrease in corporate overhead expenses due to a reduction in employment related expenses.

Income Taxes

The effective tax rate for 2013 was 35.5%. In 2012, the Company recorded a $5.9 million credit to federal income
taxes as a result of the reduction in AMIC s valuation allowance related to its deferred tax asset at December 31, 2012.
Excluding this transaction, the effective tax rate for 2012 was 32.1%. The lower effective tax rate in 2012 was due to
a higher benefit from tax-advantaged securities as a percentage of income in 2012.
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Results of Operations for the Year Ended December 31, 2012 Compared to the Year Ended December 31, 2011

Information by business segment for the year ended December 31, 2012 and 2011 is as follows:

Benefits, Amortization Selling,

Net Fee and Claims of Deferred General
December 31, Premiums Investment Other and Acquisition and
2012
(In thousands) Earned Income Income Reserves Costs Administrative  Total
Medical $ 139724 4,990 1,664 90,406 - 40,154 $ 15,818
Stop-Loss
Fully Insured 141,546 1,733 28,213 94,700 17 72,415 4,360
Health
Group disability,
1 i f e |,
annuities
and DBL 49,315 2,618 116 27,663 - 15,779 8,607
Individual life,
annuities and 25,482 23,475 4,250 32,022 6,549 13,731 905
other
Corporate - 540 - - - 7,920 (7,380)
Sub total $ 356,067 $ 33,356 $ 34243 $ 244791 $ 6,566 $ 149,999 22,310
Net realized investment gains 5,099
Other-than-temporary impairment losses (704)
Interest expense on debt (2,091)
Income before income taxes 24,614
Income taxes 2,003
Net income $ 22611
Benefits, Amortization Selling,
Net Fee and Claims of Deferred General
December 31, Premiums Investment Other and Acquisition and
2011
(In thousands) Earned Income Income Reserves Costs  Administrative Total
Medical stop-loss ~ $ 114,478 4,399 4,620 75,490 - 39,024  $ 8,983
Fully Insured 141,322 1,429 25,149 89,040 21 71,147 7,692
Group disability,
1 i f e,
annuities
and DBL 50,698 9,495 183 37,946 5,099 15,598 1,733
Individual life,
annuities and 29,916 23,492 4,695 36,386 6,449 14,879 389
other
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Corporate - 973 - - - 6,454 (5,481)
Sub total $ 336,414 $ 39,788 $ 34,647 $ 238,862 $ 11,569 $ 147,102 13,316
Net realized investment gains 8,670
Other-than-temporary impairment losses (1,523)
Interest expense on debt (1,965)
Income before income taxes 18,498
Income taxes 3,732
Net income $ 14,766

Premiums Earned

In 2012, premiums earned increased $19.7 million over the comparable period of 2011. The increase is primarily due
to: (i) an $25.2 million increase in the Medical Stop-Loss segment due to increased volume and retention of business
in 2012; and (ii) a $0.2 million increase in the Fully Insured Health segment primarily as a result of premiums from
the new pet and international lines of business, partially offset by decreased retentions and premium volume in the
short term medical business, major medical business for groups and individuals, fixed indemnity limited benefit and
dental lines of business; partially offset by (iii) a decrease of $4.4 million of earned premiums in the Individual life,
annuities and other segment primarily as a result of the transfer of certain annuity contracts in the fourth quarter of
2011and decreased premium volume from other lines in run-off; and (iv) a $1.4 million decrease in the Group
disability, life, annuities and DBL segment primarily due to decreased premiums from the group term life and LTD
lines due in part to reduced production sources, partially offset by premiums generated by a new line of international
LTD and life business.
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Net Investment Income

Total net investment income decreased $6.4 million. The overall annualized investment yields were 4.1% and 4.3%
(approximately 4.2% and 4.4%, on a tax advantaged basis) for 2012 and 2011, respectively. The overall decrease was
primarily a result of a decrease in investment income on bonds, equities and short-term investments due to the transfer
of $143.5 million of assets in the first quarter of 2012 related to a coinsurance treaty. The annualized investment
yields on bonds, equities and short-term investments were 3.8% and 4.1% in 2012 and 2011, respectively. IHC had
approximately $197.5 million in highly rated shorter duration securities earning on average 1.6% at December 31,
2012. A portfolio that is shorter in duration enables us, if we deem prudent, the flexibility to reinvest in much higher
yielding longer-term securities, which would significantly increase investment income.

Net Realized Investment Gains and Other-Than-Temporary Impairment Losses, Net

The Company had net realized investment gains of $5.1 million in 2012 compared to $8.7 million in 2011. These
amounts include gains and losses from sales of fixed maturities and equity securities available-for-sale and other
investments. Decisions to sell securities are based on management's ongoing evaluation of investment opportunities
and economic and market conditions, thus creating fluctuations in gains and losses from period to period. A
significant portion of the net realized investment gains in 2011 resulted from sales of invested assets in anticipation of
a transfer of assets in the first quarter of 2012 in accordance with the terms of a coinsurance agreement.

For the year ended December 31, 2012 and 2011, the Company recorded $0.7 million and $1.5 million, respectively,
of other-than-temporary impairment losses in earnings. The other-than-temporary impairment losses in 2012 consist
of credit losses resulting from expected cash flows of debt securities that are less than their amortized cost. In 2011,
other-than-temporary impairment losses recognized in earnings consist of $1.3 million of credit losses resulting from
expected cash flows of debt securities that are less than the debt securities amortized cost and $0.2 million of losses
resulting from the Company s intent to sell certain corporate debt securities prior to the recovery of their amortized
cost bases.

Fee Income and Other Income

Fee income increased $0.7 million for the year ended December 31, 2012 compared to the year ended December 31,
2011 primarily as a result of the increased volume of gross business in certain lines of the Fully Insured Health
segment offset by decreased fee income from the Medical Stop-Loss segment due to increased retentions.

Total other income decreased $1.0 million in the year ended December 31, 2012 to $5.0 million from $6.0 million in
the year ended December 31, 2011 primarily due to business in run-off.

82



Edgar Filing: INDEPENDENCE HOLDING CO - Form 10-K

Insurance Benefits, Claims and Reserves

In 2012, insurance, benefits, claims and reserves increased $5.9 million over the comparable period in 2011. The
decrease is primarily attributable to: (i) an increase of $14.9 million in the Medical Stop-Loss segment as a result of an
increase in premium volume by Risk Solutions, offset by improved loss ratios; and (ii) an increase of $5.7 million in
the Fully Insured Health segment, principally due to increases arising from the new pet and international lines of
business offset by volume decreases in the short term medical and dental lines of business; partially offset by (iii) a
$10.3 million decrease in the Group disability, life, annuities and DBL segment as a result of lower production
coupled with lower loss ratios in the LTD line and the transfer of certain annuity contracts in the fourth quarter of
2011; (iv) a $4.4 million decrease in the Individual life, annuity and other segment primarily resulting from the
transfer of certain group annuity contracts in the fourth quarter of 2011 and decreased premium volume from other
lines in run-off.
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Amortization of Deferred Acquisition Costs

Amortization of deferred acquisition costs in 2011 includes the write-off of $4.6 million of deferred acquisition costs
that were recorded in connection with a coinsurance agreement. Excluding this write-off in 2011, amortization of
deferred acquisition costs decreased $0.3 million.

Selling, General and Administrative Expenses

Selling, general and administrative expenses increased $2.9 million. The increase is primarily due to: (i) a $1.2 million
increase in commissions and other general expenses in the Medical Stop-Loss segment as a result of increased
production; (ii) a $1.3 million increase in the Fully Insured Health segment largely due to commissions and other
general expenses related to the new pet and international lines of business partially offset by decreases in expenses
resulting from the decreased retentions and premium volume in the short term medical business, major medical
business for groups and individuals, fixed indemnity limited benefit and dental lines of business; and (iii) an increase
of $1.5 million in corporate overhead expenses due to employee, option, SAR and benefit related expenses; partially
offset by (iv) a $1.1 million decrease in the individual life, annuities and other segment primarily a result of decreases
in volume from the transfer of certain group annuity contracts in the fourth quarter of 2011 and decreased volume
from other lines in run-off.

Income Taxes

In 2012, the Company recorded a $5.9 million credit to federal income taxes as a result of the reduction in AMIC s
valuation allowance related to its deferred tax asset at December 31, 2012. Excluding this transaction, the effective tax
rate for the year ended December 31, 2012 was 32.1%. In 2011, THC eliminated $2.3 million of previously recorded
deferred income taxes due to management s intention to adopt tax planning strategies to recover its investment in
AMIC in a tax-free manner. Excluding this transaction, the effective tax rate for the year ended December 31, 2011
was 32.4%. The lower effective tax rate in 2012 was due to a higher benefit from tax advantaged securities as a
percentage of income in 2012.
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LIQUIDITY

Insurance Group

The Insurance Group normally provides cash flow from: (i) operations; (ii) the receipt of scheduled principal
payments on its portfolio of fixed maturities; and (iii) earnings on investments. Such cash flow is partially used to
fund liabilities for insurance policy benefits. These liabilities represent long-term and short-term obligations.

Corporate

Corporate derives its funds principally from: (i) dividends from the Insurance Group; (ii) management fees from its
subsidiaries; and (iii) investment income from Corporate liquidity. Regulatory constraints historically have not
affected the Company's consolidated liquidity, although state insurance laws have provisions relating to the ability of
the parent company to use cash generated by the Insurance Group. In the fourth quarter of 2011, the Insurance Group
was reorganized such that Madison National Life and Standard Security Life became sister companies under a
common parent company, whereas prior Standard Security Life was a wholly owned subsidiary of Madison National
Life. The Insurance Group declared and paid $11,950,000, $11,430,000 and $2,000,000 of cash dividends to
Corporate in 2013, 2012 and 2011, respectively.

In accordance with the terms of its amortizing term loan, the Company made a $2.0 million principal debt repayment
in both 2013 and 2012.

Corporate utilizes cash primarily for the payment of general overhead expenses, common stock dividends, common
stock repurchases and debt repayment.

Cash Flows

The Company had $24.2 million and $23.9 million of cash and cash equivalents as of December 30, 2013 and
December 31, 2012, respectively.

For the year ended December 31, 2013, operating activities of the Company utilized $162.3 million of cash, whereas
$181.7 million of cash was provided by investing activities. In the second quarter of 2013, the Company liquidated
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investments to fund a $215.1 million payment to an unaffiliated reinsurer in accordance with the terms of a
coinsurance agreement causing the increase in investing activities and corresponding decrease in operating activities.
Financing activities, which utilized $19.1 million for the period, includes a $2.0 million debt repayment, $3.6 million
utilized by THC to acquire treasury shares, and $8.8 million utilized to purchase shares of AMIC common stock from
noncontrolling interests.

The Company has $525.2 million of liabilities for future policy benefits and liabilities for policy benefits and claims
that it expects to ultimately pay out of current assets and cash flows from future business. If necessary, the Company
could utilize the cash received from maturities and repayments of its fixed maturity investments if the timing of claim
payments associated with the Company's insurance resources does not coincide with future cash flows. For year ended
December 31, 2013, cash received from the maturities and other repayments of fixed maturities was $57.1 million.

The Company believes it has sufficient cash to meet its currently anticipated business requirements over the next
twelve months including working capital requirements and capital investments.
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BALANCE SHEET

Cash and investments decreased $202.1 million from December 31, 2012 largely due to the transfer of $215.1 million
of cash and investments to an unaffiliated reinsurer in connection with a coinsurance agreement during the second
quarter of 2013.

The Company had net receivables from reinsurers of $343.1 million at December 31, 2013 compared to $118.7
million at December 31, 2012. The Company recorded $218.3 million of estimated reinsurance recoverables in
connection with a coinsurance agreement during the second quarter of 2013. All of such reinsurance receivables are
highly rated companies or are adequately secured. No allowance for doubtful accounts was necessary at December 31,
2013.

In connection with the coinsurance agreement mentioned above, the Company wrote-off $9.3 million of deferred
acquisition costs and recorded $6.6 million of estimated deferred expenses (included in other assets on the
Consolidated Balance Sheet) which will be amortized over the life of the underlying reinsured contracts.

Debt decreased as a result of a $2.0 million principal repayment in the third quarter of 2013.

The $16.9 million decrease in IHC s stockholders' equity in 2013 is primarily due to a $25.4 million decrease in other
comprehensive income (loss) for the period, common stock dividends of $1.2 million and $3.6 million of treasury
stock purchases, partially offset by net income of $13.8 million.

Asset Quality and Investment Impairments

The nature and quality of insurance company investments must comply with all applicable statutes and regulations,
which have been promulgated primarily for the protection of policyholders. Although the Company's gross unrealized
losses on available-for-sale securities totaled $20.1 million at December 31, 2013, approximately 99.9% of the
Company s fixed maturities were investment grade and continue to be rated on average AA. The Company marks all of
its available-for-sale securities to fair value through accumulated other comprehensive income or loss. These
investments tend to carry less default risk and, therefore, lower interest rates than other types of fixed maturity
investments. At December 31, 2013, approximately 0.1% (or $0.6 million) of the carrying value of fixed maturities
was invested in non-investment grade fixed maturities (a commercial mortgage obligation). Investments in such
securities have different risks than investment grade securities, including greater risk of loss upon default, and thinner
trading markets. The Company does not have any non-performing fixed maturity investments at December 31, 2013.
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Approximately 2.2% of fixed maturities, primarily municipal obligations, in our investment portfolio are insured by
financial guaranty insurance companies. The purpose of this insurance is to increase the credit quality of the fixed
maturities and their credit ratings. If the obligations of these financial guarantors ceased to be valuable, either through
a credit rating downgrade or default, these debt securities would likely receive lower credit ratings by the rating
agencies that would reflect the creditworthiness of the various obligors as if the fixed maturities were uninsured. The
following table summarizes the credit quality of our fixed maturity portfolio as rated, and as rated if the fixed
maturities were uninsured, at December 31, 2013:

46

88



Edgar Filing: INDEPENDENCE HOLDING CO - Form 10-K

As Rated

Bond Ratings As Rated If Uninsured

AAA 22.1% 22.1%
AA 49.3% 49.0%
A 27.5% 25.8%
BBB 1.0% 3.0%
Total Investment Grade 99.9% 99.9%
BB or lower 0.1% 0.1%
Total Fixed Maturities 100.0% 100.0%

Changes in interest rates, credit spreads, and investment quality ratings may cause the market value of the Company s
investments to fluctuate. The Company does not have the intent to sell nor is it more likely than not that the Company
will have to sell debt securities in unrealized loss positions that are not other-than-temporarily impaired before
recovery. In the event that the Company s liquidity needs require the sale of fixed maturity securities in unfavorable
interest rate, liquidity or credit spread environments, the Company may realize investment losses.

The Company reviews its investments regularly and monitors its investments continually for impairments, as
discussed in Note 1(G) (vi) of the Notes to Consolidated Financial Statements in Item 8 of this report. For the years
ended December 31, 2013 and 2012 the Company recorded losses of $0 and $1.0 million, respectively, for
other-than-temporary impairments on available-for-sale securities. Of those impairment losses, credit losses of $0.7
million were recognized in earnings for the year ended 2012, and the remaining non-credit losses were recognized in
other comprehensive income (loss). The following table summarizes the carrying value of securities with fair values
less than 80% of their amortized cost at December 31, 2013 by the length of time the fair values of those securities
were below 80% of their amortized cost (in thousands):

Greater than Greater than
3 months, 6 months,
Less than less than less than Greater than
3 months 6 months 12 months 12 months Total
Fixed maturities $ - % -3 - % 382 % 382
Equity securities - - - - -
Total $ - $ - $ - $ 382 $ 382

The unrealized losses on all available-for-sale securities have been evaluated in accordance with the Company's
impairment policy and were determined to be temporary in nature at December 31, 2013. In 2013, the Company
recorded $26.1 million of net unrealized losses on available-for sale securities, pre-tax, in other comprehensive
income (loss) prior to DAC and reclassification adjustments. From time to time, as warranted, the Company may
employ investment strategies to mitigate interest rate and other market exposures. Further deterioration in credit
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quality of the companies backing the securities, further deterioration in the condition of the financial services industry,
a continuation of the current imbalances in liquidity that exist in the marketplace, a continuation or worsening of the
current economic recession, or additional declines in real estate values may further affect the fair value of these
securities and increase the potential that certain unrealized losses be designated as other-than-temporary in future
periods and the Company may incur additional write-downs.
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Goodwill

Goodwill represents the excess of the amount we paid to acquire subsidiaries and other businesses over the fair value
of their net assets at the date of acquisition. The Company tests goodwill for impairment at least annually and
between annual tests if an event or circumstances change that would more likely than not reduce the fair value of a
reporting unit below its carrying amount. Goodwill is considered impaired when the carrying amount of goodwill
exceeds its implied fair value.

All goodwill carrying amounts are evaluated for impairment at the reporting unit level which is equivalent to an
operating segment. Goodwill was allocated to each reporting unit or operating segment at the time of acquisition. At
December 31, 2013, total goodwill was $50.3 million, of which $44.6 million was attributable to the Fully Insured
Health segment and $5.7 million to the Medical Stop Loss segment.

Based upon the goodwill impairment testing performed at December 31, 2013, the fair value of each reporting unit
exceeded its carrying value and no impairment charge was required. Fair value exceeded carrying value by 10% or
more in both the Fully Insured Health and the Medical Stop Loss segments.

In determining the fair value of each reporting unit, we used an income approach, applying a discounted cash flow
method which included a residual value. Based on historical experience, we made assumptions as to: (i) expected
future performance and future economic conditions, (ii) projected operating earnings, (iii) projected new and renewal
business as well as profit margins on such business, and (iv) a discount rate that incorporated an appropriate risk level
for the reporting unit.

Management uses a significant amount of judgment in estimating the fair value of the Company s reporting units. The
key assumptions underlying the fair value process are subject to uncertainty and change. The following represent
some of the potential risks that could impact these assumptions and the related expected future cash flows: (i)
increased competition; (ii) an adverse change in the insurance industry and overall business climate; (iii) changes in
state and federal regulations; (iv) rating agency downgrades of our insurance companies; and (v) a sustained and
significant decrease in our share price and market capitalization. Our market capitalization as of December 31, 2013
was below the sum of our reporting units fair values. As a result, the Company assessed the factors contributing to the
performance of IHC stock in 2013, and concluded that the market capitalization does not represent the fair value of the
Company. The Company noted several factors that have led to a difference between the market capitalization and the
fair value of the Company, including (i) the Company s stock is thinly traded and a sale of even a small number of
shares can have a large percentage impact on the price of the stock, (ii) Geneve Corporation and insiders own
approximately 56% of the outstanding shares, which has had a significant adverse impact on the number of shares
available for sale and therefore the trading potential of IHC stock, and (iii) lack of analyst coverage of the Company.
If we experience a sustained decline in our results of operations and cash flows, or other indicators of impairment
exist, we may incur a material non-cash charge to earnings relating to impairment of our goodwill, which could have a
material adverse effect on our results.
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Liability for Policy Benefits and Claims

The following table summarizes the prior year net favorable amount of policy benefits and claims incurred in 2013
according to the year in which it relates, together with the opening balances of the corresponding liability for policy
benefits and claims (net of reinsurance recoverable) (in thousands):

Policy Benefits and Claims Prior Year Amount
at January 1, 2013 Incurred in 2013
2012 $ 83,562 $ (2,093)
2011 10,888 (771)
2010 4,025 (445)
2009 and Prior 17,375 79
Total $ 115,850 $ (3,230)

The following sections describe, for each segment, the unfavorable (favorable) development in the liability for policy
benefits and claims experienced in 2013, together with the key assumptions and changes therein affecting the reserve
estimates.

Medical Stop-Loss

The Company experienced net unfavorable development of $2.0 million in the Medical Stop-Loss segment primarily
related to 2011 and 2012 business written with a certain producer and two non-owned MGU programs. We have since
ceased writing business with this producer and terminated the aforementioned MGU programs.

Fully Insured Health

The Fully Insured Health segment did not experience any significant deviations from prior year s policy benefits and
claims reserve estimates.

Group Disability
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The Group Disability segment had a favorable development of $4.3 million primarily related to benefits and claims
experience related to the 2012 LTD and DBL businesses.

Due to the long-term nature of LTD, in establishing the liability for policy benefits and claims, the Company must
make estimates for case reserves, IBNR, and reserves for Loss Adjustment Expenses ( LAE ). Case reserves generally
equal the actuarial present value of the liability for future benefits to be paid on claims incurred as of the balance sheet
date. The IBNR reserve is established based upon historical trends of existing incurred claims that were reported after
the balance sheet date. The LAE reserve is calculated based on an actuarial expense study. Since the LTD block of
policies is relatively small, with the potential for very large claims on individual policies, results can vary from year to
year. If a small number of claimants with large claim reserves were to recover or several very large claims were
incurred, the results could distort the Company s policy benefits and claims estimates from year to year. High
termination rates and offsets caused favorable development in LTD prior year reserves. With respect to DBL, the
liability for policy benefits and claims for the most recent quarter of earned premium is established using a Net Loss
Ratio methodology. The Net Loss Ratio is determined by applying the completed prior four quarters of historical Net
Loss Ratios to the last quarter of earned premium. Policy benefits and claims associated with the premium earned
prior to the last quarter are established using a completion factor methodology. The completion factors are developed
using the historical payment patterns for DBL. The favorable development in the DBL line is due to lower than
expected claims.
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There were normal fluctuations to the Company's experience factor. The IBNR factors were updated to reflect the
current experience. The reserving process used by management was consistent from 2012 to 2013.

Individual Life, Annuities and Other

All other lines, primarily blanket and other individual health products, experienced favorable development of $1.1
million.

CAPITAL RESOURCES

Due to its strong capital ratios, broad licensing and excellent asset quality and credit-worthiness, the Insurance Group
remains well positioned to increase or diversify its current activities. It is anticipated that future acquisitions or other
expansion of operations will be funded internally from existing capital and surplus and parent company liquidity. In
the event additional funds are required, it is expected that they would be borrowed or raised in the public or private
capital markets to the extent determined to be necessary or desirable. In November 2004, December 2003 and March
2003, the Company borrowed $15.0 million, $12.0 million and $10.0 million, respectively, through pooled trust
preferred issuances by unconsolidated subsidiary trusts. In August 2009, the outstanding line of credit was cancelled
and converted into an amortizing term loan. In 2011 the term loan was amended and increased from $7.5 million to
$10.0 million. See Note 9 of the Notes to Consolidated Financial Statements in Item 8 of this report.

IHC enters into a variety of contractual obligations with third parties in the ordinary course of its operations, including
liabilities for insurance reserves, funds on deposit, debt and operating lease obligations. However, IHC does not
believe that its cash flow requirements can be fully assessed based solely upon an analysis of these obligations.
Future cash outflows, whether they are contractual obligations or not, also will vary based upon IHC s future needs.
Although some outflows are fixed, others depend on future events.

The chart below reflects the maturity distribution of IHC s contractual obligations at December 31, 2013 (in
thousands):

Junior Insurance Funds
Subordinated  Interest Policy on
Debt Debt On Debt  Leases Benefits Deposit Total
2014 $ 2,000 $ -$ 1,778 $ 3220 $ 180,696 $ 31,808 $ 219,502
2015 2,000 - 1,679 3,055 47,389 30,176 84,299
2016 2,000 - 1,579 2,444 38,044 28,640 72,707
2017 - - 1,530 1,078 33,062 27,225 62,895
2018 - - 1,530 693 32,248 25,799 60,270
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2019 and
Thereafter - 38,146 23,201 - 168,586 131,178 361,111
Totals $ 6,000 $ 38,146 $ 31,297 $ 10,490 $ 500,025 $ 274,826 $ 860,784
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OUTLOOK

For 2014, we anticipate:

Continued growth in our medical stop-loss segment as the demand for this product continues to grow and Risk
Solutions continues to build its reputation as a direct writer and provider of captive solutions;

Significant decrease in individual major medical premiums in 2014 as we have exited this line of business, however,
we had negative underwriting results on this line of business in 2013 so less premium may improve our underwriting
margins although generate decreases in administrative revenues;

Further adaption to health care reform by continuing to proactively adjust our distribution strategies and mix of Fully
Insured Health products to take advantage of changing market demands;

Continued growth in pet insurance;

Increasing emphasis on direct-to-consumer distribution initiatives as we believe this will be a growing means for
selling health insurance in the coming years;

Decline in small group major medical premiums, but an increase in small group stop-loss as more employers choose
to self-fund;

Increasing sales of short-term, fixed indemnity limited benefit and supplemental health products, such as dental,
hospital indemnity and critical illness and international products;

Significant growth in non-subscriber occupational accident insurance in Texas;
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Increasing sales in our DBL line of business; and

Continued focus on administrative efficiencies.

The Company will remain highly liquid in 2014 as a result of the continuing shorter duration of the portfolio. As a
result, the yields on our investment portfolio were, and continue to remain, lower than in prior years and investment
income may continue to be depressed for 2014. THC has approximately $144.0 million in highly rated shorter maturity
securities earning on average 1.4%; our portfolio as a whole is rated, on average, AA. The low duration of our
portfolio enables us, if we deem prudent, the flexibility to reinvest in much higher yielding longer-term securities,
which would significantly increase investment income in the future. A low duration portfolio such as ours also
mitigates the adverse impact of potential inflation. IHC will continue to monitor the financial markets and invest
accordingly.

In 2013, we continued to achieve significant growth in our controlled direct written stop-loss business through Risk
Solutions. This growth was achieved while maintaining underwriting profitability consistent with the prior year. Our
overall results in 2013 were adversely impacted by business written through two non-owned MGU s, both of which
have been terminated. This result reemphasizes the importance of our decision to focus our stop-loss business through
our direct writing model. The favorable results of Risk Solutions are a direct result of their positioning to take
advantage of market trends, including consolidation of relationships by producers and increased interest in stop loss as
a result of health care reform. We see these trends continuing and strengthening as we move into 2014 and beyond.
Risk Solutions has established a reputation in the market for delivering innovative solutions for small to medium
sized employer groups looking for self-funded alternatives. Risk Solutions has also established a reputation in the
market for fair and responsible pricing and superior service levels. We foresee continued growth and favorable
underwriting results as more of our stop-loss business comes through the Risk Solutions platform.

We will continue to focus on our strategic objectives, including expanding our distribution network. However, the
success of a portion of our Fully Insured Health business has been affected by the passage of the Patient Protection
and Affordable Care Act of 2010, as amended, and its subsequent interpretations by state and federal regulators. We
are continuing our comprehensive review of all the options for IHC and we our evaluation of our portfolio of health
insurance products. While the law has
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influenced our decision, and that of many other insurers, to exit or reduce their presence in major medical essential
health benefit ( EHB ) plans in the small employer and individual markets, non-EHB lines of business and Medical
Stop-Loss have been impacted by health care reform minimally or not at all.

Our results depend on the adequacy of our product pricing, our underwriting, the accuracy of our reserving
methodology, returns on our invested assets, and our ability to manage expenses. We will also need to be diligent
with the increased rate review scrutiny to effect timely rate changes and will need to stay focused on the management
of medical cost drivers as medical trend levels cause margin pressures. Therefore, factors affecting these items, as
well as unemployment and global financial markets, may have a material adverse effect on our results of operations
and financial condition.

ITEM 7A.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT

MARKET RISK

The Company manages interest rate risk by seeking to maintain an investment portfolio with a duration and average
life that falls within the band of the duration and average life of the applicable liabilities. Options may be utilized to
modify the duration and average life of such assets.

The following summarizes the estimated pre-tax change in fair value (based upon hypothetical parallel shifts in the
U.S. Treasury yield curve) of the fixed income portfolio (excluding redeemable preferred stocks) assuming immediate
changes in interest rates at specified levels at December 31, 2013:

Change in Interest Rates

200 basis 100 basis Base 100 basis 200 basis
point rise point rise scenario point point decline
decline

Corporate securities $ 189,297 $ 198,881 $ 209,260 $ 220,686 $ 231,588

CMO s 2,731 2,899 3,050 3,184 3,272
U.S. Government 15,530 15,693 15,861 15,950 15,952
obligations

Agency MBSs 80 81 83 84 85
GSEs 27,742 27,939 28,148 28,370 28,423
State & Political 209,425 228,278 249,703 271,452 288,631
Subdivisions

Foreign governments 28,348 30,224 32,350 34,711 37,261
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Total estimated fair $ 473,153 $ 503,995 $ 538,455 $ 574,437 $ 605,212
value
Estimated change in $ (65,302) $ (34,460) $ 35,982 $ 66,757
value

The Company monitors its investment portfolio on a continuous basis and believes that the liquidity of the Insurance
Group will not be adversely affected by its current investments. This monitoring includes the maintenance of an
asset-liability model that matches current insurance liability cash flows with current investment cash flows. This is
accomplished by first creating an insurance model of the Company's in-force policies using current assumptions on
mortality, lapses and expenses. Then, current investments are assigned to specific insurance blocks in the model using
appropriate prepayment schedules and future reinvestment patterns.

The results of the model specify whether the investments and their related cash flows can support the related current
insurance cash flows. Additionally, various scenarios are developed changing interest rates and other related
assumptions. These scenarios help evaluate the market risk due to changing interest rates in relation to the business of
the Insurance Group.

In the Company's analysis of the asset-liability model, a 100 to 200 basis point change in interest rates on the
Insurance Group's liabilities would not be expected to have a material adverse effect on the Company. With respect to
its liabilities, if interest rates were to increase, the risk to the Company is that policies would be surrendered and assets
would need to be sold. This is not a material exposure to the Company since a large portion of the Insurance Group's
interest sensitive policies are burial policies that
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are not subject to the typical surrender patterns of other interest sensitive policies, and many of the Insurance Group's
universal life and annuity policies were acquired from liquidated companies which tend to exhibit lower surrender
rates than such policies of continuing companies. Additionally, there are charges to help offset the benefits being
surrendered. If interest rates were to decrease substantially, the risk to the Company is that some of its investment
assets would be subject to early redemption. This is not a material exposure because the Company would have
additional unrealized gains in its investment portfolio to help offset the future reduction of investment income. With
respect to its investments, the Company employs (from time to time as warranted) investment strategies to mitigate
interest rate and other market exposures.

ITEM 8.

FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

See Index to Consolidated Financial Statements and Schedules on page 57.

ITEM 9.
CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON

ACCOUNTING AND FINANCIAL DISCL.OSURE

None.

ITEM 9A.

CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

IHC's Chief Executive Officer and Chief Financial Officer supervised and participated in IHC's evaluation of its
disclosure controls and procedures as of the end of the period covered by this report. Disclosure controls and
procedures are controls and procedures designed to ensure that information required to be disclosed in IHC's periodic
reports filed or submitted under the Securities Exchange Act of 1934, as amended (the Securities Exchange Act ), is
recorded, processed, summarized and reported within the time periods specified in the SEC's rules and forms. Based
upon that evaluation, IHC's Chief Executive Officer and Chief Financial Officer concluded that IHC's disclosure
controls and procedures are effective.
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Management Report on Internal Control Over Financial Reporting

Management of the Company is responsible for establishing and maintaining adequate internal control over financial
reporting as defined in Rules 13a-15(b) and 15d-15(f) promulgated under the Securities Exchange Act as a process
designed by, or under the supervision of IHC's principal executive and principal financial officers and effected by
IHC's board, management and other personnel to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with U.S. GAAP and
includes those policies and procedures that:

pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions and
dispositions of the assets of the Company;

provide reasonable assurance that the transactions are recorded as necessary to permit preparation of financial
statements in accordance with U.S. GAAP and that receipts and expenditures of the Company are being made only in
accordance with authorization of management and directors of the Company; and

provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition

of the Company's assets that could have a material effect on the financial statements.
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Because of the inherent limitations of internal control over financial reporting, including the possibility of human error
and the circumvention or overriding of controls, material misstatements may not be prevented or detected on a timely
basis. Projections of any evaluation of effectiveness to future periods are subject to the risks that controls may become
inadequate because of changes and conditions or that the degree of compliance with policies or procedures may
deteriorate. Accordingly, even internal controls determined to be effective can provide only reasonable assurance that
information required to be disclosed in and reports filed under the Securities Exchange Act is recorded, processed,
summarized and represented within the time periods required.

Changes in Internal Control Over Financial Reporting

There has been no change in IHC's internal control over financial reporting during the year ended December 31, 2013
that materially affected, or is reasonably likely to materially affect, IHC's internal control over financial reporting.

The Report of Management on Internal Control Over Financial Reporting is included in Item 8 of this Form 10-K.

ITEM 9B.

OTHER INFORMATION

None.

PART III

ITEM 10.
DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE

GOVERNANCE

The information required by this Item is hereby incorporated by reference from our definitive proxy statement relating
to the annual meeting of IHC s stockholders to be held in May 2014, which definitive proxy statement will be filed
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with the Securities and Exchange Commission ( SEC ).

Our written Code of Business Ethics and Corporate Code of Conduct may be found on our website,
www.ihcgroup.com, under the Corporate Information / Corporate Governance tabs. Both Codes apply to all of our
directors, officers and employees, including our principal executive officer and our senior financial officers. Any
amendment to or waiver from either of the Codes will be posted to the same location on our website, to the extent
such disclosure is legally required.

ITEM 11.

EXECUTIVE COMPENSATION

The information required by this Item is hereby incorporated by reference from our definitive proxy statement relating
to the annual meeting of IHC s stockholders to be held in May 2014, which definitive proxy statement will be filed
with the SEC.
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ITEM 12.

SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information required by this Item is hereby incorporated by reference from our definitive proxy statement relating
to the annual meeting of IHC s stockholders to be held in May 2014, which definitive proxy statement will be filed
with the SEC.

ITEM 13.

CERTAIN RELATIONSHIPS, RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE

The information required by this Item is hereby incorporated by reference from our definitive proxy statement relating
to the annual meeting of IHC s stockholders to be held in May 2014, which definitive proxy statement will be filed
with the SEC.

ITEM 14.

PRINCIPAL ACCOUNTING FEES AND SERVICES

The information required by this Item is hereby incorporated by reference from our definitive proxy statement relating
to the annual meeting of IHC s stockholders to be held in May 2014, which definitive proxy statement will be filed
with the SEC.

PART IV

ITEM 15.

EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
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(@) (1) and (2)

See Index to Consolidated Financial Statements and Schedules on page 57.

(a) (3) EXHIBITS

See Exhibit Index on page 112.
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SIGNATURES

Pursuant to the requirements of Section 13 or Section 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, on March 14, 2014.

INDEPENDENCE HOLDING COMPANY
REGISTRANT

By:

[s/ Roy T. K. Thung
Roy T.K. Thung
President and
Chief Executive Officer

(Principal Executive Officer)

By:

[s/ Teresa A. Herbert
Teresa A. Herbert

Senior Vice President and
Chief Financial Officer

(Principal Financial and Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities indicated as of the 14t day of March, 2014.
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s/ Larry R. Graber
Larry R. Graber

Director and Senior Vice President

[s/ Allan C. Kirkman
Allan C. Kirkman
Director

[s/ David T. Kettig
David T. Kettig

Director, Chief Operating Officer and
Senior Vice President

[s/ John L. Lahey
John L. Lahey

Director

[s/ Steven B. Lapin
Steven B. Lapin

Director and Vice Chairman

[s/ James G. Tatum
James G. Tatum
Director

[s/ Roy T.K. Thung
Roy T.K. Thung

Chief Executive Officer, President and Chairman
(Principal Executive Officer)
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INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS AND SCHEDULES

PAGE
Report of Management on Internal Control Over Financial Reporting 58
Reports of Independent Registered Public Accounting Firm 59
CONSOLIDATED FINANCIAL STATEMENTS:
Consolidated Balance Sheets 62
Consolidated Statements of Income 63
Consolidated Statements of Comprehensive Income (Loss) 64
Consolidated Statements of Changes in Stockholders' Equity 65
Consolidated Statements of Cash Flows 66
Notes to Consolidated Financial Statements 67
SCHEDULES:*
Summary of Investments - Other Than Investments in Related Parties (Schedule I) 106
Condensed Financial Information of Parent Company (Schedule II) 107
Supplementary Insurance Information (Schedule I1I) 110
Supplemental Schedule of Reinsurance (Schedule IV) 111

*All other schedules have been omitted as they are not applicable or not required, or the information is included in the
Consolidated Financial Statements or Notes thereto.
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Report of Management on Internal Control Over Financial Reporting

The Board of Directors and Stockholders

Independence Holding Company:

The management of Independence Holding Company ("IHC") is responsible for establishing and maintaining
adequate internal control over financial reporting. IHC's internal control system is a process designed to provide
reasonable assurance to the Company's management and board of directors regarding the reliability of financial
reporting and fair presentation of published financial statements for external purposes in accordance with U.S.
generally accepted accounting principles.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems
determined to be effective can provide only reasonable assurance with respect to financial statement preparation and
presentation. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Management assessed the effectiveness of IHC's internal control over financial reporting as of December 31, 2013. In
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the
Treadway Commission ("COSO") in Internal Control-Integrated Framework (1992). Based on our assessment we
concluded that, as of December 31, 2013, IHC's internal control over financial reporting is effective.
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Independence Holding Company:

We have audited Independence Holding Company s internal control over financial reporting as of December 31, 2013,
based on criteria established in Internal Control Integrated Framework (1992) issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSO). Independence Holding Company s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the
effectiveness of internal control over financial reporting, included in the accompanying Management Report on
Internal Control over Financial Reporting. Our responsibility is to express an opinion on the Company s internal
control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Our audit included obtaining
an understanding of internal control over financial reporting, assessing the risk that a material weakness exists, and
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk. Our audit
also included performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinion.

A company s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. A company s internal control over financial reporting includes those
policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly
reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only in accordance
with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the company s assets that could have
a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, Independence Holding Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2013, based on criteria established in Internal Control Integrated Framework
(1992) issued by the Committee of Sponsoring Organizations of the Treadway Commission.
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We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the consolidated balance sheets of Independence Holding Company and subsidiaries as of December 31, 2013
and 2012, and the related consolidated statements of income, comprehensive income (loss), changes in stockholders
equity, and cash flows for each of the years in the three-year period ended December 31, 2013, and our report dated
March 14, 2014 expressed an unqualified opinion on those consolidated financial statements.

/s/ KPMG LLP
New York, New York

March 14, 2014
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Independence Holding Company:

We have audited the accompanying consolidated balance sheets of Independence Holding Company and subsidiaries
(the Company) as of December 31, 2013 and 2012, and the related consolidated statements of income, comprehensive
income (loss), changes in stockholders equity, and cash flows for each of the years in the three-year period ended
December 31, 2013. In connection with our audits of the consolidated financial statements, we also have audited
financial statement schedules I to IV. These consolidated financial statements and financial statement schedules are
the responsibility of the Company s management. Our responsibility is to express an opinion on these consolidated
financial statements and financial statement schedules based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Independence Holding Company and subsidiaries as of December 31, 2013 and 2012, and the
results of their operations and their cash flows for each of the years in the three-year period ended December 31, 2013,
in conformity with U.S. generally accepted accounting principles. Also in our opinion, the related financial statement
schedules, when considered in relation to the basic consolidated financial statements taken as a whole, present fairly,
in all material respects, the information set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), Independence Holding Company s internal control over financial reporting as of December 31, 2013, based on
criteria established in Internal Control Integrated Framework (1992) issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO), and our report dated March 14, 2014 expressed an unqualified
opinion on the effectiveness of the Company s internal control over financial reporting.

/s/ KPMG LLP
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New York, New York

March 14, 2014
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INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

DECEMBER 31,
2013 2012
ASSETS: (In thousands, except share data)
Investments:
Short-term investments $ 50 $ 50
Securities purchased under agreements to resell 22,594 33,956
Trading Securities 7,125 7,016
Fixed maturities, available-for-sale 542,287 719,602
Equity securities, available-for-sale 11,803 15,598
Other investments 25,123 35,134
Total investments 608,982 811,356
Cash and cash equivalents 24,229 23,945
Deferred acquisition costs 29,777 33,401
Due and unpaid premiums 59,435 49,430
Due from reinsurers 380,229 166,880
Premium and claim funds 37,353 40,596
Goodwill 50,318 50,318
Other assets 78,712 86,382
TOTAL ASSETS $ 1,269,035 $ 1,262,308
LIABILITIES AND STOCKHOLDERS' EQUITY:
LIABILITIES:
Policy benefits and claims $ 237,754 $ 194,480
Future policy benefits 287,449 290,238
Funds on deposit 274,826
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