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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

XQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended June 30, 2014 or

OTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission file number 1-33348

KANSAS CITY LIFE INSURANCE COMPANY

(Exact name of registrant as specified in its charter)

Missouri 44-0308260
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
3520 Broadway, Kansas City, Missouri 64111-2565
(Address of principal executive offices) (Zip Code)

816-753-7000

Registrant’s telephone number, including area code

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Website, if any,
every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of
this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to submit and
post such files).

Yes x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer x

Non-accelerated filer o Smaller reporting company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yeso No x

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.
Common Stock: $1.25 par 10,967,987 shares

Class Outstanding June 30, 2014
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Part I. Financial Information
Item 1. Financial Statements

Amounts in thousands, except share data, or as otherwise noted
Kansas City Life Insurance Company

Consolidated Balance Sheets

ASSETS
Investments:

Fixed maturity securities available for sale, at fair value
Equity securities available for sale, at fair value

Mortgage loans

Real estate

Policy loans
Short-term investments
Other investments
Total investments

Cash

Accrued investment income
Deferred acquisition costs
Reinsurance recoverables
Property and equipment
Other assets

Separate account assets
Total assets

LIABILITIES
Future policy benefits

Policyholder account balances

Policy and contract claims
Other policyholder funds
Other liabilities

Separate account liabilities
Total liabilities

STOCKHOLDERS' EQUITY
Common stock, par value $1.25 per share
Authorized 36,000,000 shares, issued 18,496,680 shares

Additional paid in capital
Retained earnings

Accumulated other comprehensive income
Treasury stock, at cost (2014 - 7,528,693 shares; 2013 - 7,527,841 shares)

Total stockholders’ equity

Total liabilities and stockholders’ equity
See accompanying Notes to Consolidated Financial Statements

3

June 30
2014
(Unaudited)

$2,762,031
24,732
572,831
142,102
83,223
35,660
7,526
3,628,105

8,566
34,160
245,728
193,765
17,295
58,967
410,700
$4,597,286

$926,526
2,091,954
37,545
161,865
203,832
410,700
3,832,422

23,121
40,998
831,443
45,637
(176,335
764,864
$4,597,286

December 31

2013

$2,618,620
23,116
629,256
142,536
83,518
40,712
12,517
3,550,275

8,197
33,795
256,386
191,055
17,524
64,018
393,416
$4,514,666

$910,228
2,096,212
36,783
160,421
192,202
393,416
3,789,262

23,121
40,989
823,408
14,170
(176,284
725,404
$4,514,666

)
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Kansas City Life Insurance Company

Consolidated Statements of Comprehensive Income

REVENUES

Insurance revenues:

Net premiums

Contract charges

Total insurance revenues

Investment revenues:

Net investment income

Net realized investment gains, excluding other-
than-temporary impairment losses

Net impairment losses recognized in earnings:
Total other-than-temporary impairment losses
Portion of impairment losses recognized in
other comprehensive income (loss)

Net other-than-temporary impairment losses
recognized in earnings

Total investment revenues

Other revenues

Total revenues

BENEFITS AND EXPENSES
Policyholder benefits

Interest credited to policyholder account balances

Amortization of deferred acquisition costs
Operating expenses
Total benefits and expenses

Income before income tax expense
Income tax expense
NET INCOME

COMPREHENSIVE INCOME (LOSS),
NET OF TAXES

Change in net unrealized gains on securities
available for sale

Change in future policy benefits

Change in policyholder account balances
Change in benefit plan obligations

Other comprehensive income (loss)

COMPREHENSIVE INCOME (LOSS)

Quarter Ended
June 30

2014
(Unaudited)

$41,334
30,834
72,168
41,351

784

(243 )
136

(107 )

42,028
2,343
116,539

50,153
19,260
12,529
22,113
104,055

12,484
4,027

$8,457

$18,908

(2,929 )
(113 )

15,866

$24,323

2013

$43,350
30,611
73,961
42,878

1,732

272
41

(231

44,379
2,558
120,898

47,585
19,865
10,904
26,504
104,858

16,040
5,189

$10,851

$(53,348

6,637
310
5,010
(41,391

$(30,540

)
)

Six Months Ended

June 30

2014 2013
(Unaudited)

$83,121 $97,766
59,632 54,959
142,753 152,725
82,042 85,288
2,449 2,178
(456 ) (459
187 99

(269 ) (360
84,222 87,106
4,676 4,791
231,651 244,622
102,907 108,733
38,206 39,528
21,357 19,769
48,733 53,008
211,203 221,038
20,448 23,584
6,489 7,545
$13,959 $16,039
$38,273 $(43,875
(6,562 ) 6,924
(244 ) 322

— 5,010
31,467 (31,619
$45,426 $(15,580
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Basic and diluted earnings per share:
Net income $0.77 $0.98 $1.27 $1.45
See accompanying Notes to Consolidated Financial Statements
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Kansas City Life Insurance Company
Consolidated Statement of Stockholders’ Equity

COMMON STOCK, beginning and end of period

ADDITIONAL PAID IN CAPITAL
Beginning of year
Excess of proceeds over cost of treasury stock sold

End of period

RETAINED EARNINGS

Beginning of year

Net income

Stockholder dividends of $0.54 per share

End of period

ACCUMULATED OTHER COMPREHENSIVE INCOME
Beginning of year
Other comprehensive income

End of period

TREASURY STOCK, at cost
Beginning of year

Cost of 1,140 shares acquired
Cost of 288 shares sold

End of period

TOTAL STOCKHOLDERS’ EQUITY
See accompanying Notes to Consolidated Financial Statements

5

Six Months Ended
June 30, 2014
(Unaudited)
$23,121
40,989

9

40,998
823,408
13,959

(5,924
831,443
14,170
31,467
45,637
(176,284

(55

4

(176,335

$764,864
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Kansas City Life Insurance Company
Consolidated Statements of Cash Flows

OPERATING ACTIVITIES

Net income

Adjustments to reconcile net income to net cash provided by
operating activities:

Amortization of investment premium and discount
Depreciation

Acquisition costs capitalized

Amortization of deferred acquisition costs
Realized investment gains

Changes in assets and liabilities:

Reinsurance recoverables

Future policy benefits

Policyholder account balances

Income taxes payable and deferred

Other, net

Net cash provided

INVESTING ACTIVITIES

Purchases:

Fixed maturity securities

Equity securities

Mortgage loans

Real estate

Policy loans

Sales or maturities, calls, and principal paydowns:
Fixed maturity securities

Equity securities

Mortgage loans

Real estate

Policy loans

Other investments

Net sales of short-term investments
Acquisition of property and equipment
Reinsurance transaction

Net cash used

6

Six Months Ended June 30

2014 2013
(Unaudited)

$13,959 $16,039

2,097 2,042

2,240 2,094

(17,761 ) (18,661 )
21,357 19,769

(2,180 ) (1,818 )
(2,710 ) (3,541 )
6,202 20,303

(8,135 ) (15,993 )
490 545

305 1,092

15,864 21,871

(194,874 ) (106,941 )
(89 ) (13,212 )
(9,592 ) (30,291 )
(4,120 ) (17,549 )
(5,751 ) (5,670 )
115,230 138,414

15 1,459

63,261 51,104

4,723 368

6,046 8,005

5,000 —

5,052 6,751

(605 ) (351 )
— (34,279 )
(15,704 ) (2,192 )
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Kansas City Life Insurance Company
Consolidated Statements of Cash Flows (Continued)

FINANCING ACTIVITIES

Deposits on policyholder account balances
Withdrawals from policyholder account balances
Net transfers from (to) separate accounts

Change in other deposits

Cash dividends to stockholders

Net change in treasury stock

Net cash provided (used)

Increase (decrease) in cash
Cash at beginning of year
Cash at end of period

Supplemental disclosure of cash flow information:

Cash paid during the period for:

Income taxes

See accompanying Notes to Consolidated Financial Statements

7

Six Months Ended June 30
2014 2013
(Unaudited)

$129,853 $116,485
(131,261 ) (133,369
3,791 (1,734
3,792 5,156
(5,924 ) (5,951
42 ) (380

209 (19,793
369 (114
8,197 7,026
$8,566 $6,912
$6,000 $7,000

10
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Notes to Consolidated Financial Statements (Unaudited)

1. Nature of Operations and Significant Accounting Policies

Basis of Presentation

The unaudited interim consolidated financial statements and the accompanying notes include the accounts of the
consolidated entity (the Company), which primarily consists of three life insurance companies. Kansas City Life
Insurance Company (Kansas City Life) is the parent company. Sunset Life Insurance Company of America (Sunset
Life) and Old American Insurance Company (Old American) are wholly-owned subsidiaries.

The unaudited interim consolidated financial statements have been prepared on the basis of U.S. generally accepted
accounting principles (GAAP) for interim financial reporting with the instructions to Form 10-Q and Regulations S-K,
S-X, and other applicable regulations. Accordingly, they do not include all of the disclosures required by GAAP for
complete financial statements. As such, these unaudited interim consolidated financial statements should be read in
conjunction with the Company's 2013 Form 10-K, as filed with the Securities and Exchange Commission on February
26, 2014. Management believes that the disclosures are adequate to make the information presented not misleading,
and all normal and recurring adjustments necessary to present fairly the financial position at June 30, 2014 and the
results of operations for all periods presented have been made. The results of operations for any interim period are not
necessarily indicative of the Company's operating results for a full year. Significant intercompany transactions have
been eliminated in consolidation and certain immaterial reclassifications have been made to prior period results to
conform with the current period's presentation.

The preparation of the unaudited interim consolidated financial statements requires management of the Company to
make estimates and assumptions relating to the reported amounts of assets and liabilities, the disclosure of contingent
assets and liabilities at the date of the unaudited interim consolidated financial statements, and the reported amounts of
revenue and expenses during the period. These estimates are inherently subject to change and actual results could
differ from these estimates.

Immaterial Correction of Error

During the third quarter of 2013, the Company identified an immaterial correction of an error in the presentation of
net premiums and policyholder benefits that resulted from the incorrect recognition of premiums related to the
conversion of fixed deferred annuity contracts to immediate annuities with life contingencies. The impact of the
correction was an equal and offsetting increase to both net premiums and policyholder benefits. The error resulted in
no impact to net income, earnings per share, stockholders' equity, or cash flows. Related to the immaterial correction,
the Company understated the presentation of net premiums and policyholder benefits by $15.7 million in the first
quarter of 2013 and $8.4 million in the second quarter of 2013. The numbers reported have been corrected to reflect
these adjustments. The error was insignificant to any previous periods presented.

Reinsurance Transaction

In April 2013, the Company acquired a closed block of variable life insurance policies and variable annuity contracts
through reinsurance and servicing agreements from American Family Life Insurance Company (American Family) .
Under the reinsurance agreement, the Company assumed 100% of the separate account liabilities on a modified
coinsurance basis and 100% of the general account liabilities on a coinsurance basis. The transaction also involved
ongoing servicing arrangements with American Family during the period that such policies and contracts were
transitioned to administration by the Company. This block is included as a component of the Individual Insurance
segment. For additional information, please refer to the Company's 2013 Form 10-K.

Significant Accounting Policies

For a full discussion of the Company's significant accounting policies, please refer to the Company's 2013 Form 10-K.
No significant updates or changes to these policies occurred during the six months ended June 30, 2014.

8
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Notes to Consolidated Financial Statements—(Continued) (Unaudited)

2. New Accounting Pronouncements

Accounting Pronouncements Issued During 2014, Not Yet Adopted

In January 2014, the Financial Accounting Standards Board (FASB) issued guidance regarding accounting for
investments in qualified affordable housing projects. The amendments modify the conditions that a reporting entity
must meet to be eligible to use a method other than the equity or cost methods to account for qualified affordable
housing project investments. The guidance is effective for annual periods, and interim periods within those annual
periods, beginning after December 15, 2014. The Company is currently evaluating this guidance and its materiality to
the consolidated financial statements.

In May 2014, the FASB issued guidance regarding accounting for revenue recognition that identifies the accounting
treatment for an entity’s contracts with customers. Certain contracts, including insurance contracts, are specifically
excluded from this guidance. This guidance is effective for public entities for annual reporting periods beginning after
December 15, 2016, including interim periods within that reporting period. The Company is currently evaluating this
guidance, but it does not believe that there will be a material impact to the consolidated financial statements.

All other new accounting standards and updates of existing standards issued through the date of this filing were
considered by management and did not relate to accounting policies and procedures pertinent to the Company at this

time or were not expected to have a material impact to the consolidated financial statements.

9

12
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Notes to Consolidated Financial Statements—(Continued) (Unaudited)

3. Investments

Fixed Maturity and Equity Securities Available for Sale

Securities by Asset Class

The following table provides amortized cost and fair value of securities by asset class at June 30, 2014.

Gross

Amortized . Fair
Cost Un.reahzed Value
Gains Losses

U.S. Treasury securities and obligations of $167.934 $9.174 $349 $176.759
U.S. Government
Federal agencies ! 19,762 2,671 — 22,433
Federal agency issued

residential mortgage-backed securities ! 49,654 5,022 3 54,673
Subtotal 237,350 16,867 352 253,865
Corporate obligations:
Industrial 530,680 35,725 1,566 564,839
Energy 226,948 18,709 986 244,671
Communications and technology 220,565 18,365 267 238,663
Financial 275,267 21,123 996 295,394
Consumer 501,278 31,471 1,521 531,228
Public utilities 232,300 28,101 240 260,161
Subtotal 1,987,038 153,494 5,576 2,134,956
Corporate prlvate—label.ec.l residential 101,715 4579 110 106,184
mortgage-backed securities
Municipal securities 135,153 19,082 15 154,220
Other 93,945 4,814 2,953 95,806
Redeemable preferred stocks 17,490 275 765 17,000
Fixed maturity securities 2,572,691 199,111 9,771 2,762,031
Equity securities 23,714 1,866 848 24,732
Total $2,596,405 $200,977 $10,619 $2,786,763

' Federal agency securities are not backed by the full faith and credit of the U.S. Government.

10
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Kansas City Life Insurance Company
Notes to Consolidated Financial Statements—(Continued) (Unaudited)

The following table provides amortized cost and fair value of securities by asset class at December 31, 2013.

Gross

Amortized . Fair
Cost Un.reahzed Value
Gains Losses
U.S. Treasury securities and
obligations of U.S. Government $134,198 $6,653 $1.831 $139,020

Federal agencies ! 19,756 2,312 — 22,068
Federal agency issued

residential mortgage-backed securities ! 56,738 5,392 2 62,128
Subtotal 210,692 14,357 1,833 223,216
Corporate obligations:
Industrial 515,395 27,051 7,667 534,779
Energy 211,115 15,462 3,832 222,745
Communications and technology 222277 12,938 1,672 233,543
Financial 266,693 18,824 2,040 283,477
Consumer 473,627 25,936 5,807 493,756
Public utilities 228,551 24,780 954 252,377
Subtotal 1,917,658 124,991 21,972 2,020,677
Corporate prlvate—label.ec.l residential 114,219 3.179 916 116,482
mortgage-backed securities
Municipal securities 138,136 9,488 5 147,619
Other 97,769 4,422 4,317 97,874
Redeemable preferred stocks 15,144 — 2,392 12,752
Fixed maturity securities 2,493,618 156,437 31,435 2,618,620
Equity securities 23,691 1,871 2,446 23,116
Total $2,517,309 $158,308 $33,881 $2,641,736

' Federal agency securities are not backed by the full faith and credit of the U.S. Government.
Contractual Maturities
The following table provides the distribution of maturities for fixed maturity securities available for sale at June 30,
2014. Expected maturities may differ from these contractual maturities since borrowers may have the right to call or
prepay obligations.

Amortized Fair

Cost Value
Due in one year or less $111,316 $114,061
Due after one year through five years 739,389 815,907
Due after five years through ten years 1,030,927 1,077,725
Due after ten years 454,374 503,032
Securities with variable principal payments 219,195 234,306
Redeemable preferred stocks 17,490 17,000
Total $2,572,691 $2,762,031

No material derivative financial instruments were held during the first six months of 2014 or 2013.

11
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Notes to Consolidated Financial Statements—(Continued) (Unaudited)

Unrealized Losses on Investments

At the end of each quarter, all securities are reviewed to determine whether impairments exist and whether
other-than-temporary impairments should be recorded. This quarterly process includes an assessment of the credit
quality of each investment in the entire securities portfolio. Additional reporting and review procedures are conducted
for those securities where fair value is less than 90% of amortized cost. The Company prepares a formal review
document no less often than quarterly of all investments where fair value is less than 80% of amortized cost for six
months or more and selected investments that have changed significantly from a previous period and that have a
decline in fair value greater than 10% of amortized cost. For additional information on the Company's process and
considerations, as well as related accounting when other-than-temporary impairments are identified, please refer to
Note 4 - Investments of the Company's 2013 Form 10-K.

The following table provides information regarding fixed maturity and equity security investments available for sale
with unrealized losses by length of time at June 30, 2014.

Less Than 12 Months 12 Months or Longer Total

Fair Unrealized Fair Unrealized Fair Unrealized

Value Losses Value Losses Value Losses
U.S. Treasury securities and
obligations of U.S. Government $9,009 $53 $9,779 $296 $18,788 $349
Federal agency issued res@ephal 68 ) 237 | 355 3

mortgage-backed securities !

Subtotal 9,077 55 10,066 297 19,143 352
Corporate obligations:
Industrial 5,808 5 59,461 1,561 65,269 1,566
Energy 1,996 3 41,439 983 43,435 986
Communications and technology — — 14,732 267 14,732 267
Financial 4,960 40 15,941 956 20,901 996
Consumer 12,560 70 57,209 1,451 69,769 1,521
Public utilities — — 6,756 240 6,756 240
Subtotal 25,324 118 195,538 5,458 220,862 5,576
Corporate private-labeled
residential 15,009 110 — — 15,009 110
mortgage-backed securities
Municipal securities 3,029 15 — — 3,029 15
Other 1,277 111 38,070 2,842 39,347 2,953
Redeemable preferred stocks 1,009 3 9,374 762 10,383 765
Fixed maturity securities 54,725 412 253,048 9,359 307,773 9,771
Equity securities 11 11 11,455 837 11,466 848
Total $54,736 $423 $264,503 $10,196 $319,239 $10,619

' Federal agency securities are not backed by the full faith and credit of the U.S. Government.

12
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The following table provides information regarding fixed maturity and equity security investments available for sale
with unrealized losses by length of time at December 31, 2013.

Less Than 12 Months 12 Months or Longer Total

Fair Unrealized  Fair Unrealized  Fair Unrealized

Value Losses Value Losses Value Losses
U.S. Treasury securities and
obligations of U.S. Government $44.951 $1,795 $749 $36 $45,700 $1.831
Federal agency issued res@ephal 37 . 788 ) 35 )

mortgage-backed securities !

Subtotal 44,988 1,795 1,037 38 46,025 1,833
Corporate obligations:
Industrial 146,454 5,718 22,071 1,949 168,525 7,667
Energy 70,015 3,366 5,518 466 75,533 3,832
Communications and technology 43,477 1,672 — — 43,477 1,672
Financial 25,300 866 4,680 1,174 29,980 2,040
Consumer 136,745 5,807 — — 136,745 5,807
Public utilities 17,476 575 3,617 379 21,093 954
Subtotal 439,467 18,004 35,886 3,968 475,353 21,972
Corporate private-labeled
residential 33,179 916 — — 33,179 916
mortgage-backed securities
Municipal securities 2,044 5 — — 2,044 5
Other 16,691 726 39,900 3,591 56,591 4,317
Redeemable preferred stocks 12,752 2,392 — — 12,752 2,392
Fixed maturity securities 549,121 23,838 76,823 7,597 625,944 31,435
Equity securities 9,731 2,404 131 42 9,862 2,446
Total $558,852 $26,242 $76,954 $7,639 $635,806 $33,881

' Federal agency securities are not backed by the full faith and credit of the U.S. Government.

The Company also considers as part of its monitoring and evaluation process the length of time the fair value of a
security is below amortized cost. At June 30, 2014, the Company had 96 positions in its investment portfolio of fixed
maturity and equity securities with unrealized losses. Included in this total, 22 security positions were below cost for
less than one year; 64 security positions were below cost for one year or more and less than three years; and ten
security positions were below cost for three years or more. At December 31, 2013, the Company had 195 positions in
its investment portfolio of fixed maturity and equity securities with unrealized losses. Included in this total, 173
security positions were below cost for less than one year; twelve security positions were below cost for one year or
more and less than three years; and ten security positions were below cost for three years or more. The securities
having unrealized losses for three years or more include mortgage-backed securities, where discounted future cash
flow calculations are the primary determinant of impairment; asset-backed securities, which continue to perform as
expected but are not actively traded and market values are discounted significantly due to illiquidity; and variable-rate
securities, where interest rates and spreads to indices are significant factors in market pricing.

13
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The following table provides the distribution of maturities for fixed maturity securities available for sale with
unrealized losses at June 30, 2014 and December 31, 2013. Expected maturities may differ from these contractual

maturities since borrowers may have the right to call or prepay obligations.

June 30, 2014

. Gross
Fair .
Unrealized
Value
Losses
Fixed maturity securities available for sale:
Due in one year or less $5,252 $41
Due after one year through five years 4,090 14
Due after five years through ten years 218,309 4,902
Due after ten years 54,359 3,936
Total 282,010 8,893
Securities with variable principal payments 15,380 113
Redeemable preferred stocks 10,383 765
Total $307,773 $9,771

December 31, 2013

Fair Gross

Unrealized
Value

Losses
$— $—
29,812 268
417,859 20,118
132,018 7,740
579,689 28,126
33,503 917
12,752 2,392
$625,944 $31,435

The following table provides a reconciliation of credit losses recognized in earnings on fixed maturity securities held
by the Company for which a portion of the other-than-temporary loss was recognized in other comprehensive income

(loss).
Quarter Ended
June 30
2014 2013
Credlt losses on securities held at peg}nnlng of the period $16,532 $15.384
in accumulated other comprehensive income
Additions for credit losses not previously recognized in
other-than-temporary impairment
Additions for increases in the credit loss for which an
other-
than-temporary impairment was previously recognized 107 231
when there was no intent to sell the security before
recovery of its amortized cost basis
Reductions for securities sold during the period — —
Reductions for securities previously recognized in other
comprehensive income (loss) because of intent to sell the — —
security before recovery of its amortized cost basis
Reductions for increases in cash flows expected to be
collected that are recognized over the remaining ® ) (4
life of the security
Credlt losses on securities held at ‘the ‘end of the period $16.634 $15.611
in accumulated other comprehensive income

14

Six Months Ended
June 30
2014 2013
$16,375 $15,260
4 27
265 333
) (10 ) O )
$16,634 $15,611

18
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Realized Gains (Losses)
The following table provides detail concerning realized investment gains and losses for the second quarters and six
months ended June 30, 2014 and 2013.

Quarter Ended Six Months Ended

June 30 June 30

2014 2013 2014 2013
Gross gains resulting from:
Sales of investment securities $433 $50 $611 $118
Investment securities called and other 367 1,789 1,662 2,515
Real estate — 20 339 20
Total gross gains 800 1,859 2,612 2,653
Gross losses resulting from:
Investment securities called and other (57 ) (178 ) (311 ) (360
Sale of real estate and joint venture — — — (89
Mortgage loans (66 ) (36 ) (90 ) (36
Total gross losses (123 ) (214 ) (401 ) (485
Change in allowance for potential future losses on 124 9 296 38
mortgage loans
Amortization of DAC and VOBA (17 ) (5 ) (58 ) (28
Net realizgd invF:stment gains, excluding other-than- 734 1732 2,449 2.178
temporary impairment losses
Net impairment losses recognized in earnings:
Otherjthan-temp(‘)rary impz}irment losses on fixed (243 ) @72 ) (456 ) (459
maturity and equity securities
Portlon of loss recognized in other comprehensive 136 A1 187 99
income (loss)
Net other—than—tergporary impairment losses (107 )y (@31 ) (269 ) (360
recognized in earnings
Net realized investment gains $677 $1,501 $2,180 $1,818

Proceeds From Sales of Investment Securities
The table below details proceeds from the sale of fixed maturity and equity securities, excluding maturities and calls,
for the second quarters and six months ended June 30, 2014 and 2013.

Quarter Ended Six Months Ended

June 30 June 30

2014 2013 2014 2013
Proceeds $8,269 $5,065 $12,643 $9,130

Mortgage Loans

The Company invests in commercial mortgage loans that are secured by commercial real estate and are stated at cost,
adjusted for amortization of premium and accrual of discount, less an allowance for potential future losses. This
allowance is maintained at a level believed by management to be adequate to absorb estimated credit losses and was
$3.0 million at June 30, 2014 and $3.3 million at December 31, 2013. The Company had 16% of its total investments
in commercial mortgage loans at June 30, 2014, down from 18% at December 31, 2013. In addition to the subject
collateral underlying the mortgage, the Company typically requires some amount of recourse from borrowers as
another potential source of repayment. The recourse requirement is determined as part of the underwriting
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requirements of each loan. The average loan to value ratio for the overall portfolio was 46% at June 30, 2014,
compared to 47% at December 31, 2013. These ratios are based upon the current balance of loans relative to the
appraisal of value at the time the loan was originated or acquired.
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The following table identifies the gross mortgage loan principal outstanding and the allowance for potential future
losses at June 30, 2014 and December 31, 2013.

June 30 December 31
2014 2013
Principal outstanding $575,786 $632,507

Allowance for potential future losses (2,955 ) (3,251
Carrying value $572,831 $629,256

The following table summarizes the amount of mortgage loans held by the Company at June 30, 2014 and
December 31, 2013, segregated by year of origination. Purchased loans are shown in the year acquired by the

Company, although the individual loans may have been initially originated in prior years.

June 30 % December 31 %

2014 of Total 2013 of Total
Prior to 2005 $33,748 6 %  $41,324 6
2005 26,060 4 % 28,111 4
2006 20,004 3 % 24,744 4
2007 22,821 4 % 27,009 4
2008 26,069 5 % 28,051 4
2009 25,681 4 % 37,723 6
2010 57,296 10 % 61,236 10
2011 96,759 17 % 118,459 19
2012 171,559 30 % 184,749 29
2013 79,713 14 % 81,101 14
2014 16,076 3 % — —
Total $575,786 100 % $632,507 100

The following table identifies mortgage loans by geographic location at June 30, 2014 and December 31, 2013.

June 30 % December 31 %

2014 of Total 2013 of Total
Pacific $166,793 29 % $181,690 29
West north central 81,864 14 % 91,687 14
West south central 95,826 17 % 101,019 16
Mountain 71,140 12 % 78,116 12
South Atlantic 61,471 11 % 66,686 11
Middle Atlantic 22,615 4 % 31,495 5
East north central 50,747 9 % 57,395 9
East south central 25,330 4 % 24,419 4
Total $575,786 100 %  $632,507 100
16

%
%
%
%
%
%
%
%
%
%
%
%

%
%
%
%
%
%
%
%
%
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The following table identifies the concentration of mortgage loans by state greater than 5% of total at June 30, 2014
and December 31, 2013.

June 30 % December 31 %

2014 of Total 2013 of Total
California $140,309 24 %  $149,065 24 %
Texas 91,527 16 % 95,205 15 %
Minnesota 57,794 10 % 64,464 10 %
Florida 31,276 5 % 34,334 5 %
All others 254,880 45 % 289,439 46 %
Total $575,786 100 % $632,507 100 %

The following table identifies mortgage loans by property type at June 30, 2014 and December 31, 2013. The Other
category consists largely of apartments and retail properties.

June 30 % December 31 %

2014 of Total 2013 of Total
Industrial $303,247 53 %  $328,478 52 %
Office 166,556 29 % 184,529 29 %
Medical 31,389 5 % 39,531 6 %
Other 74,594 13 % 79,969 13 %
Total $575,786 100 %  $632,507 100 %
The table below identifies mortgage loans by maturity at June 30, 2014 and December 31, 2013.

June 30 % December 31 %

2014 of Total 2013 of Total
Due in one year or less $22.260 4 %  $22.464 4 %
Due after one year through five years 135,326 24 % 169,146 27 %
Due after five years through ten years 193,733 33 % 244,667 38 %
Due after ten years 224,467 39 % 196,230 31 %
Total $575,786 100 %  $632,507 100 %

The Company may refinance commercial mortgage loans prior to contractual maturity as a means of originating new
loans that meet the Company's underwriting and pricing parameters. The Company refinanced three loans with an
outstanding balance of $3.5 million during the quarter ended June 30, 2014 and one loan with an outstanding balance
of $1.4 million during the quarter ended June 30, 2013. The Company refinanced five loans with outstanding balances
of $6.7 million during the six months ended June 30, 2014 and five loans with outstanding balances of $7.7 million
during the six months ended June 30, 2013.

In the normal course of business, the Company generally commits to fund commercial mortgage loans up to 120 days
in advance. These commitments typically have fixed expiration dates. A small percentage of commitments expire due
to the borrower's failure to deliver the requirements of the commitment by the expiration date. In these cases, the
Company retains the commitment fee. For additional information, please see Note 15 - Commitments.
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4. Fair Value Measurements

Under GAAP, fair value represents the price that would be received to sell an asset or paid to transfer a liability (exit
price) in an orderly transaction between market participants at the measurement date. It is the Company’s policy to
maximize the use of observable inputs and minimize the use of unobservable inputs when developing fair value
measurements.

The Company categorizes its financial assets and liabilities measured at fair value in three levels, based on the inputs
and assumptions used to determine the fair value. These levels are as follows:

Level 1 - Valuations are based upon unadjusted quoted prices for identical instruments traded in active markets.
Level 2 - Valuations are based upon quoted prices for similar instruments in active markets, quoted prices for identical
or similar instruments in markets that are not active, and model-based valuation techniques for which all significant
assumptions are observable in the market. Valuations are obtained from third-party pricing services or inputs that are
observable or derived principally from or corroborated by observable market data.

Level 3 - Valuations are generated from techniques that use significant assumptions not observable in the market.
These unobservable assumptions reflect the Company's assumptions that market participants would use in pricing the
asset or liability. Valuation techniques include the use of discounted cash flow models, spread-based models, and
similar techniques, using the best information available in the circumstances.

Following is a description of valuation methodologies used for assets and liabilities recorded at fair value and for
estimating fair value for financial instruments not recorded at fair value but for which fair value is disclosed.

Assets

Securities Available for Sale

Fixed maturity and equity securities available for sale are recorded at fair value on a recurring basis. Fair value
measurement is based upon unadjusted quoted prices, if available, except as described in the subsequent paragraphs.
Cash and Short-Term Financial Assets

Short-term financial assets include cash and other short-term investments. Cash is categorized as Level 1. Other
short-term assets are invested in institutional money market funds. These assets are categorized as Level 2, as the
valuation is based upon the net asset value (NAV) of the fund. There are no restrictions on withdrawal of these funds.
Loans

The Company does not record loans at fair value. As such, valuation techniques discussed herein for loans are
primarily for estimating fair value for purpose of disclosure.

Fair values of mortgage loans on real estate properties are calculated by discounting contractual cash flows, using
discount rates based on current industry pricing or the Company’s estimate of an appropriate risk-adjusted discount
rate for loans of similar size, type, remaining maturity, likelihood of prepayment, and repricing characteristics.
Mortgage loans are categorized as Level 3 in the fair value hierarchy.

The Company also has loans made to policyholders. These loans cannot exceed the cash surrender value of the policy.
Carrying value of policy loans approximates fair value. Policy loans are categorized as Level 3.

Other Invested Assets

Included in other invested assets is an institutional alternative strategies fund that is recorded at fair value. These
assets are categorized as Level 2, as the valuation of these funds is based on values provided by the issuer and
represent amounts at which the Company could transact with the issuer. Certain redemption restrictions may apply on
this fund, including advance written notice to withdraw funds.

Separate Accounts

The separate account assets and liabilities, which are equal, are recorded at fair value based upon NAV of the
underlying investment holdings as derived from closing prices on a national exchange or as provided by the issuer.
This is the value at which a policyholder could transact with the issuer on the date. Separate accounts are categorized
as Level 2.
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Liabilities

Investment-Type Liabilities Included in Policyholder Account Balances and Other Policyholder Funds

The fair values of supplementary contracts and annuities without life contingencies are estimated to be the present
value of payments at a market yield. The fair values of deposits with no stated maturity are estimated to be the
amount payable on demand at the measurement date. These liabilities are categorized as Level 3. The Company has
not estimated the fair value of the liabilities under contracts that involve significant mortality or morbidity risks, as
these liabilities fall within the definition of insurance contracts. Insurance contracts are excluded from financial
instruments that require disclosures of fair value.

Guaranteed Minimum Withdrawal Benefits (GMWB) Included in Other Policyholder Funds

The Company offers a GMWB rider that can be added to new or existing variable annuity contracts. The rider
provides an enhanced withdrawal benefit that guarantees a stream of income payments to an owner or annuitant,
regardless of the contract account value. Fair value for GMWB rider contracts is a Level 3 valuation, as it is based on
models which utilize significant unobservable inputs. These models require actuarial and financial market
assumptions, which reflect the assumptions market participants would use in pricing the contract, including
adjustments for volatility, risk, and issuer non-performance.

Determination of Fair Value

The Company utilizes external third-party pricing services to determine the majority of its fair values on investment
securities available for sale. At June 30, 2014 and December 31, 2013, approximately 97% of the carrying value of
these investments was from external pricing services, 1% was from brokers, and 2% was derived from internal
matrices and calculations. In the event that the primary pricing service does not provide a price, the Company utilizes
the price provided by a second pricing service. The Company reviews prices received from service providers for
reasonableness and unusual fluctuations but generally accepts the price identified from the primary pricing service. In
the event a price is not available from either third-party pricing service, the Company pursues external pricing from
brokers. Generally, the Company pursues and utilizes only one broker quote per security. In doing so, the Company
solicits only brokers which have previously demonstrated knowledge and experience of the subject security. If a
broker price is not available, the Company determines a fair value through various valuation techniques that may
include discounted cash flows, spread-based models, or similar techniques, depending upon the specific security to be
priced. These techniques are primarily applied to private placement securities. The Company utilizes available market
information, wherever possible, to identify inputs into the fair value determination, primarily including prices and
spreads on comparable securities.

Each quarter, the Company evaluates the prices received from third-party security pricing services and independent
brokers to ensure that the prices represent a reasonable estimate of the fair value within the macro-economic
environment, sector factors, and overall pricing trends and expectations. The Company corroborates and validates the
primary pricing sources through a variety of procedures that include but are not limited to comparison to additional
third-party pricing services or brokers, where possible; a review of third-party pricing service methodologies; back
testing; in-depth specific analytics on randomly selected issues; and comparison of prices to actual trades for specific
securities where observable data exists. In addition, the Company analyzes the primary third-party pricing service's
methodologies and related inputs and also evaluates the various types of securities in its investment portfolio to
determine an appropriate fair value hierarchy. Finally, the Company also performs additional evaluations when
individual prices fall outside tolerance levels when comparing prices received from third-party pricing services.

Fair value measurements for assets and liabilities where there exists limited or no observable market data are
calculated using the Company’s own estimates and are categorized as Level 3. These estimates are based on current
interest rates, credit spreads, liquidity premium or discount, the economic and competitive environment, unique
characteristics of the asset or liability, and other pertinent factors. Therefore, these estimates cannot be determined
with precision and may not be realized in an actual sale or immediate settlement of the asset or liability. Additionally,
there may be inherent weaknesses in any valuation technique. Further, changes in the underlying assumptions used,
including discount rates and estimates of future cash flows, could significantly affect the results of current or future
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values.

The Company’s own estimates of fair value of fixed maturity and equity securities may be derived in a number of
ways, including but not limited to: 1) pricing provided by brokers, where the price indicates reliability as to value; 2)
fair values of comparable securities, incorporating a spread adjustment for maturity differences, collateralization,
credit quality, liquidity, and other items, if applicable; 3) discounted cash flow models and margin spreads; 4) bond
yield curves; 5) observable market prices and exchange transaction information not provided by external pricing
services; and 6) statement values provided to the Company by fund managers.
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Categories Reported at Fair Value

The following tables present categories reported at fair value on a recurring basis.

Assets:

U.S. Treasury securities and obligations of

U.S. Government

Federal agencies !

Federal agency issued residential
mortgage-backed securities !

Subtotal

Corporate obligations:

Industrial

Energy

Communications and technology

Financial

Consumer

Public utilities

Subtotal

Corporate private-labeled residential

mortgage-backed securities

Municipal securities

Other

Redeemable preferred stocks

Fixed maturity securities

Equity securities and other invested assets

Total

Percent of total
Liabilities:
Other policyholder funds

Guaranteed minimum withdrawal benefits
Total

20

June 30, 2014
Level 1

$12,366

12,366
5,302
$17,668

1 %

$—
$—

Level 2

$164,393
22,433
54,673
241,499

564,839
244,671
238,663
295,394
531,228
260,161
2,134,956

106,184

154,220
94,529
17,000
2,748,388
26,157
$2,774,545

99 %

$—
$—

Level 3

1,277

1,277

$1,277

$(3,564
$(3,564
I Federal agency securities are not backed by the full faith and credit of the U.S. Government.

Total

$176,759
22,433
54,673
253,865

564,839
244,671
238,663
295,394
531,228
260,161
2,134,956

106,184

154,220
95,806
17,000
2,762,031
31,459
$2,793,490

100

$(3,564
$(3,564

%
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December 31, 2013

Level 1 Level 2 Level 3 Total

Assets:
U.S. Treasury securities and

obligations of U.S. Government $12,458 $126,562 $— $139,020
Federal agencies ! — 22,068 — 22,068
Federal agency issued res@?ntlal o 62.128 . 62.128

mortgage-backed securities !
Subtotal 12,458 210,758 — 223,216
Corporate obligations:
Industrial — 534,779 — 534,779
Energy — 222,745 — 222,745
Communications and technology — 233,543 — 233,543
Financial — 283,477 — 283,477
Consumer — 493,756 — 493,756
Public utilities — 252,364 13 252,377
Subtotal — 2,020,664 13 2,020,677
Corporate prlvate—labeléc.l residential o 116,482 . 116,482
mortgage-backed securities
Municipal securities — 147,619 — 147,619
Other — 96,454 1,420 97,874
Redeemable preferred stocks — 12,752 — 12,752
Fixed maturity securities 12,458 2,604,729 1,433 2,618,620
Equity securities and other invested assets 4,812 29,574 — 34,386
Total $17,270 $2,634,303 $1,433 $2,653,006
Percent of total 1 % 99 % — % 100 %
Liabilities:
Other policyholder funds
Guargnteed minimum withdrawal $— $— $(4.703 ) $(4.703 )
benefits
Total $— $— $(4,703 ) $(4,703 )

I Federal agency securities are not backed by the full faith and credit of the U.S. Government.
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The changes in Level 3 assets and liabilities measured at fair value on a recurring basis for the second quarter and six
months ended June 30, 2014 and year ended December 31, 2013 are summarized below:

Beginning balance

Included in earnings

Included in other comprehensive
income (loss)

Purchases, issuances, sales and other
dispositions:

Purchases

Issuances

Sales

Other dispositions

Transfers into Level 3

Transfers out of Level 3

Ending balance

Beginning balance

Included in earnings

Included in other comprehensive
income (loss)

Purchases, issuances, sales and other
dispositions:

Purchases

Issuances

Sales

Other dispositions

Transfers into Level 3

Transfers out of Level 3

Ending balance

22

Quarter Ended June 30, 2014

Assets
Fixed maturity

securities available

for sale
$1,357
56

(34

(102

$1,277

Equity securities
available

for sale

$—

Six Months Ended June 30, 2014

Assets

Fixed maturity
securities available
for sale

$1,433

56

(110 )
(102 )
$1,277

Equity securities
available
for sale

$—

Total

$1,357
56

(34

Total

$1,433
56

(110

Liabilities
GMWB

$(3,870
138

) —

186

) (18

$(3,564

Liabilities
GMWB

$(4,703 )
875

244

20

$(3,564 )

29



Edgar Filing: KANSAS CITY LIFE INSURANCE CO - Form 10-Q

Table of Contents
Kansas City Life Insurance Company
Notes to Consolidated Financial Statements—(Continued) (Unaudited)

Year Ended December 31, 2013

Assets Liabilities
Fixed maturity Equity securities
securities available  available Total GMWB
for sale for sale
Beginning balance $46,133 $1,255 $47,388 $(1,080
Included in earnings (59 ) 641 582 (4,208
.Included in other comprehensive 237 627 ) (340 ) —
income (loss)
Purchases, issuances, sales and other
dispositions:
Purchases — — — —
Issuances — — — 737
Sales — — — —
Other dispositions (839 ) (1,269 ) (2,108 ) (152
Transfers into Level 3 116 — 116 —
Transfers out of Level 3 (44,205 ) — (44,205 ) —
Ending balance $1,433 $— $1,433 $(4,703

)

The Company did not exclude any realized or unrealized gains or losses on items transferred into Level 3 in any of the

periods presented. Depending upon the availability of Level 1 or Level 2 pricing, specific securities may transfer into

or out of Level 3. The Company did not have any transfers between Level 1 and Level 2 during the second quarters or

six months ended June 30, 2014 and 2013.
The Company's primary category of assets using Level 3 fair values is fixed maturity securities, totaling $1.3 million
at June 30, 2014. These assets are valued using comparable security valuations through the unobservable input of
estimated discount spreads. Specifically, the Company reviews the values and discount spreads on similar securities
for which such information is observable in the market. Estimates of increased discount spreads are then determined
based upon the characteristics of the securities being evaluated.
The fair value of the GMWB embedded derivative is calculated using a discounted cash flow valuation model that
projects future cash flows under multiple risk neutral stochastic equity scenarios. The risk neutral scenarios are
generated using the current swap curve and projected equity volatilities and correlations. The equity correlations are
based on historical price observations. For policyholder behavior assumptions, expected lapse and utilization
assumptions are used and updated for actual experience. The mortality assumption uses the 2000 US Annuity Basic
Table Mortality Table. The present value of cash flows is determined using the discount rate curve, based upon
London InterBank Offered Rate (LIBOR) plus a credit spread.
The following table presents the valuation method for material financial instruments included in Level 3, as well as
the unobservable inputs used in the valuation of those financial instruments at June 30, 2014.

Fair Value  Valuation Technique Unobservable Inputs Range

Embedded Derivative - Actuarial cash flow . 80% of US Annuity Basic
GMWB 33564 ) fodel Mortality Table (2000)
0%-16% depending on
Lapse product/duration/funded

status of guarantee
0%-80% depending on

Benefit Utilization age/duration/funded status of

guarantee
0.54%-1.39%
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The GMWRB liability is sensitive to changes in observable and unobservable inputs. Observable inputs include
risk-free rates, index returns, volatilities, and correlations. Increases in risk-free rates and equity returns reduce the
liability, while increases in volatilities increase the liability. The Company's mortality, lapse, benefit utilization and
nonperformance risk adjustment are unobservable. Increases in mortality, lapses and credit spreads used for
nonperformance risk reduce the liability, while increases in benefit utilization increase the liability.

The Company estimates that the impact of unobservable inputs at June 30, 2014 is as follows: a 10% increase in the
mortality assumption would reduce the liability less than $0.1 million; a 10% decrease in the lapse assumption would
increase the liability $0.1 million; a 10% increase in the benefit utilization would increase the liability $0.5 million;
and a 10 basis point increase in the credit spreads used for non-performance would decrease the liability $0.3 million.

The table below is a summary of fair value estimates at June 30, 2014 and December 31, 2013 for financial
instruments. The total of the fair value calculations presented below may not be indicative of the value that can be

obtained.

June 30, 2014 December 31, 2013

\C]:lrl}émg Fair Value Siﬁ}élng Fair Value
Assets:
Investments:
Fixed maturity securities available for sale $2,762,031 $2,762,031 $2,618,620 $2.,618,620
Equity securities and other invested assets 31,459 31,459 34,386 34,386
Mortgage loans 572,831 604,859 629,256 658,142
Policy loans 83,223 83,223 83,518 83,518
Cash and short-term financial assets 44,226 44,226 48,909 48,909
Separate account assets 410,700 410,700 393,416 393,416
Liabilities:
Individual and group annuities $1,096,649 $1,075,690 $1,100,495 $1,078,618
Supplementary contracts and annuities
without life contingencies 54,567 53,315 $51,624 $50,097
Separate account liabilities 410,700 410,700 393,416 393,416
Other policyholder funds - GMWB (3,564 (3,564 ) (4,703 ) (4,703 )
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5. Financing Receivables

The Company has financing receivables that have both a specific maturity date, either on demand or on a fixed or
determinable date, and are recognized as assets in the Consolidated Balance Sheets.

The table below identifies the Company’s financing receivables by classification amount at June 30, 2014 and
December 31, 2013.

June 30 December 31
2014 2013
Receivables:
Agent receivables, net (allowance $1,872; 2013 - $2,245) $1,787 $1,660
Investment-related financing receivables:
Mortgage loans, net (allowance $2,955; 2013 - $3,251) 572,831 629,256
Total financing receivables $574,618 $630,916

The following table details the activity of the allowance for uncollectible accounts on agent receivables at June 30,
2014 and December 31, 2013.

June 30 December 31
2014 2013
Beginning of year $2,245 $2,261
Additions 162 69
Deductions (535 ) (85
End of period $1,872 $2,245

The following table details the mortgage loan portfolio as collectively or individually evaluated for impairment at
June 30, 2014 and December 31, 2013.

June 30 December 31

2014 2013
Mortgage loans collectively evaluated for impairment $531,807 $582,679
Mortgage loans individually evaluated for impairment 43,979 49,828
Allowance for potential future losses (2,955 ) (3,251
Carrying value $572,831 $629,256

)

The following table details the activity of the allowance for potential future losses on mortgage loans at June 30, 2014

and December 31, 2013.

June 30 December 31
2014 2013
Beginning of year $3,251 $3,346
Provision — —
Deductions (296 ) (95
End of period $2,955 $3,251
25
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Agent Receivables
The Company has agent receivables that are classified as financing receivables and are reduced by an allowance for
doubtful accounts. These trade receivables from agents are long-term in nature and are specifically assessed as to the
collectability of each receivable. The Company's gross agent receivables totaled $3.7 million at June 30, 2014 with an
allowance for doubtful accounts totaling $1.9 million. Gross agent receivables totaled $3.9 million with an allowance
for doubtful accounts of $2.2 million at December 31, 2013. The Company had no material troubled debt that was
restructured or modified during any of the periods presented. The Company has two types of agent receivables
including:
:Agent specific loans. At June 30, 2014 and December 31, 2013, these loans totaled $1.1 million with an allowance for
doubtful accounts of $0.3 million.
Various agent commission advances and other commission receivables. Gross agent receivables in this category
totaled $2.6 million, and the allowance for doubtful accounts was $1.6 million as of June 30, 2014. Gross agent
receivables totaled $2.8 million, and the allowance for doubtful accounts was $1.9 million at December 31, 2013.
Mortgage Loans
The Company considers its mortgage loan portfolio to be long-term financing receivables. Mortgage loans are stated
at cost, adjusted for amortization of premium and accrual of discount, less an allowance for potential future losses.
Loans in foreclosure, loans considered impaired, or loans past due 90 days or more are placed on non-accrual status.
Payments received on loans in a non-accrual status for these reasons are applied first to interest income not collected
while on non-accrual status, followed by fees, accrued and past-due interest, and principal.
If a mortgage loan is determined to be on non-accrual status, the Company does not accrue interest income. The loan
is independently monitored and evaluated as to potential impairment or foreclosure. If delinquent payments are made
and the loan is brought current, then the Company returns the loan to active status and accrues income accordingly.
Generally, the Company considers its mortgage loans to be a portfolio segment. The Company considers its primary
class to be property type. The Company primarily uses loan-to-value as its credit risk quality indicator but also
monitors additional secondary risk factors, such as geographic distribution both on a regional and specific state basis.
The mortgage loan portfolio segment is presented by property type in a table in Note 3 - Investments, as are
geographic distributions by both region and state. These measures are also supplemented with various other analytics
to provide additional information concerning potential impairment of mortgage loans and management's assessment of
financing receivables.
The following table presents an aging schedule for delinquent payments for both principal and interest at June 30,
2014 and December 31, 2013, by property type.
Amount of Payments Past Due

Book Value 30-59 Days 60-89 Days > 90 Days Total

June 30, 2014

Industrial $— $— $— $— $—
Office 7,880 15 — 916 931
Medical — — — — —
Other — — — — —
Total $7,880 $15 $— $916 $931
December 31, 2013

Industrial $— $— $— $— $—
Office 8,497 24 — 829 853
Medical 3,921 32 — — 32
Other — — — — —
Total $12,418 $56 $— $829 $885

34



Edgar Filing: KANSAS CITY LIFE INSURANCE CO - Form 10-Q

As of June 30, 2014, there were three mortgage loans that were 30 days or more past due, including two that were
over 90 days past due. The two loans that were over 90 days past due were in the process of foreclosure. In July 2014,
the book value of one of the loans in the foreclosure process was transferred to real estate without a loss.
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As of December 31, 2013, there were five mortgage loans that were 30 days or more past due, including two over 90
days past due. The two loans that were over 90 days past due were in the process of foreclosure at December 31,
2013.

The Company had no troubled loans that were restructured or modified in 2014 or 2013.

Management's periodic evaluation and assessment of the adequacy of the allowance for potential future losses is based
on known and inherent risks in the portfolio, historical and industry data, current economic conditions, and other
relevant factors. The Company assesses the amount it maintains in the mortgage loan allowance through an
assessment of what the Company believes are relevant factors at both the macro-environmental level and specific loan
basis. A loan is considered impaired if it is probable that contractual amounts due will not be collected. The
Company's allowance for credit losses was $3.0 million at June 30, 2014 and $3.3 million at December 31, 2013. For
information regarding management's periodic evaluation and assessment of mortgage loans and the allowance for
potential future losses, please refer to Note 6 - Financing Receivables in the Company's 2013 Form 10-K.

6. Variable Interest Entities

The Company invests in certain affordable housing and real estate joint ventures which are considered to be variable
interest entities (VIEs) and are included in Real Estate in the Consolidated Balance Sheets. The assets held in
affordable housing real estate joint venture VIEs are primarily residential real estate properties that are restricted to
provide affordable housing under federal or state programs for varying periods of time. The restrictions primarily
apply to the rents that may be paid by tenants residing in the properties during the term of an agreement to remain in
the affordable housing program. Investments in real estate joint ventures are equity interests in partnerships or limited
liability corporations that may or may not participate in profits or residual value. In certain cases, the Company may
issue fixed-rate senior mortgage loan investments secured by properties controlled by VIEs. These investments are
classified as mortgage loans in the Consolidated Balance Sheets, and the income received from such investments is
recorded as investment income in the Consolidated Statements of Comprehensive Income. For additional information,
please refer to Note 7 - Variable Interest Entities in the Company's 2013 Form 10-K.

The following table presents the carrying amount and maximum exposure to loss relating to VIEs for which the
Company holds a variable interest, but is not the primary beneficiary, and which had not been consolidated at June 30,
2014 and December 31, 2013. The table includes investments in five real estate joint ventures and 23 affordable
housing real estate joint ventures at June 30, 2014 and investments in six real estate joint ventures and 25 affordable
housing real estate joint ventures at December 31, 2013.

June 30 December 31
2014 2013
Carrying Maximum Carrying Maximum
Exposure Exposure
Amount Amount
to Loss to Loss
Real estate joint ventures $21,996 $21,996 $22.104 $22,104
Affordable housing real estate joint ventures 17,724 57,700 19,422 61,624
Total $39,720 $79,696 $41,526 $83,728

The maximum exposure to loss relating to the real estate joint ventures and affordable housing real estate joint
ventures, as shown in the table above, is equal to the carrying amounts plus any unfunded equity commitments,
exposure to potential recapture of tax credits, guarantees of debt, or other obligations of the VIE with recourse to the
Company. Unfunded equity and loan commitments typically require financial or operating performance by other
parties and have not yet become due or payable but which may become due in the future.

At June 30, 2014, the Company had no unfunded commitments, compared to $0.2 million at December 31, 2013.
There were no mortgage loan commitments outstanding to the real estate joint venture VIEs at either June 30, 2014 or
December 31, 2013. At June 30, 2014, the Company had no unfunded equity commitments for the development of
properties owned, compared to $0.2 million at December 31, 2013. The loan commitments are included in Note 15 -
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Commitments. The Company also has contingent commitments to fund additional equity contributions for operating
support to certain real estate joint venture VIEs, which could result in additional exposure to loss. However, the
Company is not able to quantify the amount of these contingent commitments.

In addition, the maximum exposure to loss on affordable housing joint ventures at June 30, 2014 and December 31,
2013 included $22.3 million and $22.5 million, respectively, of losses which could be realized if the tax credits
received by the VIEs were recaptured. Recapture events would cause the Company to reverse some or all of the
benefit previously recognized by the Company
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or third parties to whom the tax credit interests were transferred. A recapture event can occur at any time during a
15-year required compliance period. The principal causes of recapture include financial default and non-compliance
with affordable housing program requirements by the properties controlled by the VIE. The potential exposure due to
recapture may be mitigated by guarantees from the managing member or managing partner in the VIE, insurance
contracts, or changes in the residual value accruing to the Company's interests in the VIEs.

7. Separate Accounts

Separate account assets and liabilities arise from the sale of variable universal life insurance and variable annuity
products. The separate account represents funds segregated for the benefit of certain policyholders who bear the
investment risk. The assets are legally segregated and are not subject to claims which may arise from any other
business of the Company. The separate account assets and liabilities, which are equal, are recorded at fair value based
upon NAYV of the underlying investment holdings as derived from closing prices on a national exchange or as
provided by the issuer. Policyholder account deposits and withdrawals, investment income, and realized investment
gains and losses are excluded from the amounts reported in the Consolidated Statements of Comprehensive Income.
Revenues to the Company from separate accounts consist principally of contract charges, which include maintenance
charges, administrative fees, and mortality and risk charges.

The Company has a guaranteed minimum withdrawal benefit (GMWB) rider that can be added to new or existing
variable annuity contracts. The rider provides an enhanced withdrawal benefit that guarantees a stream of income
payments to an owner or annuitant, regardless of the contract account value. The value of the separate accounts with
the GMWB rider is recorded at fair value of $133.6 million at June 30, 2014 (December 31, 2013 - $123.9 million).
The guarantee liability was $(3.6) million at June 30, 2014 (December 31, 2013 - $(4.7) million). The change in this
value is included in Policyholder benefits in the Consolidated Statements of Comprehensive Income. The value of
variable annuity separate accounts with the GMWB rider is recorded in separate account liabilities, and the value of
the rider is included in other policyholder funds in the Consolidated Balance Sheets.

In April 2013, the Company acquired a closed block of variable universal life insurance policies and variable annuity
contracts from American Family. Please refer to the Reinsurance Transaction section of Note 1 - Nature of Operations
and Significant Accounting Policies. The Company receives fees based upon both specific transactions and the fund
value of the block of policies, as provided under modified coinsurance transactions. Also, as required under modified
coinsurance transaction accounting, the separate account fund balances totaling $324.0 million at June 30, 2014 were
not recorded in the Company's financial statements. The coinsurance portion of the transaction represented
approximately $23.6 million in fund value and $0.6 million in future policy benefits at acquisition. The fund value and
future policy benefits approximated $25.9 million and $0.6 million at June 30, 2014, respectively. The Company
recorded these general account obligations as a component of Policyholder account balances.

8. Notes Payable

The Company had no notes payable at June 30, 2014 or December 31, 2013.

As a member of the Federal Home Loan Bank of Des Moines (FHLB) with a capital investment of $4.9 million, the
Company has the ability to borrow on a collateralized basis from the FHLB. The Company received an insignificant
amount of dividends on the capital investment in both the second quarters and six months of 2014 and 2013.

The Company had unsecured revolving lines of credit of $60.0 million with two major commercial banks with no
balances outstanding at June 30, 2014 or December 31, 2013. The lines of credit are at variable interest rates based
upon short-term indices, and will mature in June of 2015. The Company anticipates renewing these lines of credit as
they come due.
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9. Income Taxes

The following table provides a reconciliation of the federal income tax rate to the Company's effective income tax rate
for the second quarters and six months ended June 30, 2014 and 2013.

Federal income tax rate

Tax credits, net of equity adjustment

Permanent differences
Effective income tax rate

Quarter Ended

June 30

2014 2013
35 % 35
@ Y% (2

(1 Y% (1
32 % 32

%
)%
)%

%

The Company did not have any uncertain tax positions at June 30, 2014.
At June 30, 2014, the Company had a current tax asset of $1.6 million and an $84.9 million net deferred tax liability,
compared to a $0.7 million current tax asset and a $68.0 million net deferred tax liability at December 31, 2013.

10. Pensions and Other Postemployment Benefits (OPEB)
The following table provides the components of net periodic benefit cost for the second quarters and six months ended

June 30, 2014 and 2013.

Service cost

Interest cost

Expected return on plan assets
Amortization of:

Unrecognized actuarial net loss
Unrecognized prior service credit
Curtailment

Net periodic benefit cost (credit)

Service cost

Interest cost

Expected return on plan assets
Amortization of:

Unrecognized actuarial net loss
Unrecognized prior service credit
Curtailment

Net periodic benefit cost (credit)
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Pension Benefits

Quarter
June 30
2014
$—
1,550
(2,580

430

$(600

Ended

)

)

Pension Benefits
Six Months Ended

June 30
2014

$—

3,101

(5,161 )

859

$(1,201 )

2013
$—
2,670
(4,614

1,196

$(748

OPEB
Quarter Ended
June 30
2013 2014
$— $153
1,335 374
(2,307 ) —
598 21
— (286 )
$(374 ) $262
OPEB
Six Months Ended
June 30
2014 2013
$306 $473
749 711
) — _
43 103
(573 ) (174 )
— (116 )
) $525 $997

Six Months Ended
June 30

2014

35 %
2 )%
(1 )%
32 %

2013

35 %
2 )%
¢! )%
32 %

2013
$224
349

45

(111 )
(116 )
$391
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Included in the Company's OPEB was a medical insurance plan for retired agents. During the second quarter of 2013,
the Company notified the participants that this benefit was being terminated effective December 31, 2013. This
benefit termination required a re-valuation of the plan, which was performed effective June 10, 2013 and resulted in a
plan curtailment. The curtailment resulted in the immediate recognition of reduced operating expenses of $0.1 million
and a reduced liability of $4.4 million.

11. Share-Based Payment

The Company has a long-term incentive plan for senior management that provides a cash award to participants for the
increase in the share price of the Company's common stock through units (phantom shares) assigned by the Board of
Directors. The cash award is calculated over a three-year interval on a calendar year basis. At the conclusion of each
three-year interval, participants will receive a cash award based on the increase in the share price during a defined
measurement period, multiplied by the number of units. The increase in the share price will be determined based on
the change in the share price from the beginning to the end of the three-year interval. Dividends are accrued and paid
at the end of each three-year interval to the extent that they exceed negative stock price appreciation. Plan payments
are contingent on the continued employment of the participant unless termination is due to a qualifying event such as
death, disability, or retirement. In addition, all payments are lump sum with no deferrals allowed. The Company does
not make payments in shares, warrants, or options.

During the first quarters of 2014 and 2013, the plan made payments of $3.8 million and $2.4 million for the three-year
intervals ended December 31, 2013 and 2012, respectively. No payments were made to plan participants during the
second quarters of 2014 or 2013.

At each reporting period, an estimate of the share-based compensation expense is accrued, utilizing the share price at
the period end. The change in accrual for share-based compensation that reduced operating expense in the second
quarter of 2014 was $0.4 million, net of tax. The cost of share-based compensation accrued as an operating expense in
the second quarter of 2013 was $0.2 million, net of tax. The cost of share-based compensation accrued as an operating
expense for the six months ended June 30, 2014 and 2013 was $0.1 million and $0.5 million, respectively.
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12. Comprehensive Income (Loss)
Comprehensive income (loss) is comprised of net income and other comprehensive income (loss). Other
comprehensive income (loss) includes the unrealized investment gains or losses on securities available for sale (net of
reclassifications for realized investment gains or losses) net of adjustments to deferred acquisition costs (DAC) and
value of business acquired (VOBA), future policy benefits, and policyholder account balances (including deferred
revenue liability). In addition, other comprehensive income (loss) includes the change in the liability for benefit plan
obligations. Other comprehensive income (loss) reflects these items net of tax.
The table below provides information about comprehensive income (loss) for the second quarters and six months
ended June 30, 2014 and 2013.

Quarter Ended June 30, 2014

Pre-Tax Tax Expense Net-of-Tax
Amount or (Benefit) Amount
Net unrealized gains (losses) arising during the year:
Fixed maturity securities $31,332 $10,967 $20,365
Equity securities 660 231 429
Less reclassification adjustments:
Net realized investment gains, excluding impairment 662 232 430
losses
Othejr—than-temporary impairment losses recognized in (243 ) (84 ) (159 )
earnings
Other-than-temporary impairment losses recognized in
R 136 47 89
other comprehensive income (loss)
Net unrealized losses excluding impairment losses 31,437 11,003 20,434
Effect on DAC and VOBA (2,348 ) (822 ) (1,526 )
Future policy benefits (4,507 ) (1,578 ) (2,929 )
Policyholder account balances (174 ) (61 ) (113 )
Other comprehensive income $24.,408 $8,542 15,866
Net income 8,457
Comprehensive income $24,323

31

41



Edgar Filing: KANSAS CITY LIFE INSURANCE CO - Form 10-Q

Table of Contents
Kansas City Life Insurance Company

Notes to Consolidated Financial Statements—(Continued) (Unaudited)

Net unrealized losses arising during the year:

Fixed maturity securities

Equity securities

Less reclassification adjustments:

Net realized investment gains, excluding impairment
losses

Other-than-temporary impairment losses recognized in
earnings

Other-than-temporary impairment losses recognized in
other comprehensive income (loss)

Net unrealized losses excluding impairment losses
Change in benefit plan obligations

Effect on DAC and VOBA

Future policy benefits

Policyholder account balances

Other comprehensive loss

Net income

Comprehensive loss

Net unrealized gains (losses) arising during the year:
Fixed maturity securities

Equity securities

Less reclassification adjustments:

Net realized investment gains, excluding impairment
losses

Other-than-temporary impairment losses recognized in
earnings

Other-than-temporary impairment losses recognized in
other comprehensive income (loss)

Net unrealized gains excluding impairment losses
Effect on DAC and VOBA

Future policy benefits

Policyholder account balances

Other comprehensive income

Net income

Comprehensive income

32

Quarter Ended June 30, 2013

Pre-Tax
Amount

$(94,723
(541

1,663
(272

41

(96,696
7,708
14,624
10,210
477
$(63,677

Six Months Ended June 30, 2014

Pre-Tax
Amount

$65,574
1,594

1,505

(456 )

187
65,932

(7,051 )
(10,096 )
(375 )

$48,410

Tax Expense Net-of-Tax
or (Benefit) Amount
) $(33,152 ) $(61,571
) (190 ) (351
582 1,081
) (96 ) (176
15 26
) (33,843 ) (62,853
2,698 5,010
5,119 9,505
3,573 6,637
167 310
) $(22,286 ) (41,391
10,851
$(30,540
Tax Expense  Net-of-Tax
or (Benefit) Amount
$22,951 $42,623
558 1,036
527 978
(159 ) (297 )
65 122
23,076 42,856
(2,468 ) (4,583 )
(3,534 ) (6,562 )
(131 ) (244 )
$16,943 $31,467
13,959
$45,426
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Net unrealized losses arising during the year:

Fixed maturity securities

Equity securities

Less reclassification adjustments:

Net realized investment gains, excluding impairment
losses

Other-than-temporary impairment losses recognized in
earnings

Other-than-temporary impairment losses recognized in
other comprehensive income (loss)

Net unrealized losses excluding impairment losses
Change in benefit plan obligations

Effect on DAC and VOBA !

Future policy benefits

Policyholder account balances

Other comprehensive loss

Net income

Comprehensive loss

Six Months Ended June 30, 2013
Tax Expense
or (Benefit)

Pre-Tax
Amount

$(104,010
(230

2,275
(459

99

(106,155
7,708
38,656
10,652
495
$(48,644

)

$(36,403
(81

796
(161

35

(37,154
2,698
13,530
3,728
173
$(17,025

)

)

Net-of-Tax
Amount

$(67,607
(149

1,479
(298

64

(69,001
5,010
25,126
6,924
322
$(31,619
16,039
$(15,580

)
)

, The pre-tax amount includes $16.0 million for a one-time refinement in estimate and $5.6 million for the effect on

the deferred revenue liability.

The following table provides accumulated balances related to each component of accumulated other comprehensive

income at June 30, 2014, net of tax.

Unrealized Unrealized

Gain (Loss) on Gain (Loss) on Benefit DAC/
. . Plan VOBA
Non-Impaired Impaired Obligations Tmpact
Securities Securities
Beginning of year $ 78,496 $ 2,381 $(38,363 )
Other comprehensive
ncome (loss) 40,020 2,033 — (4,545
before
reclassification
Amounts reclassified
from accumulated
other 978 (175 ) —
comprehensive
income
Net current-period
other 40,998 1,858 — (4,583
comprehensive
income (loss)
End of period $ 119,494 $ 4,239 $(38,363 )
33

Future
Policy
Benefits

$(17,536) $(10,478) $(330

) (6,562

) (6,562

Policyholder
Account
Balances

) (244

) (244

$(22,119) $(17,040) $(574

Total

$14,170

30,702

765

31,467

$45,637
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The following table presents the pre-tax and the related income tax expense (benefit) components of the amounts
reclassified from the Company's accumulated other comprehensive income to the Company's Consolidated Statements
of Comprehensive Income for the second quarters and six months ended June 30, 2014 and 2013.

Quarter Ended Six Months Ended
June 30 June 30
2014 2013 2014 2013
Reclassification adjustments related to unrealized gains (losses)
on investment securities:
Having 1mpa1rmepts recognized in the Consolidated St.atements$ 662 $1.663 $1.505 $2.275
of Comprehensive Income !
Income tax expense 2 (232 ) (582 ) (527 ) (796 )
Net of taxes 430 1,081 978 1,479

Having no impairments recognized in the Consolidated

Statements of Comprehensive Income ! (107 ) (231 ) (269 ) (360 )

Income tax benefit 2 37 81 94 126

Net of taxes (70 ) (150 ) (175 ) (234 )
Reclassification adjustment related to DAC and VOBA ! (17 ) (5 ) (58 ) (28 )
Income tax benefit (expense) 2 6 2 20 10

Net of taxes (11 ) (3 ) (38 ) (18 )
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