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INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

September 30, December 31,
2003 2002
(Unaudited)
ASSETS:
Investments:
Short-term investments $ 1,738 $ 1,101
Securities purchased under agreements to resell 34,571 25,805
Fixed maturities 436,521 429,217
Equity securities 25,409 14,745
American |ndependence Corp. 20,214 11,055
Other investments 44,152 62,713
Total investments 562,605 544,636
Cash and cash equivalents 32,473 13,292
Due from brokers 22,668 6,878
Deferred acquisition costs 27,420 26,427
Due and unpaid premiums 5,946 7,303
Due from reinsurers 137,183 125,874
Notes and other receivables 8,568 7,989
Other assets 15,025 11,729
TOTAL ASSETS $ 811,888 $ 744,128
LIABILITIESAND STOCKHOLDERS EQUITY:
LIABILITIES:
Future insurance policy benefits $ 327,720 $ 308,611
Funds on deposit 198,760 191,386
Unearned premiums 16,908 16,502
Policy claims 7,042 7,654
Other policyholders funds 5,118 4,686
Due to brokers 45,070 32,488
Dueto reinsurers 7,191 6,232
Accounts payable, accruals and other liabilities 17,106 14,413
Trust preferred securities 10,000 -
Debt 12,500 8,438
TOTAL LIABILITIES 647,415 590,410
STOCKHOLDERS EQUITY:
Preferred stock (none issued) - -
Common stock, 7,729,388 and 7,746,262 shares
issued and outstanding, net of 2,055,268 and
2,038,394 sharesin treasury 7,729 7,746
Paid-in capital 75,610 77,539
Accumulated other comprehensive income:
Unrealized gains on investments, net 508 1,695
Retained earnings 80,626 66,738
TOTAL STOCKHOLDERS EQUITY 164,473 153,718
TOTAL LIABILITIES AND
STOCKHOLDERS EQUITY $ 811,888 $ 744,128

See accompanying notes to consolidated financial statements.



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF OPERATIONS

(In thousands, except per share data)

REVENUES:
Premiums earned
Net investment income
Net realized (losses) gains
Equity income (loss) from American
Independence Corp.
Other income (expense)

EXPENSES:
Insurance benefits, claims and reserves
Amortization of deferred acquisition
costs
Selling, general and administrative
expenses
Interest expense

Income before income taxes
Income tax expense

Net income
Basic income per common share

WEIGHTED AVERAGE BASIC
COMMON SHARES

Diluted income per common share

WEIGHTED AVERA GE DILUTED
COMMON SHARES

Three Months Ended

Nine Months Ended

September 30, September 30,
2003 2002 2003 2002
(Unaudited)

37,996 36,932 $ 109,008 $ 99,441
8,715 9,014 26,953 28,135
(159) 138 518 464

770 (600) 1,707 (600)
273 1,502 (15) 5,171

47,595 46,986 138,171 132,611

26,061 28,741 74,736 75,803
2,062 1,422 5,286 4,354

12,388 10,026 36,117 32,947

259 113 608 336

40,770 40,302 116,747 113,440
6,825 6,684 21,424 19,171
2,332 2,410 7,536 6,855
4,493 4,274 $ 13,888 $ 12,316

.58 .55 $ 1.79 $ 158
7,728 7,790 7,767 7,788
.57 .53 $ 1.75 $ 154
7,910 8,025 7,918 8,015

See accompanying notes to consolidated financial statements.



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTSOF CASH FLOWS (in thousands)
NINE MONTHSENDED SEPTEMBER 30, 2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 13,888 $ 12,316
Adjustments to reconcile net income to net cash provided by

operating activities:

Amortization of deferred acquisition costs 5,286 4,354
Net realized gains (518) (464)
Depreciation and amortization 564 627
Deferred tax expense (benefit) 1,859 (67)
Other (354) (837)
Changesin assets and liabilities:
Net sales of trading securities 202 9
Changein insurance liabilities 21,297 26,689
Additionsto deferred acquisition costs (5,654) (5,779)
Change in net amounts due from and to reinsurers (10,350) (5,809)
Change in income tax liability (1,879) 2,582
Changein due and unpaid premiums 1,357 (909)
Other (1,556) (326)
Net cash provided by operating activities 24,142 32,386
CASH FLOWS FROM INVESTING ACTIVITIES:
Change in net amount due from and to brokers (3,208) (8,132
Net (purchases) sales of short-term investments (633) 2,385
Net purchases of securities under agreementsto resell (8,766) (41,104)
Sales and maturities of fixed maturities 1,091,557 1,285,618
Purchases of fixed maturities (1,102,059) (1,247,008)
Sales of equity securities 13,711 20,061
Purchases of equity securities (23,360) (15,008)
Additional investment in American |ndependence Corp. (7,439) -
Sales of other investments 38,624 13,108
Additional investmentsin other investments, net of distributions (19,763) (32,369)
Acquisition of companies - (3,357)
Net changein notesreceivable 45 (2,812)
Other (698) (259)
Net cash used by investing activities (21,989) (28,877)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from trust preferred securities 10,000 -
Proceeds from issuance of debt 12,500 -
Repayment of debt (8,438) (1,875)
Proceeds (payments) on investment-type insurance contracts 5,413 (1,768)
Exercise of common stock options 2,122 2
Repurchase of common stock (4,182) (1,647)
Dividends paid (387) (389)
Net cash provided (used) by financing activities 17,028 (5,677)
Increase (decrease) in cash and cash equivalents 19,181 (2,168)
Cash and cash equivalents, beginning of year 13,292 10,395
Cash and cash equivalents, end of period $ 32,473 $ 8,227

See accompanying notesto consolidated financial statements.



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 1 SIGNIFICANT ACCOUNTING POLICIESAND PRACTICES
(A) Businessand Organization

Independence Holding Company ("IHC") is a holding company principally engaged in
the life and health insurance business through its wholly-owned subsidiaries, Standard Security
Life Insurance Company of New York ("Standard Life") and Madison Nationa Life Insurance
Company, Inc. ("Madison Life") and their subsidiaries (collectively, the "Insurance Group").
IHC and its subsidiaries (including the Insurance Group) are collectively referred to as the
"Company."

The Company also owns 31.7% of American Independence Corp. ("TAMIC"). AMIC isan
insurance holding company that owns three managing general underwriters that produce business
for, and areinsurer that assumes business from, Standard Life and Madison Life.

Geneve Corporation, a diversified financial holding company, and its affiliated entities
(collectively, "Geneve') held approximately 59% of IHC's outstanding common stock at
September 30, 2003.

(B)  Principles of Consolidation and Preparation of Financial Statements

The consolidated financial statements have been prepared in accordance with the
requirements for quarterly reports on Form 10-Q. In the opinion of management, all adjustments
(consisting only of normal recurring accruals) that are necessary for a fair presentation of the
consolidated results of operations for the interim periods have been included. The consolidated
results of operations for the three and nine months ended September 30, 2003 are not necessarily
indicative of the results to be anticipated for the entire year. The consolidated financial
statements should be read in conjunction with the consolidated financial statements and the notes
included in IHC's Annua Report on Form 10-K for the year ended December 31, 2002. Certain
amounts in the prior year's consolidated financial statements and have been reclassified to
conform to the 2003 presentation.

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect: (i) the reported amounts of assets and liabilities; (ii) the disclosure of
contingent assets and liabilities at the date of the financial statements; and (iii) the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 1 SIGNIFICANT ACCOUNTING POLICIES AND PRACTICES (Continued)
(C)  Stock-Based Compensation

The Company applies Accounting Principles Board ("APB") Opinion No. 25,
"Accounting for Stock Issued to Employees’, and related interpretations in accounting for its
stock option plan. Since stock options under the plan are issued with an exercise price equal to
the stock's fair vaue on date of grant, no compensation cost has been recognized in the
Consolidated Statements of Operations. The Company follows the disclosure provisions of
Statement of Financial Accounting Standards ("SFAS') No. 123, "Accounting for Stock-Based
Compensation”. In December 2002, the FASB issued SFAS No. 148, "Accounting for Stock-
Based Compensation — Transition and Disclosure” ("SFAS 148"). SFAS 148 amends SFAS 123
to provide alternative methods of transition for a voluntary change from the intrinsic value
method to the fair value based method of accounting for stock-based compensation. At
September 30, 2003, the Company continued to apply the intrinsic value method. SFAS 148 also
requires more prominent disclosures in both annual and interim financial statements about the
method used and its effect on reported resullts.



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 1 SIGNIFICANT ACCOUNTING POLICIES AND PRACTICES (Continued)
(C) Stock-Based Compensation (Continued)

SFAS No. 123 establishes a fair value based method of accounting for stock-based
compensation plans as an aternative to APB Opinion No. 25. Under SFAS No. 123, the
compensation cost for options is measured at the grant date based on the value of the award, and
such cost is recognized as an expense over the vesting period of the options. Compensation cost
for stock appreciation rights ("SARS") is recognized over the service period of the award under
both APB Opinion No. 5 and SFAS No. 123. Had the Company applied SFAS No. 123 in
accounting for stock-based compensation awards, net income and net income per share for the
three months and nine months ended September 30, 2003 and 2002 would have been as follows:

ThreeMonths Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
(in thousands, except per sharedata)
Net income, as reported $ 4,493 $ 4274 $ 13888 $ 12316
Add SAR expenseincluded in
reported net income, net of tax 10 - 29 130
Deduct SAR and stock option
expense under SFAS No. 123
net of tax (183) (68) (420) (486)
Pro forma net income $ 4320 $ 4206 $ 13497 $ 11,960

Basic income per common share:

As reported $ 58 $ 55 $ 179 $ 158

Pro forma $ 56 $ 54 3% 174 $ 154
Diluted income per common share:

As reported $ 57 $ 53 $ 175 $ 154

Pro forma $ 55 $ 52 $ 171 $ 149

NOTE 2. INCOME PER COMMON SHARE

Included in the diluted earnings per share calculation are 182,000 and 235,000 shares for
the three months ended September 30, 2003 and 2002, respectively, and 151,000 and 227,000
shares for the nine months ended September 30, 2003 and 2002, respectively, from the assumed
exercise of options using the treasury stock method. Net income does not change as a result of
the assumed dilution of options.



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 3. INCOME TAXES

The provision for income taxes shown in the consolidated statements of operations was
computed based on the Company's estimate of the effective tax rate expected to be applicable for
the current year.

The income tax benefit for the nine months ended September 30, 2003, allocated to
stockholders' equity for the decrease in the net unrealized gains on investment securities was
$691,000. The related deferred tax liability decreased to $282,000 at September 30, 2003 from
$973,000 at December 31, 2002.

NOTE 4. SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Cash payments for income taxes were $5,880,000 and $3,954,000 for the nine months
ended September 30, 2003 and 2002, respectively. Cash payments for interest were $371,000
and $336,000 for the nine months ended September 30, 2003 and 2002, respectively.

NOTE 5. COMPREHENSIVE INCOME

The components of comprehensive income include net income or loss reported in the
consolidated statements of operations amd unrealized gains and losses reported directly in
stockholders equity. The latter amounts consist of unrealized (losses) gains on available-for-sale
securities, net of taxes and deferred acquisition costs. Comprehensive income for the three
months and nine months ended September 30, 2003 and 2002 is as follows:

Three Months Ended Nine M onths Ended
September 30, September 30,
2003 2002 2003 2002
Net income $ 4,493 $ 4274 $ 13,888 $ 12,316
Unresdlized (losses) gains on
available-for-sale securities (2,158) 722 (1,187) (1,323
Comprehensive income $ 2,335 $ 499% $ 12,701 $ 10,993




INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 6. SEGMENT REPORTING

The Insurance Group principally engages in the life and health insurance business.
Interest expense, taxes, and general expenses associated with parent company activities are
included in Corporate. Information by business segment for the three months and nine months
ended September 30, 2003 and 2002 is as follows:

Three Months Ended Nine Months Ended
September 30, September 30,
2003 2002 2003 2002
(in thousands)
Revenues.
Medical stop-loss $ 20833 $ 18049 $ 57,082 $ 50,757
Group disability, life, annuities
and DBL 11,081 11,649 33,325 35,200
Individual life, annuities and
other 10,551 13,476 31,257 35,342
Credit life and disability 4,993 3,651 14,827 10,388
Corporate 296 23 1,162 460
Net redized (losses) gains (159) 138 518 464

$ 4759 $ 46986 $ 138,171 $ 132611

Income befor e income taxes:

Medica stop-loss $ 3,147 $ 364 $ 10,570 $ 9,321
Group disahbility, life, annuities

and DBL 2,885 2,298 5,583 6,065
Individual life, annuities and

other 1,949 1,968 6,398 6,687
Credit life and disability (55) (353 679 (182
Corporate (683) (908) (1,716) (2,849)
Interest expense on debt (259) (113) (608) (336)
Net realized (losses) gains (159 138 518 464

$ 6,825 $ 6,684 $ 21,424 $ 19,171

NOTE 7. RECENT ACCOUNTING PRONOUNCEMENTS

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and Equity” ("SFAS No. 150"), which
requires an issuer of mandatorily redeemable financial instruments to classify such instruments
as a liability and to measure such liability at its present value, using the rate implicit at the
inception of the contract. In addition, all future dividends paid to holders of those instruments are

10



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 7. RECENT ACCOUNTING PRONOUNCEMENTS (Continued)

to be reflected as interest cost. As originally issued, SFAS No. 150 was effective for all financial
instruments entered into or modified after May 31, 2003, and otherwise was effective at the
beginning of the first interim period beginning after June 15, 2003 for financial instruments that
were in existence prior to May 31, 2003. However, the effective date of the statement's
provisions related to the classification and measurement of certain mandatorily redeemable non
controlling interests (such as a consolidated subsidiary's trust preferred securities) has been
deferred indefinitely by the FASB, pending further Board action. Upon adoption of SFAS No.
150, trangition is achieved by reporting the difference, (if any) between the measurement of the
liability upon adoption and the previous carrying value as the cumulative effect of a change in
accounting principle. We do not expect SFAS No. 150 will have a material effect on the
Company's consolidated financial statements, as the trust preferred securities described in Note 9
have been reported as liabilities from their issuance date, which is in accordance with the present
requirements of SFAS No. 150.

In April 2003, the FASB issued SFAS No. 149, "Amendment of Statement 133 on
Derivative Instruments and Hedging Activities' ("SFAS No. 149"). This statement amends and
clarifies accounting for derivative instruments, including certain derivative instruments
embedded in other contracts and for hedging activities under Statement 133. SFAS No. 149 is
effective for contracts entered into or modified after June 30, 2003 and for hedging relationships
designated after June 30, 2003. The provisions of SFAS No. 149 are to be applied prospectively.
Provisions that relate to Statement 133 implementation issues that have been effective for fiscal
guarters that began prior to June 15, 2003, should continue to be applied in accordance with their
respective effective dates. The adoption of SFAS No. 149 did not have an impact on the
Company's consolidated financial statements.

In July 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated with
Exit or Disposal Activities' ("SFAS 146"), which addresses costs associated with an exit activity
(including restructuring) or with disposal of long-lived assets. Those activities can include
eliminating or reducing product lines, terminating employees and contracts, and relocating
facilities and personnel. The provisons of SFAS 146 will not supersede the accounting
reguirements for costs to restructure operations acquired in a business combination. Under SFAS
146, companies are required to record a liability for a cost associated with an exit or disposa
activity when that liability is incured and can be measured at fair value. The new requirements
are effective prospectively for exit and disposal activities initiated after December 31, 2002.
The adoption of SFAS 146 effective as of January 1, 2003 did not affect the Company's
consolidated financial statements.

In November 2002, the FASB issued FASB Interpretation No. 45, "Guarantor's

Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others' ("FIN 45"). This interpretation requires thet certain disclosures be made

11



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 7. RECENT ACCOUNTING PRONOUNCEMENTS (Continued)

by a guarantor in its financial statements about its obligations under guarantees, effective for
financia statements for periods ending after December 15, 2002. FIN 45 also requires the
recognition, at fair value, of aliability by a guarantor at the inception of certain guarantees issued
r modified after December 31, 2002. The adoption of FIN 45 did not have a material effect on
the Company's consolidated financial statements.

In January 2003, the FASB issued FASB Interpretation No. 46, "Consolidation of
Variable Interest Entities” ("FIN 46"). This interpretation provides guidance on the identification
of entities controlled through means other than voting rights. FIN 46 specifies how a business
enterprise should evaluate its interests in a variable interest entity to determine whether to
consolidate that entity. A variable interest entity must be consolidated by its primary beneficiary
if the entity does not effectively disperse risks among the parties involved. A public company
with a variable interest in an entity created before February 1, 2003 must apply FIN 46 in the
first interim or annual period ending after December 15, 2003. The adoption of FIN 46 is not
expected to have a materia effect on the Company's consolidated financial statements.

NOTE 8. AMERICAN INDEPENDENCE CORP.

At September 3, 2003, the Company owned 31.7% of AMIC (an insurance holding
company that does business with the Insurance Group) and accounted for its investment under
the equity method of accounting. The carrying value of the Company's investment in AMIC was
$20,214,000 at September 30, 2003 and its equity income was $1,707,000 and $770,000 for the
nine months and three months ended September 30, 2003, respectively. The Company has
recorded $1,632,000 of goodwill related to its investment in AMIC. The Company completed a
cash tender offer for an additional 1,000,000 shares (approximately 12%) of AMIC's outstanding
common stock on April 22, 2003, at a cost of $9,000,000.

NOTE 9. TRUST PREFERRED SECURITIES

On March 27, 2003, Independence Preferred Trust | (the "Truwst "), a statutory business
trust and wholly-owned subsidiary of the Company, issued securities having an aggregate
liquidation amount of $10,000,000 (the "Capital Securities’) to ingtitutional buyers in a pooled
trust preferred issue. The Trust received gross proceeds of $10,000,000 from the issuance of the
Capital Securities, which the Trust then loaned to the Company to use for genera corporate
purposes. Issuance costs included in other assets from the March 27, 2003 sde totaed
approximately $300,000.

12



INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDITED)

NOTE 9. TRUST PREFERRED SECURITIES (Continued)

The distributions payable on the Capital Securities are cumulative and payable quarterly
in arrears The Company has the right, subject to events of default, to defer payments of interest
on the Capital Securities for a period not to exceed 20 consecutive quarters, provided that no
extension period may extend beyond the maturity date of April 7, 2033. The Company has no
current intention to exercise its right to defer payments of interest on the Capital Securities.

The interest rate is fixed at 7.4% through a swap for the first five years and is set at
approximately 400 basis points over the nine month LIBOR thereafter. The Capital Securities are
mandatorily redeemable upon maturity on April 7, 2033. The Company has the right to redeem
the Capital Securities on or after April 7, 2008. If the Capital Securities were redeemed on or
after April 7, 2008, the redemption price would be 100% of the principal amount plus accrued
and unpaid interest.

NOTE 10. DEBT

A subsidiary of IHC entered into a $12,500,000 line of credit on September 8, 2003. As
to such subsidiary, the line of credit (i) contains restrictions with respect to, among other things,
the creation of additional indebtedness, the consolidation or merger with or into certain
corporations, the payment of dividends and the retirement of capital stock, (ii) requires the
maintenance of minimum amounts of net worth, as defined, certain financial ratios, and certain
investment restrictions, and (iii) is secured by the stock of Madison Life and the assets of such
subsidiary of IHC. At September 30, 2003, there was $12,500,000 outstanding under the line of
credit at an interest rate of 3.96% fixed, through a swap, for the term of the line of credit, which
matures on September 1, 2006. The proceeds were used to pay off existing debt of $5,625,000
and for general corporate purposes.

NOTE11. COMMITMENTS

On July 2, 2003, IHC became a limited partner investor in Dolphin Domestic Fund 1,
L.P. by making a commitment to invest $7,000,000 in the fund, of which $1,750,000 is currently
funded and included in other investments in the consolidated balance sheet at September 30,
2003. The remaining $5,250,000 is subject to capital call by the Genera Partner with 7 days
prior written notice.

Dolphin Domestic Fund 11, L.P. generally is expected to make investments in companies
where it can employ an "active investor" approach to investing. It will primarily seek to acquire
significant positions in the debt and/or equity of publicly traded securities of North American
Companies.

13



ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSISOF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

Independence Holding Company, a Delaware corporation ("IHC"), is a holding company
principally engaged in the life and heath insurance business through its wholly-owned
subsidiaries, Standard Security Life Insurance Company of New York ("Standard Life") and
Madison Nationa Life Insurance Company, Inc. ("Madison Life"), and their subsidiaries
(collectively, the "Insurance Group"). IHC and its subsidiaries (including the Insurance Group)
are collectively referred to as the "Company.” Corporate consists of investment income from
parent company liquidity, interest expense on debt and general expenses associated with parent
company activities.

The Company also owns 31.7% of American Independence Corp. ("TAMIC"). AMIC isan
insurance holding company that owns Independence American Insurance Company ("IAIC") and
three managing general underwriters that produce business for, and a reinsurer that assumes
business from, Standard Life and Madison Life.

Geneve Corporation, a diversified financial holding company, and its affiliated entities
(collectively, "Geneve') held approximately 59% of IHC's outstanding common stock at
September 30, 2003.

CRITICAL ACCOUNTING POLICIES

The accounting and reporting policies of the Company conform to accounting principles
generaly accepted in the United States ("GAAP") and to general practices within the insurance
industry. The preparation of the financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes. Actua results could differ from those estimates.
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 management's discussion and analysis.

| nsurance Reserves

The Company maintains loss reserves to cover its estimated liability for unpaid losses
and loss adjustment expenses, including lega and other fees as well as a portion of the
Company's general expenses, for reported and unreported claims incurred as of the end of each
accounting period.

The Company computes future insurance policy benefits primarily using the net premium
method based on anticipated investment yield, mortality (morbidity on health insurance) and
withdrawals. Liabilities for future insurance policy benefits on certain short-term medical
coverages were computed using completion factors and expected loss ratios derived from actua
historical premium and claim data. These methods are widely used in the life and health
insurance industry to estimate the liabilities for future insurance policy benefits. Inherent in these
calculations are management and actuarial judgments and estimates (within industry standards)

14



which could significantly impact the ending reserve liabilities and, consequently, operating
income. Actua results may differ, and these estimates are subject to interpretation and change.
Management believes that the Company's method of estimating the liabilities for future
insurance policy benefits provides a reasonably accurate level of reserves at September 30, 2003,
however, if the Company's reserves are insufficient to cover its actual losses and loss adjustment
expenses, the Company would have to augment its reserves and incur a charge to its earnings,
and these charges could be material.

| nvestments

The Company accounts for its investments in debt and equity securities under Statement
of Financial Accounting Standards No. 115 ("SFAS 115"), Accounting for Certain Investments
in Debt and Equity Securities. The Company has classified al of its investments as available-for-
sale securities. These investments are carried at fair value based on quoted market prices with
unrealized gains and losses reported in accumulated other comprehensive income (loss) in the
accompanying consolidated balance sheets. Net realized gains and losses on investments are
computed using the specific identification method and are reported in the accompanying
consolidated statements of operations. Declines in value judged to be other-than-temporary are
determined based on the specific identification method and are reported in the accompanying
consolidated statements of operations as realized losses. The factors considered by management
in determining when a decline is other than temporary include but are not limited to: the length
of time and extent to which the fair value has been less than cost; the financial condition and
near-term prospects of the issuer; adverse changes in ratings announced by one or more rating
agencies, whether the issuer of a debt security has remained current on principal and interest
payments, whether the decline in fair value appears to be issuer specific or, aternatively, a
reflection of general market or industry conditions; and the Company's intent and ability to hold
the security for a period of time sufficient to allow for a recovery in fair value. For securities
within the scope of Emerging Issues Task Force Issue 99-20, such as purchased interest-only
securities, an impairment loss is recognized when there has been a decrease in expected cash
flows combined with a decline in the security's fair value below cost.

RESULTS OF OPERATIONS

THREE MONTHS ENDED SEPTEMBER 30, 2003 COMPARED TO THREE MONTHS
ENDED SEPTEMBER 30, 2002

The Company's pre-tax income was $6.8 million for the quarter ended September 30,
2003 compared to $6.7 million for the same period of 2002. The Company had a net realized loss
of $.2 million in 2003 and a net realized gain of $.1 million in 2002. Decisions to sell securities
are based on cash flow needs, investment opportunities and economic and market conditions,
thus creating fluctuations in gains (losses) from period to period. Excluding net realized and
unrealized gains (losses), pretax income increased 6.1% to $7.0 million in 2003 from $6.6
million in 2002. Net income was $4.5 million, or $.57 per share, diluted, for the quarter ended
September 30, 2003 versus $4.3 million, or $.53 per share, diluted, in 2002.
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| nsurance Group

The Insurance Group's pre-tax income decreased $.1 million to $7.7 million in 2003 from
$7.8 million in 2002. These results include a net realized and unrealized loss of $.2 million in
2003 compared to net realized and unrealized gain of $.2 million in 2002. Pre-tax income
excluding net realized and unrealized gains (losses) increased to $7.9 million in 2003 compared
to $7.6 million in 2002.

Premium revenues grew $1.0 million to $38.0 million in 2003 from $37.0 million in
2002; premium revenues increased $2.7 million at Madison Life and decreased $1.7 million at
Standard Life. The change at Madison Life is comprised of: an increase of $1.2 million in the
credit line of business due to increased production; an increase of $1.8 million from the medical
stop-loss line of business which Madison Life commenced writing in the third quarter of 2002;
and a decrease of $.3 million in &l other lines. The change at Standard Life is comprised of: a
decrease of $3.7 million in individual annuity, which was the result of a reinsurance assumption
transaction that took place in 2002; a $.8 million decrease in provider excess due to reduced
production and the sale of IAIC to AMIC in 2002, and a net decease of $.9 million in al other
lines partially offset by an increase of $3.7 million in stop-loss due to increased writings.

Total net investment income decreased $.7 million for the third quarter. The annualized
return on investments of the Insurance Group was 6.4% in the third quarter of 2002 and 6.5% in
the third quarter of 2002.

Equity income increased $1.4 million due to the Company's investment in AMIC. The
Company recorded equity income of $.8 million in the third quarter of 2003 versus an equity loss
of $.6 million in the third quarter of 2002. The loss in the third quarter of 2003 relates to the
restructuring of AMIC.

Other income decreased $1.0 million primarily due to the sale of IndependenceCare and
RAS to AMIC in the fourth quarter of 2002.

Insurance benefits, claims and reserves decreased $2.7 million, reflecting an increase of
$.6 million at Madison Life and a decrease of $3.3 million a Standard Life. Madison Life's
increase resulted from: a $1.3 million increase in the stop-loss business due to the increase in
premium partially offset by a $.6 million decrease from the group term life line of business due
to a decrease in reserves and a $.1 million decrease from other lines. The decrease at Standard
Life is comprised of: $3.8 million attributable to a reduction in the annuity line due to a
reinsurance assumption transaction which took place in 2002; a decrease in reserves of $1.0
million from the provider excess line due to the reduction in premiums; and a $.3 million
decrease in al other lines; partially offset by higher claims and reserves of $1.8 million from the
medical stop-loss line due to the greater volume.

Amortization of deferred acquisition costs and general and administrative expenses for
the Insurance Group increased $3.1 million resulting from: an increase of $2.8 million in
Madison Life's expenses; and an increase in Standard Life's expenses of $1.0 million due to an
increase in commissions and general expenses, taxes and fees; partially offset by a decrease of
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$.7 million due to the sale of IndependenceCare and RAS to AMIC.

Corporate

The pre-tax loss for corporate decreased $.2 million to $.9 million for the quarter ended
September 30, 2003 from $1.1 million for the quarter ended September 30, 2002. The lower loss
is primarily attributable to an increase in investment income of $.3 million, and an increase in
redlized gains of $.2 million, offset partialy by a $.2 million increase in expenses and a $.1
decrease in other income.

NINE MONTHS ENDED _SEPTEMBER 30, 2003 COMPARED TO NINE MONTHS
ENDED SEPTEMBER 30, 2002

The Company's pre-tax income was $21.4 million for the period ended September 30,
2003 compared to $19.2 million for the same period of 2002. The Company had net realized and
unrealized gains of $.5 million in both 2003 and 2002. Decisions to sell securities are based on
cash flow needs, investment opportunities and economic and market conditions, thus creating
fluctuations in gains (losses) from period to period. Excluding net realized and unredlized gains,
pre-tax income increased 12% to $20.9 million in 2003 from $18.7 million in 2002. Net income
was $13.9 million, or $1.75 per share, diluted, for the nine months ended September 30, 2003
versus $12.3 million, or $1.54 per share, diluted, in 2002.

I nsurance Group

The Insurance Group's pre-tax income increased $1.2 million to $23.7 million in 2003
from $22.5 million in 2002. These results include net realized and unrealized gains of $.4 million
in 2003 compared to $.6 million in 2002. Pre-tax income excluding net realized and unrealized
gains increased to $23.3 million in 2003 compared to $21.9 million in 2002.

Premium revenues grew $9.6 million to $109.0 million in 2003 from $99.4 million in
2002; premium revenues increased $8.3 million at Madison Life and $1.3 million at Standard
Life. The change at Madison Life is comprised of: a $4.3 million increase in the credit line of
business due to an increase in premium production; an increase of $4.5 million from the medical
stop-loss line of business which commenced writing premium in the third quarter of 2002; and a
decrease of $.5 million from al other lines. The change at Standard Life is comprised of an
increase of $8.4 million in medical stop-loss premiums due to higher volume in 2003 partialy
offset by: a $3.9 million decrease in the individual annuity line due to a reinsurance assumption
transaction which took place in 2002; a $1.9 million decrease in provider excess due to reduced
production and the sale of IAIC to AMIC in 2002; a $.9 million decrease in DBL due to a
decrease in production and a $.4 million net decrease from all other lines of business.

Tota net investment income decreased $2.0 million due to an overall decrease in yield on
assets and the reduction in investments for the purchase of AMIC. The annualized return on
investments of the Insurance Group was 6.7% in the nine months of 2003 and 7.1% in the nine
months of 2002.
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Equity income increased $2.3 million due to the Company's investment in AMIC. The
Company recorded equity income of $1.7 million in the nine months ended September 30, 2003
versus an equity loss of $.6 million in the September 30, 2002 period. The loss in 2002 relates to
the restructuring of AMIC.

Other income decreased $5.0 million. a $3.8 million decrease resulted from the sale of
RAS and IndependenceCare to AMIC in the fourth quarter of 2002. In addition, Standard Life
experienced $1. 2 million of other expense in the nine months ended September 30, 2003 due to
surrenders from a modified coinsurance agreemernt that is in runoff status.

Insurance benefits, claims and reserves decreased $1.1 million, reflecting an increase of
$3.0 million at Madison Life and a decrease of $4.1 million at Standard Life. The increase at
Madison Lifeis attributable to: a $3.0 million increase in the newly commenced stop-loss line; a
$1.8 million increase in the credit business due to the growth in this line; partially offset by: a $.5
million decrease in GTL claims; a $.3 million decrease in LTD; a $.6 million decrease in interest
credited on annuity policies due to the decrease in rates and a net $.4 million decrease in the
remaining lines. The change at Standard Life is comprised of: lower claims of $3.8 million from
the annuity line due to a reinsurance assumption transaction which took place in 2002; a decrease
in reserves of $2.1 million in the provider excess line of business which is due to improved
experience and sale of subsidiary; an $.8 million decrease from the ordinarily life line due to
runoff; a $.8 million decrease from the POS line due to the termination of one large case; a $.5
million decrease in behavioral health due to a decrease in retention; a $.3 million decrease in the
blanket accident line due to improved experience and a $.2 million decrease in al other lines;
partially offset by an increase of $4.4 million from the stop-loss line due to increased premiums
on the line.

Amortization of deferred acquisition costs and general and administrative expenses for
the Insurance Group increased $4.6 million. Madison Life had a $ 5.0 million increase and
Standard Life had an increase of $2.7 million, partially offset by $ 3.1 million of lower expenses
due to the sale of IndependenceCare and RAS to AMIC. Madison Life's expenses increased due
primarily to the increase in premium volume. The increase at Standard Life is primarily due to
higher commissions and taxes.

Corporate

The pre-tax loss for corporate decreased $1.0 million to $2.3 million for the nine months
ended September 30, 2003 from $3.3 million for the rine months ended September 30, 2002.
The lower loss is primarily attributable to: an increase in investment income of $.9 million; a
reduction in general expense of $.5 million, partialy offset by an increase in interest expense of
$.3 million and areduction in other income of $.1 million.

LIQUIDITY

| nsurance Group

The Insurance Group normally provides cash flow from: (i) operations; (ii) the receipt of
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scheduled principal payments on its portfolio of fixed income securities; and (iii) earnings on
investments. Such cash flow is partially used to finance liabilities for insurance policy benefits.
These liabilities represent long-term and short-term obligations which are calculated using
certain assumed interest rates.

Asset Quality

The nature and quelity of insurance company investments must comply with all
applicable statutes and regulations, which have been promulgated primarily for the protection of
policyholders. Of the aggregate carrying value of the Insurance Group's investment assets,
approximately 89% was invested in investment grade fixed income securities, resale agreements,
policy loans and cash and cash equivaents a September 30, 2003. Also at such date,
approximately 98% of the Insurance Group's fixed maturities were investment grade. These
investments carry less risk and, therefore, lower interest rates than other types of fixed maturity
investments. At September 30, 2003, approximately 2% of the carrying value of fixed maturities
was invested in diversified non-investment grade fixed ncome securities (investments in such
securities have different risks than investment grade securities, including greater risk of loss
upon default, and thinner trading markets). The Company has no mortgage loans or real estate.
The Company's had no non-performing fixed maturities at September 30, 2003.

I nvestment | mpair ments

The Company reviews its investments quarterly and monitors its investments continually
for impairments. For the nine months ended September 30, 2003 and 2002, the Company
recorded arealized loss for other than temporary impairments of $5.2 million and $2.8 million,
respectively. The Company had no impairment charge for the three months ended September 30,
2003. In 2003, $5.0 million of the loss relates to an interest related impairment recognized on
certain interest only securities ("1O Securities') resulting from expected prepayments of the
mortgage obligations underlying the 10 Securities due to falling interest rates. The Company has
invested in 1O Securities to help actively manage its interest rate exposure. Typically these
securities account for less than 2% of IHC's total portfolio assets and are rated AAA or better. In
arising interest rate environment, 10 Securities will increase in value which acts to mitigate the
loss on the balance of the bond portfolio. In a decreasing interest rate environment, 10 Securities
will lose value, but there will be gainsin the rest of the bond portfolio. Although these securities
performed as expected, the Company applies the methodology of Emerging Issues Task Force
99-20, "Recognition of Interest Income and Impairment of Purchased and Retained Beneficial
Interests in Securitized Financial Assets' ("EITF 99-20") in determining when an 10 Security is
considered other than temporarily impaired. The Company records a redlized loss under EITF
99-20 when there has been a decrease in expected cash flows combined with a decline in the 1O
Securities fair value below cost.

The Company's gross unrealized losses on fixed maturities totaled $7.1 million at
September 30, 2003. Substantially all of these securities were investment grade. The remaining
unrealized losses, primarily within the corporate securities portfolio, have been evaluated in
accordance with the Company's policy and were determined to be temporary in nature at
September 30, 2003.
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The Company holds all securities as available-for-sale and accordingly marks all of its
securities to market through accumulated other comprehensive income. Therefore, any realized
loss generated by impairmert losses will have no economic impact on the Company's total
stockholders equity. Moreover, since every security is marked to market through stockholders
equity, the Company is never in a position where a decline in the market value of a security
would have an unexpected economic impact on the net worth of the Company.

Balance Sheet

Total investments increased $18.0 million to $562.6 million at September 30, 2003 from
$544.6 million at December 31, 2002. Such increase includes the effect of increases of $15.8
million in due from brokers and $12.6 million in due to brokers as a result the timing of
securities trades. The $19.1 million increase in future insurance policy benefits reflects growth in
the business. A net increase of $4.1 million in debt is due to the Company's draw down of a new
$12.5 million line of credit, partially offset by debt repayments of $8.4 million. The Company
also issued $10.0 million in Trust Preferred Securities in 2003. The $10.8 million positive
change in total stockholders equity is due to net income generated in the nine months ended
September 30, 2003, and proceeds from the exercise of stock options, partially offset by a
decrease in net unrealized gains on investments and repurchases of the Company's common
stock.

The Company had net receivables from reinsurers of $130.0 million at September 30,
2003. Substantialy all of the business ceded to such reinsurers is of short duration. All of these
receivables are either due from highly rated companies or are adequately secured. Accordingly,
no allowance for doubtful accounts was necessary at September 30, 2003.

Corporate

Corporate derives its funds principally from: (i) dividends and interest income from the
Insurance Group; (ii) management fees from its subsidiaries; ard (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.

Total corporate liquidity (cash, cash equivalents, resale agreements, marketable
securities, partnerships and other investments) amounted to $21.3 million at September 30, 2003.

Trust Preferred Securities

On March 27, 2003, Independence Preferred Trust | (the "Trust "), a statutory business
trust and wholly-owned subsidiary of the Company, issued securities having an aggregate
liquidation amount of $10.0 million (the "Capital Securities') to institutional buyers in a pooled
trust preferred issue. The Trust received gross proceeds of $10.0 million from the issuance of the
Capital Securities, which the Trust then loaned to the Company to use for genera corporate
purposes. |ssuance costs from the March 27, 2003 sale totaled approximately $.3 million.
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Debt

A subsidiary of IHC entered into a $12.5 million line of credit on September 8, 2003. As
to such subsidiary, the line of credit (i) contains restrictions with respect to, among other things,
the creation of additional indebtedress, the consolidation or merger with or into certain
corporations, the payment of dividends and the retirement of capital stock, (ii) requires the
maintenance of minimum amounts of net worth, as defined, certain financial ratios, and certain
investment restrictions, and (iii) is secured by the stock of Madison Life and the assets of such
subsidiary of IHC. At September 30, 2003, there was $12.5 million outstanding under the line of
credit at an interest rate of 3.96% fixed through a swap through the term of the line of credit
which matures on September 1, 2006. The proceeds were used to pay off the existing debt of
$5.6 million and for general corporate purposes.

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 accordance with SFAS No. 115, the Company may carry its portfolio of fixed income
securities either as held to maturity (carried at amortized cost), as trading securities (carried at
far market value) or as avallable-for-sde (carried at fair market value). The Company has
chosen to carry al of its debt securities as available-for-sale. The Company experienced a
decrease in unrealized gains of $1.2 million, net of deferred tax benefit and deferred policy
acquisition costs, in accumulated other comprehensive income, reflecting net unrealized gains of
$.5 million at September 30, 2003 versus $1.7 million at December 31, 2002. From time to time,
as warranted, the Company employs investment strategies to mitigate interest rate and other
market exposures.

On April 22, 2003, the Company completed a cash tender offer for an additional 1.0
million shares of AMIC at atotal cost of $9.0 million.

FORWARD LOOKING STATEMENTS

Some of the statements included within Management's Discussion and Analysis may be
considered to be forward looking statements which are subject to certain risks and uncertainties.
Factors which could cause the actua results to differ materially from those suggested by such
statements are described from time to time in the Company's Annual Report on Form 10-K and
other filings with the Securities and Exchange Commission.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

The Company manages interest rate risk by seeking to maintain a 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 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 modd that matches current
insurance liability cash flows with current investment cash flows.

The expected change in fair value as a percentage of the Company's fixed income
portfolio a September 30, 2003 given a 100 to 300 basis point rise or decline in interest rates is
not materially different than the expected change at December 31, 2002. In the Company's
analysis of the asset-liability model, a 100 to 300 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 materia
exposure to the Company since a large portion of the Insurance Group's interest sensitive
policies are burial policies that 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 come
from liguidated 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 gains in its 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 4. CONTROLSAND PROCEDURES

The Company's management, including its President and Chief Executive Officer and its
Chief Financial Officer, has conducted an evaluation of the effectiveness of disclosure cortrols
and procedures pursuant to Rules 13a-14 and 15d-14 of the Exchange Act. Based on that
evaluation, each of the President and Chief Executive Officer and the Chief Financial Officer has
concluded that the disclosure controls and procedures at September 30, 2003 are effective in
ensuring that all material information required to be filed in this quarterly report has been made
known in a timely fashion. During the quarter ended September 30, 2003, there have been no
significant changes in internal controls over financial reporting or in factors that could
significantly affect internal controls over financia reporting.
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PART II. OTHER INFORMATION

[tem 1.

[tem 2.

[tem 3.

[tem 4.

Item 5.

[tem 6.

L egal Proceedings

None

Changesin Securities and Use of Proceeds
Not Applicable

Defaults upon Senior Securities

Not Applicable

Submission of Mattersto a Vote of Security Holders
None

Other Information

Not Applicable

Exhibits and Reportson Form 8-K

a Exhibits

Exhibits 31.1 and 31.2 - Certifications Pursuant to Section 302 of the Sarbanes-

Oxley Act of 2002.

Exhibits 32.1 and 32.2 - Certifications Pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002.

b. Report on Form 8-K

A report on Form 8-K was filed on July 31, 2003 to disclose a press

release dated July 31, 2003.
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SIGNATURES

Pursuant to the requirements 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.

INDEPENDENCE HOLDING COMPANY
(THE REGISTRANT)

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

By:. /s Teresa A. Herbert
Teresa A. Herbert
Vice President and
Chief Financia Officer

Dated: November 13, 2003
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