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OATH OR AFFIRMATION
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Report of Independent Registered Public Accounting Firm

The Board of Directors

Touchstone Securities Inc

We have audited the accompanying statement of financial condition of Touchstone Securities

Inc an indirect wholly-owned subsidiary of The Western and Southern Life Insurance Company

as of December 31 2009 This statement of financial condition is the responsibility of the

Companys management Our responsibility is to express an opinion on this statement of

financial condition based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United

States Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement We were not engaged to

perform an audit of the Companys internal control over financial reporting Our audit included

consideration of internal control over financial reporting as basis for designing audit procedures

that are appropriate in the circumstances but not for the purpose of expressing an opinion on the

effectiveness of the Companys internal control over financial reporting Accordingly we express

no such opinion An audit also includes examining on test basis evidence supporting the

amounts and disclosures in the statement of financial condition assessing the accounting

principles used and significant estimates made by management and evaluating the overall

statement of financial condition presentation We believe that our audit provides reasonable

basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all

material respects the financial position of Touchstone Securities Inc at December 31 2009 in

conformity with U.S generally accepted accounting principles

7LLP

February 24 2010

member firm of Ernst Young Global Limited
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Assets

Cash and cash equivalents

Unaffihiated accounts receivable

Receivable from affiliates

Federal income tax receivable from affiliate

Deferred income tax asset

Deferred commission costs

Prepaid and other assets

Total assets

8616509

742484

18729

208757

649435

343579

551687

11131180

Liabilities and Stockholders Equity

Liabilities

Payable to affiliates

Accrued expenses

Total liabilities

Stockholders equity

Common stock $100 par value 1000 shares authorized

issued and outstanding

Additional paid-in capital

Accumulated deficit

Total stockholders equity

Total liabilities and stockholders equity

1038399

4275935

5314334

100000

71224377

65507531
5816846

11131180

See accompanying notes

0912-1112649



Touchstone Securities Inc

Notes to Statement of Financial Condition

December 31 2009

Organization and Nature of Business

Touchstone Securities Inc the Company is wholly-owned subsidiary of Western-Southern

Life Assurance Company WSLAC which is wholly-owned subsidiary of The Western and

Southern Life Insurance Company WSLIC The Company is registered as broker-dealer in

securities under the Securities Exchange Act of 1934 and is authorized to hold both trading and

investment securities The Company distributes the Touchstone Family of Mutual Funds the

Touchstone Funds and fixed and variable annuities of its affiliates through affiliated sales

representatives The Company generates substantially all of its revenue from transactions with

affiliates

Significant Accounting Policies

Cash and Cash Equivalents and Financial Instruments

Cash and cash equivalents include all cash balances and highly-liquid investments with

maturity of three months or less at the date of purchase including investments in money market

funds

FASB ASC 820 defines fair value establishes framework for measuring fair value and

establishes fair value hierarchy which prioritizes the inputs to valuation techniques Fair value

is the price that would be received to sell an asset or paid to transfer liability in an orderly

transaction between market participants at the measurement date fair value measurement

assumes that the transaction to sell the asset or transfer the liability occurs in the principal market

for the asset or liability or in the absence of principal market the most advantageous market

Valuation techniques that are consistent with the market income or cost approach as specified

by FASB ASC 820 are used to measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to measure fair value

into three broad levels

Level inputs are quoted prices unadjusted in active markets for identical assets or

liabilities the Company has the ability to access

Level inputs are inputs other than quoted prices included within level that are

observable for the asset or liability either directly or indirectly

Level are unobservable inputs for the asset or liability and rely on managements own

assumptions about the assumptions that market participants would use in pricing the asset



Touchstone Securities Inc

Notes to Statement of Financial Condition continued

December 31 2009

Significant Accounting Policies continued

or liability The unobservable inputs should be developed based on the best information

available in the circumstances and may include the Companys own data

The money market fund investment held by the Company is valued based upon the definition of

Level inputs and is valued at $6747480 at December 31 2009

Deferred Conmiission Costs

The Company pays commissions to brokers who sell Class and shares of the Touchstone

Funds related party As the sales distribution fees 12b-1 fees associated with these

commissions are earned over future periods the commission costs incurred by the Company are

deferred and amortized over the expected future periods of benefit in accordance with U.S

generally accepted accounting principles B-share commissions are amortized over period of 72

months C-share commissions are amortized over period of 12 months Annually the Company

performs an impairment analysis of their deferred commission costs asset As result of the 2009

analysis the Company recorded no impairment on the B-share and C-share deferred commission

asset

Income Taxes

The Company is included in the consolidated federal income tax return with WSLIC ASC 740

Income Taxes requires systematic and rational allocation of tax expense to members of the

consolidated group Accordingly the Company records provision for income taxes under the

separate return method as permitted under ASC 740 The benefit from losses of the Company is

available to offset income of others within the consolidated group or the Companys future

taxable income within the period of limitations in accordance with the Companys tax sharing

agreement

The gross amount of deferred income tax assets recorded at December 31 2009 is $649435 The

Company had no gross deferred tax liabilities recorded at December 31 2009 The deferred

income tax asset is attributable to deferred commissions Differences between the effective tax

rate and the federal income tax rate are due to adjustments for state income taxes and meals and

entertainment The amount of taxes currently receivable from WSLIC as of December 31 2009

was $208757



Touchstone Securities Inc

Notes to Statement of Financial Condition continued

December 31 2009

Significant Accounting Policies continued

The Company has reviewed its tax positions taken on federal income tax returns for each of the

three open tax years and as of December 31 2009 has determined that no uncertain tax positions

exist

Use of Estimates

The preparation of financial statements in conformity with U.S generally accepted accounting

principles requires management to make estimates and assumptions that affect the reported

amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date

of the financial statements and the reported amounts of revenues and expenses during the

reporting period Actual results could differ from those estimates

Related Party Transactions

Investments held in affiliated money market funds totaled $6747480 as of December 31 2009

The Company shares common facilities equipment personnel and administrative services with

affiliated entities The Company reimburses such entities for the use of facilities equipment

personnel and services based generally on office space utilized direct payroll costs incurred and

out-of-pocket expenses

The Company serves as distributor for annuity contracts and variable life products sold by its

affiliates WSLAC WSLIC Integrity Life Insurance Company and National Integrity Life

Insurance Company the Integrity Companies

The Company receives sales distribution income 12b-1 fees from the Touchstone Funds as

compensation for sales distribution efforts of the Company

The Company participates in management service arrangements with the Integrity Companies

for certain accounting and administrative services related to the fixed and variable annuity

products issued by the Integrity Companies and underwritten by the Company

WSLAC has conmiitted to fund operations of the Company to the extent necessary for the

Company to continue as going concern



Touchstone Securities Inc

Notes to Statement of Financial Condition continued

December 31 2009

Benefit Plans

The eligible full-time employees of the Company are covered under the Western-Southern

Affiliated Company Employee Retirement 401k Savings Plan the Savings Plan which is

contributory plan Employees of the Company can contribute an amount not less than 1% of their

periodic compensation up to the maximum annual contribution allowed by current law

Employee contributions become eligible for Company match beginning the first month following

the first twelve month period during which the employee worked minimum of 1000 hours The

Company matches one half of eligible contributions up to maximum match of 1% The Savings

Plan is subject to the provisions of the Employee Retirement Income Security Act of 1974

ERISA

Additionally eligible employees of the Company are covered under the Western-Southern

Affiliated Companies Retirement Plan the Retirement Plan which is defined contribution

plan to provide additional income after retirement Eligible participants include employees of the

Company who are over twenty-one years of age and have more than 1000 hours of service

during twelve-month period Under the Retirement Plan each participant is provided with an

allocation of the Companys contribution that is determined by an annual resolution of the Board

of Directors The Retirement Plan is subject to provisions of ERISA

Subsequent Events

Management has evaluated the impact of all subsequent events on the Company through

February 24 2010 the date the statement of financial condition was issued and available and has

determined that there were no subsequent events requiring recognition or disclosure in the

statement of financial condition

Regulatory Requirements

The Company is subject to the Securities and Exchange Commissions Uniform Net Capital Rule

15c3-1 the Rule which requires that the Company maintain minimum net capital
level of the

greater of $5000 or 2/3% of aggregate indebtedness and ratio of aggregate indebtedness to

net capital not to exceed 15 to as those terms are defined by the Rule At December 31 2009

the Companys net capital as defined was $3167225 which was $2786327 in excess of

required net capital and its ratio of aggregate indebtedness to net capital was 1.80 to
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