2016
Annual
Report

This Annual Report provides financial information and a summary report of the activities
of the Texas Life & Health Insurance Guaranty Association (“Association”)
for fiscal year 2016. The information is general in nature and is not legal advice.
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REPORT FROM THE CHAIR
On behalf of the Texas Life and Health Insurance Guaranty Association (“Association”), I am pleased to submit
the 2016 Annual Report. This is the 24th Annual Report since the Texas Legislature separated and privatized the
Association’s operations from within the Texas Department of Insurance in 1992.
During the first quarter of 2016, Texas Insurance Commissioner David Mattax appointed Robin Vincent to fill a
public representative vacancy on the Association’s Board of Directors and Thomas Munson of Landmark Life
Insurance Company to fill a small insurance company representative vacancy. Only one director position, a public representative, remained vacant at year-end.
The Association was not activated for any new insolvencies during 2016. As of year-end 2016, the Association
estimates its aggregate future costs to provide protection for the policyholders’ policy obligations in five different insolvencies to be approximately $5.77 million. The Association conditionally agreed to participate in
several agreements to develop the mechanism for the guaranty association system to protect the policyholders of
Penn Treaty Network America Insurance Company and American Network Insurance Company, subject to the
entry of orders of liquidation against both companies. The liquidation orders were entered on March 1, 2017.
The Association’s estimated costs to fulfill its statutory obligations to the Texas resident policyholders of these
two insolvent member insurance companies will be in the range of $135-$145 million.
Member insurers are subject to two types of assessments from the Association: Class A and Class B. Class A
assessments provide the funding of administration and general expenses not related to a specific insolvency.
Class B assessments provide the Association with the funding to carry out its statutory duties and policyholder
protection for specific insolvencies. A $2 million Class A assessment was authorized and called during 2016.
There was no Class B assessment during 2016.
This year the Association continued its high level of participation in the National Organization of Life and Health
Insurance Guaranty Associations (“NOLHGA”). In addition to serving on NOLHGA’s Board of Directors, the
Association remained active in its insolvency task forces and other special issue committees. The coordination
of efforts and sharing of resources afforded through our membership in NOLHGA are vital to the efficient and
timely delivery of the Association’s statutory protection to Texas policyholders.
The Association continues its active role to protect policyholders in the great State of Texas. We continue to
meet the challenges of any economic, governmental or legislative changes or issues that may arise. We perform
the responsibilities entrusted to us with due diligence, transparency and full disclosure in regards to the Association’s financial and operational undertakings. The Association uses all the tools at its disposal to protect the life,
health and annuity policyholders in Texas in the event of an insolvency and liquidation of a member insurance
company.

Respectfully,

James G. Lewis, Chair of the Board of Directors
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DESCRIPTION OF THE ASSOCIATION
AND ITS BOARD OF DIRECTORS
An insurance company is excluded from membership
if it is licensed by the Texas Department of Insurance
as one of the following: 1) a fraternal benefit society,
2) a reciprocal or interinsurance exchange, 3) a health
maintenance organization (HMO), 4) a mandatory state
The purpose of the Association is to protect Texas resi- pooling plan, 5) a charitable gift only annuity company
dent policyholders and their beneficiaries in the event a or 6) a program or entity similar to any of the above
member insurance company licensed to write life, acci- exclusions.
dent and health or annuity business in Texas is declared
Supervision of the Association
insolvent and liquidated by court order.
The Texas Life and Health Insurance Guaranty Association (“Association”) was created in 1973 by the Texas
legislature as a nonprofit legal entity and is governed by
Chapter 463 of the Texas Insurance Code.

The Association is responsible for continuing insurance
policy coverage for Texas policyholders, including paying claims and other policy benefits under life, accident
and health, and annuity business of insolvent member
insurance companies. Each type of policy benefit is subject to limitations in accordance with Texas law.

The Association’s business and affairs are supervised
by the Board of Directors. There are regular quarterly
meetings of the Board of Directors each year, plus special meetings as may be required. Meetings are noticed
and held in compliance with applicable open meetings
laws.

When a court finds an insurance company insolvent
and orders it liquidated, a
receiver takes over the insurer under the court’s supervision and liquidates the
assets. The Association becomes one of the claimants
against the estate of the insolvent insurance company,
to the extent of the payments
and benefits it provides to
policyholders. The Association may recover a portion
of its costs to protect the policyholders as the assets of
the insolvent company are liquidated. If further funds
are needed, the Association’s Board of Directors determines the amount and levies an assessment, or bill, to
the other member insurance companies.

The Board and the Association are directed by its Plan
of Operation, Bylaws and
governing statute.
The nine members of the
Association’s Board of Directors are appointed by the
Commissioner of Insurance.
Five members of the Board
must be officers or employees of member insurance
companies; three of these five must be officers or employees of companies that are among the top 50 premium writers in Texas. The remaining four directors
are “public” and must be independent of the insurance
industry. Directors are appointed to six-year terms and
three directors’ terms expire every two years. A director
can serve unlimited terms.

Membership with the Association

Directors receive no compensation but are entitled to
reimbursement of their expenses related to Association
activities. Each director must file a personal financial
statement annually with the Texas Ethics Commission
on a prescribed form. Counsel to the Board, Counsel to
the Association and the Executive Director of the Association are compensated for their services.

An insurance company becomes a member when they
are granted their certificate of authority, or license,
by the Texas Department of Insurance. Membership
is mandatory for all insurance companies licensed in
Texas that write the types of life, accident and health, or
annuity business protected by the Association.
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BOARD OF DIRECTORS
as of December 31, 2016

Barrie B. Stokes
Senior Vice President and
Senior Associate Counsel
Protective Life Insurance Company
Birmingham, Alabama. Director since 2014
Current term expires September 30, 2017

James G. Lewis, Chair
President & CEO
Central Security Life Insurance Company
Richardson, Texas. Director since 2008
Current term expires September 30, 2019
James M. Harrison, Vice-Chair
Counsel, Government Relations
Principal Financial Group
Des Moines, Iowa. Director since 2007
Current term expires September 30, 2021

Robin L. Vincent
Benefits Administrator
Harris County
Houston, Texas. Director since 2016
Current term expires September 30, 2021

James E. Huckaby, Secretary
Executive Director Operations/Risk Management
Mesquite Independent School District
Mesquite, Texas. Director since 2013
Current term expires September 30, 2017

Thomas Munson
President & CEO
Landmark Life Insurance Company
Brownwood, Texas. Director since 2016
Current term expires September 30, 2021

Dean Frigo
Retired City Government Executive
Amarillo, Texas. Director since 2007
Current term expires September 30, 2019

Legal Counsel to the Board of Directors
B. Shelby Baetz
The Baetz Law Firm
Houston, Texas

Ted Kennedy
Deputy Head, Government Affairs
American International Group, Inc.
Houston, Texas. Director since 2015
Current term expires September 30, 2017

Legal Counsel to the Association
Jacqueline Rixen
Law Office of Jacqueline Rixen
Austin, Texas
Executive Director
Bart A. Boles

PUBLIC MEMBER VACANCY

BOARD COMMITTEES
as of December 31, 2016

Executive Committee

Audit Committee

Assessment/Investment Committee

Personnel Committee

James G. Lewis, Chair
James M. Harrison
James E. Huckaby
Dean Frigo

Dean Frigo, Chair
James G. Lewis
James E. Huckaby

James M. Harrison, Chair
Dean Frigo
Ted Kennedy

Barrie B. Stokes, Chair
James E. Huckaby
Robin L. Vincent
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CORPORATE GOVERNANCE
The Association’s corporate governance policies continue to be monitored and reviewed by the Board of Directors and its Committees to maintain the integrity and
transparency of the Association’s activities.

All Board of Directors and Committee meetings must
be noticed in a timely and public fashion so any interested party may attend. All summaries of the minutes of
Board of Directors and Committees meetings are available upon request.

The Association’s activities are conducted in accordance with the following corporate governance docu- In 2016, the Association continued initiatives implements: 1) The Association’s governing statute, Chapter mented in prior years, including:
463 of the Texas Insurance Code, 2) Plan of Operation,
• Enhancing hardware and procedures in response
3) Bylaws, 4) Board of Directors Corporate Governance
to findings from a full information technology risk
Guidelines, 5) Antitrust Compliance Policy, 6) Antitrust
assessment review and external network penetration
Policy Certification of Compliance, 8) Policy Statement
test that was performed by a consulting firm,
on Conflicts of Interest and Business Ethics, 9) Conflicts
of Interest and Business Ethics Questionnaire, 10) Char• Initiating new corporate governance responsibility
ter of the Audit Committee, 11) Charter of the Assesstracking techniques and
ment/Investment Committee, 12) Charter of the Per• Developing ongoing corporate governance video
sonnel Committee, 13) Business Continuity Plan, 14)
training for directors.
Policy and Procedures Manual and 15) Privacy Policy.
Additionally, the Association is subject to the Texas
Open Meetings Act and the Texas Open Records Act.
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OVERVIEW OF OPERATIONS
GENERAL
The Association was not activated to provide its statutory protection of policyholders for any new member
insurers in 2016. Substantial work was carried out on
ongoing insolvencies that began in prior years.
The Association continues to monitor actions being
taken on troubled companies in order to be prepared
should liquidation become necessary. The Board of
Directors prefers insurance policies protected by the
Association be transferred to a solvent carrier through
an assumption reinsurance transaction. This has been
the most frequently used method for guaranty associations to fulfill their statutory obligation to continue the
coverage under the life insurance policies and annuity
contracts. Only in cases where no company is willing
to assume the policies, or the transfer funding cost associated with such an assumption transaction would
be dramatically more expensive, does the Association
continue the administration of the covered policy obligations.
We believe the Association is in sound fiscal condition
and has in place the appropriate policies and procedures
to meet the needs of its policyholders, members and
Texas taxpayers in a cost-efficient manner.

NOLHGA ACTIVITIES
In addition to serving on a number of specific insolvency task forces, Association representatives serve on a
number of other NOLHGA committees working to coordinate and improve the effectiveness and efficiency
of the life and health insurance guaranty association
system. This service includes NOLHGA’s Board of Directors, Communications Committee, Legal Committee
and several special issues committees.

National Organization of Life & Health
Insurance Guaranty Associations
The Association is a member of the National Organization of Life and Health Insurance Guaranty Associations
(“NOLHGA”), a voluntary association consisting of the
life and health insurance guaranty association members
from all 50 states and the District of Columbia.

Being a member of NOLHGA is another tool the AssoNOLHGA facilitates insolvency task forces and special
ciation uses to better protect the residents of Texas who
issues committees, to properly support its member assohold life, health and annuity policies should an insolciations in resolving multi-state insolvencies and issues
vency of a member insurance company occur.
affecting the entire guaranty association system.
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ACTIVE RECEIVERSHIPS
At the beginning of 2016, there were 22 active receiverships of foreign and domestic member insurance
companies that had also been designated as “impaired
insurers” by the Texas Commissioner of Insurance. In
addition, the Association was monitoring two member
insurance companies, which had been placed under an
order of rehabilitation or conservation by a court in their
state of domicile, but for which neither an order of liq-

uidation had been entered by a court nor designated to
be an impaired insurer by the Texas Commissioner of
Insurance.
Two member insurance company receivership estates
were closed during 2016, leaving the Association activated for 20 open receivership estates, 16 foreign domiciled member insurers and 4 Texas domestics.

NEW ACTIVATIONS BY YEAR SINCE ASSOCIATION FORMATION
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POLICY BENEFIT PAYMENTS
Summary of Policy Benefit Payments

third-party administrators under service agreements.
The Association processed one claim from a closed inThe Association met its statutory obligations to contin- solvency in-house.
ue coverage and pay the policy benefit claims for Texas
resident policyholders, either by:
The charts below reflect the number of direct claims
payments for each of the last five years and the division
1. Directly paying claims as they became due or
of the Association’s funding between direct claims payments and assumption reinsurance transactions.
2. Negotiating and funding the transfer of the policies
to a solvent member insurance company through an Assumption Reinsurance Agreements
assumption reinsurance agreement. Some of these
assumption reinsurance agreements were part of During 2016, the Association’s net payments under ascontinuing court-approved, multi-year plans.
sumption reinsurance agreements, to transfer the covered insurance policy obligations of insolvent member
Direct Claims Payments
insurers to active insurance companies, totaled approximately $103,093.
The Association funded 116 direct claims, totaling approximately $228,224 during 2016. These claims from The 2016 assumption reinsurance activity is summathree different insolvent companies were processed by rized in the table below:

INSOLVENT MEMBER INSURANCE COMPANY

2016 FUNDING

Executive Life Insurance Company 1
Memorial Service Life Insurance Company 2
1
2

$ 101,736
1,357
$ 103,093

Continuing multi-year plan
Funding to true up a prior year’s assumption

DIRECT CLAIMS AND ASSUMPTION REINSURANCE PAYMENTS
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REMAINING POLICY BENEFIT OBLIGATIONS
The Association projects its future insurance policy obligations for existing insolvencies based on claims experience, actuarial estimates of run-off policy liabilities,
scheduled payments under court-approved multi-year
plans and negotiated assumption reinsurance transfer
costs. These estimates are updated monthly based on
the best information available and are subject to change.

As of year-end 2016, the Association estimates its aggregate future policy benefit obligations to be approximately $5.77 million. This level is again substantially
lower than in prior years because of the payments to
fully resolve all policy obligations in several insolvencies.

SUMMARY OF RECOVERIES
are liquidated and the value of claims of creditors in the
same class. The estimated amount that may be received
is reduced by an allowance for collectability.

The Association, along with the other affected guaranty
associations, is a creditor of the receivership estate of an
insolvent insurance company. Generally, the guaranty
associations represent the largest creditor class in any
insurance company insolvency. In most states’ receivership statutes, the administrative expenses of a receiver
and the guaranty associations are in the highest priority creditor class and receive the first distributions as
assets are liquidated. The guaranty associations’ claims
for the benefits paid to policyholders, or for their payments to transfer policies under an assumption reinsurance agreement, along with policyholders’ claims for
benefits in excess of the guaranty associations’ statutory coverage limits, are usually the next creditor class
and ahead of the other classes, such as federal or local
governments, unsecured creditors, agents, bond or note
holders and shareholders.

The Association has continued to file updated proofs of
claim with all receiverships that remain open as active
court proceedings. As of year-end 2016, the Association had filed outstanding claims against active receivership estates totaling approximately $485.6 million. It
is not possible to project what amount of recoveries the
Association may realize on these claims without final
financial information from these estates, including the
adjusted amount of assets liquidated and the creditor
claims by class. Recoveries in the form of asset distributions from receivership estates to the Association
during 2016 totaled approximately $1.40 million.
The Association also received $1.69 million of distributions as its pro-rata share of recoveries as a result of
settlements in litigation involving Memorial Services
and Lincoln Memorial Life Insurance Companies (see
page 12).

The amount of the Association’s claims filed with receivership estates are reflected in its financial statements as a receivable. The amount of any anticipated
recovery is contingent on the efficient operations of the
receivership to maximize the value realized as assets

CONSUMER SERVICES
The Association’s staff provides general coverage and
operational information by telephone, email and mail
in response to requests from Texas residents. Also, the
Association’s website (www.txlifega.org) provides
visitors with a large amount of information, including:
meetings schedule, frequently asked questions on Association coverage, Board of Directors roster, policyholder protection policy attachment and specific insolvency
related notices.

2016 CONSUMER SERVICES
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During 2016, the Association received a total of 2,659
phone calls through its direct or toll-free phone numbers, logged 8,107 visitors to its website and fielded 162
email requests for information.
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ACTIVITIES ON CONTINUING INSOLVENCIES
The Association provided ongoing coverage and paid policy benefits on five different insolvencies during 2016.
The following three ongoing insolvencies are specifically mentioned because of their financial impact and complexity.

EXECUTIVE LIFE INSURANCE COMPANY
Executive Life Insurance Company (“ELIC”) was a
member insurance company domiciled in California
that wrote life insurance, structured settlement annuities, group annuities and guaranteed investment contracts. ELIC invested heavily in the junk bond market,
seeking returns to offset the very competitive rates of
return it guaranteed under its insurance contracts. When
the junk bond market collapsed in late 1990 and early
1991, ELIC faced a liquidity crisis because of substantial increases in policyholder withdrawals. The California court placed ELIC under a conservation order on
April 11, 1991. A liquidation order was entered on December 6, 1991.
The covered insurance policy obligations, for the affected guaranty associations, were transferred to Aurora National Life Assurance Company (“Aurora”) in 1993 as
part of the court-approved Rehabilitation Plan. Through
the Enhancement Agreement to the Rehabilitation Plan,
the guaranty associations make annual payments to Aurora to satisfy their obligations to policyholders. Since
1992, the Association has continued to fund its annual
installment payment obligations to Aurora. The Association’s Board of Directors elected to make the May

2012 defeasance payment of $39,231,008 to eliminate
$73,758,402 of estimated remaining aggregate installment payment obligations.
The portion of the annual installment obligations under Articles 22 and 23 of the Enhancement Agreement
were not included in the defeasance amount. The Association paid a $101,736 installment to Aurora in April
2016. The estimated remaining obligations to Aurora
are $786,585.
The Association has made $262,787,457 of payments to
Aurora through direct payments of the installments and
the defeasance amount. In addition, the Association’s
share of distributions from the Executive Life Insurance
Company trusts and the receivership estate totaling approximately $31,232,433 were paid to Aurora through
the installment mechanism as credits to also discharge
the Association’s installment payment obligations. As
of year-end 2016, the total paid to Aurora by the Association through both the direct payments and crediting of
distributions has totaled approximately $294,019,890.
ELIC is the most expensive insolvency in the history of
the Association.
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Expenses v. Funding Sources
Executive Life
As of December 31, 2016
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The Association was activated for ELIC on December 19, 1991.
All inforce policies were restructured and assumed by Aurora National Life Assurance Co. as of September 3, 1993 and the Association continues to pay annual
installment payments to fund the assumption.
The Association defeased the majority of its obligations on May 29, 2012, but remains obligated to pay small annual installment payments.
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MEMORIAL SERVICE AND LINCOLN MEMORIAL LIFE INSURANCE COMPANIES
Memorial Service Life Insurance Company (“Memorial
Service”) was a stipulated premium insurance company
authorized to transact business only in Texas. Lincoln
Memorial Life Insurance Company (“Lincoln Memorial”) was an insurance company domiciled in Texas but
held licenses to conduct the business of insurance in 44
states.
The business of both Memorial Service and Lincoln
Memorial focused primarily on the sale of small, faceamount life policies used to fund prepaid funeral benefit
contracts. The prepaid funeral contracts were marketed
by an affiliated non-insurance entity, National Prearranged Services, Inc. (“NPS”).
Memorial Service and Lincoln Memorial were placed
under an order of liquidation on September 22, 2008.
The Association participated in the court-approved
Liquidation Plan that had been developed between the
Texas Department of Insurance, the Special Deputy Receiver (“SDR”) and the guaranty associations affected
by the insolvency of these two companies. Under the
Liquidation Plan, the guaranty associations provide
coverage for the risk that was originally transferred under the whole life insurance policy — that is, payment
of a lump sum death benefit to fund the funeral services and merchandise for the insured. The SDR serves,
through a separate contract, as the third- party administrator for the guaranty associations and in this capacity
processes claims for the Association. Death claims are
processed as incurred. Valid claims are paid subject to

the Liquidation Plan and only after an assignment and
release have been signed and delivered to the SDR.
The Association provided protection for 65,369 policies
owned by Texas residents, with face amounts totaling
approximately $215 million.
In 2011, the Association transferred the 52,553 active
Memorial Service life insurance policies to Investors
Heritage Life Insurance Company (“IHLIC”) through
an assumption reinsurance agreement funded by a
$94,151,700 payment to IHLIC. In 2016, the Association conducted one additional true-up transaction with
IHLIC to resolve data correction adjustments to reserve
calculations used in the closing and to fund claims for
policies transferred that were later discovered to involve
a death prior to the closing date. The Association paid
$1,357 to fund a true up in 2016.
During 2016, the Association funded $114,989 of
Lincoln Memorial death claims for Texas resident insureds. The Association’s death claim payments since
the beginning of the insolvencies totaled approximately
$36,775,700 as of year-end 2016.
The Association has paid a total of approximately $130,892,323 in benefits and approximately
$19,415,828 in expenses for the two insolvencies as
of year-end 2016. The Association continues to be responsible for Lincoln Memorial policies, with potential
death benefits of approximately $1.94 million.
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Expenses v. Funding Sources
LMLIC/MSLIC
As of December 31, 2016
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The Association was activated for LMLIC/MSLIC on October 23, 2008.
The Association transferred all the MSLIC policies to Investors Heritage Life Insurance Company on July 1, 2011. The Association remains obligated for the LMLIC policies.
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PENDING INSOLVENCIES
PENN TREATY AND AMERICAN NETWORK INSURANCE COMPANIES
Penn Treaty Network America Insurance Company (Penn Treaty) and American Network Insurance
Company (ANIC), its insurance company subsidiary,
are Pennsylvania domestic life insurance companies
that have been in the business of writing long-termcare (LTC) insurance since 1972. Penn Treaty experienced rapid growth in its LTC business in the late
1990s. As of December 31, 2001, Penn Treaty’s adjusted capital and surplus were below the Regulatory
Action Level, and it was required to file a Corrective
Action Plan with the Pennsylvania Insurance Department. At that time, Penn Treaty and ANIC suspended
underwriting activities, reviewed and adjusted underwriting and claims protocols, increased reserves,
sought and obtained additional reinsurance, commenced efforts to raise capital, adopted the Corrective
Action Plan and then resumed writing new business.

2012. On May 3, 2012, the Court issued an order denying the liquidation petitions and ordering the rehabilitator to file a plan of rehabilitation that addresses
and eliminates the inadequate and discriminatory
premium rates for the policies issued prior to 2002.
For the remainder of 2012 through 2015, the rehabilitator developed and filed with the Court several different rehabilitation plans. These plans had
been developed through meetings with representatives of various interested parties, including the
shareholders, agents, guaranty associations and a
small number of large health insurance companies.

In the first quarter of 2016, the rehabilitator’s actions were revised and work began toward a straight
liquidation of both companies. Liquidation conversion petitions were filed by the rehabilitator
Penn Treaty and ANIC were placed in rehabilita- with the Commonwealth Court on July 27, 2016.
tion on January 6, 2009. The rehabilitator filed a
detailed Preliminary Report which included actu- In preparation for the activation of the guaranty associaarial analyses and rehabilitation options. The re- tions upon entry of the liquidation orders, the National
port described the rehabilitator’s initial plan for the Organization of Life and Health Insurance Guaranty
continued rehabilitation of both Penn Treaty and Association’s Penn Treaty/ANIC Task Force worked
ANIC, including pursuit of a nationwide premium diligently to finalize the elements of a resolution plan
rate increase on all LTC policies sold prior to 2002. through which the affected guaranty associations could
efficiently fulfill their obligations to the covered policyAfter evaluating several rehabilitation alternatives holders. The key elements of the resolution plan were
throughout 2009, the Pennsylvania Commissioner (1) Early Access Agreements with the receiver for Penn
filed petitions for liquidation on October 2, 2009 Treaty and ANIC, (2) a national premium rate increase
with the Commonwealth Court of Pennsylvania. On strategy, (3) a Settlement Agreement with the intervenOctober 23, 2009, the Commissioner filed amended ing health insurers, (4) Reinsurance Agreements with
petitions for liquidation. The amended petitions in- the captive for the coordinated discharge of guaranty
cluded an updated actuarial evaluation showing that association–covered liabilities and (5) an Interim SerPenn Treaty’s statutory capital and surplus would vices Agreement with the receiver to use Penn Treaty’s
be negative by more than $1.3 billion as of June 30, Allentown, Pennsylvania, operations to process claims
2009, if appropriate reserves for future claims and and administer the business. On November 29, 2016,
risks were held. ANIC’s statutory capital and sur- the Association’s Board of Directors took action to parplus would be negative by more than $45 million. ticipate in these agreements subject to the entry of the
liquidation orders and activation of the Association.
A hearing on the liquidation petitions began on January 31, 2011 with the Penn Treaty board of direc- Subsequent to the end of the reporting period covtors and its corporate sole shareholder objecting to ered by this report, but prior to its final preparathe liquidation. Testimony concluded in Novem- tion, the liquidation orders against Penn Treaber 2011 and oral arguments were held in February ty and ANIC were entered on March 1, 2017.
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Expenses v. Funding Sources
Penn Treaty/ANIC
As of December 31, 2016
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As of December 31, 2016, the Association has not been activated for Penn Treaty/ANIC, however the Association has incurred costs related to the
monitoring and preparation for activation. The Association was activated for Penn Treaty/ANIC on March 1, 2017.
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LITIGATION
It remains the belief of the Association’s Board of Directors that litigation is a remedy of last resort. Since
1992, the Association has either settled claims or litigation on terms favorable to the Association or prevailed
in the courts in all cases.
During 2016, no new lawsuits were brought against the
Association by any person covered by the Association
and no adverse judgments were entered against the Association at the trial or appellate level. Other claims
litigation involving the Association is either dormant or
not being prosecuted by the plaintiffs.
In September, 2016, oral argument was held in the 8th
Circuit Court of Appeals in Missouri in Jo Ann Howard
and Associates, P.C. et al v James Douglas Cassity, et al.
The Association and other plaintiffs defended a judgment just shy of $391 million rendered in 2015 by the
district court in the Eastern District of Missouri. The
Court of Appeals has not yet issued an opinion. The initial case was brought by the Association along with six
other guaranty associations, the National Organization

of Life and Health Insurance Guaranty Associations
representing the other affected guaranty associations
and the Special Deputy Receiver of Lincoln Memorial
Life Insurance Company, Memorial Service Life Insurance Company and National Prearranged Services, Inc.,
to recover assets in connection with the insolvency of
Lincoln Memorial Life Insurance Company, Memorial
Service Life Insurance Company and National Prearranged Services, Inc. In the fall of 2013, the trial of a
companion criminal case against six persons who were
also defendants in the above-described civil suit ended
with five guilty pleas and one jury conviction, plus restitution and forfeiture orders in favor of the plaintiffs
in the civil suit. The criminal defendants are either in
prison or have served their sentences.
Claims Litigation
The Association continues to be involved as a defendant
in two claims related lawsuits as of December 31, 2016.
Both of these lawsuits are inactive.

ASSESSMENTS AND REFUNDS
The Association is authorized to assess its member
insurance companies for the purpose of providing the
funds necessary to meet its obligations. The governing
statute provides for two classes of assessments, Class A
and Class B.
Class A assessments may be authorized and called to
pay administrative and general expenses not related to
a particular insolvent insurance company. The Association’s Class A assessments, since it was created in
1973, total approximately $7.44 million. In 2016, the
Association’s Board of Directors authorized and called
a $2 million Class A assessment. The low-interest environment and small recoveries from estates were not
sufficient to cover the Association’s operating expenses
and required a Class A assessment. Prior to 2016, the
Association last collected a Class A assessment in 1992.
Investment earnings, allocation of expenses attributable
to receivership estates and retention of certain amounts
from closed receivership estates have been sufficient
16

to eliminate the need for Class A assessments until recently.
Class B assessments may be authorized and called
to obtain the funds needed to fulfill the Association’s
statutory administrative expenses and obligations for
insurance policies for a specific insolvent insurance
company. The Assessment/Investment Committee of
the Board of Directors meets periodically to review
the financial position and projected cash flow for each
insolvent company to determine whether a Class B assessment will be recommended to be authorized and
called. During 2016, the Board of Directors did not
authorize or call a Class B assessment.
The total Class B assessments since the formation of
the Association total approximately $794.3 million.
The following chart reflects the Class B assessment
amounts assessed since inception, in five-year groupings.
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On occasion, the total funds received from premium collections, distributions from receivership estates, investment earnings, recoveries from other third-party sources and Class B assessments exceed the Association’s
total expenses related to a specific insolvency. These
excess funds result from timing in the cash flow of the
expenses and recoveries. In the normal course of an
insolvency, Class B assessments are levied early in the
insolvency process to provide the funding for the payment of insurance contractual obligations and related
administrative costs. Estate distributions and recoveries
from third parties often are received much later near the
closing of the insolvent company’s receivership.

mulated funds for future expenses or to refund them, if
practical. The refunds to member insurers are made by
credits against assessments called by the Association.
For 14 of the last 22 years, beginning in 1995, the Association refunded excess funds related to specific insolvent insurers to member insurers after determining
there was no reasonable expectation of additional expenses or recoveries related to those insolvent insurers.
In 2016, the Board of Directors did not authorize a credit refund. The Association’s refunds since its inception
have totaled approximately $150.6 million.

The following chart reflects the Class B assessment and
Texas law authorizes the Association’s Board of Direc- refunds since 1996.
tors to retain a reasonable amount of these excess accu17
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FINANCIAL REPORTING AND AUDIT
The Association is considered a governmental organization for accounting, financial reporting and auditing
purposes. As such, the Association is subject to the authoritative literature promulgated by the Governmental
Accounting Standards Board (“GASB”). The Association, as a financial-reporting entity, is considered a primary government entity as defined in GASB Statement
14, as amended, and is reported as a special-purpose
government engaged in business-type activities. The
significant accounting policies followed by the Association in preparing its financial statements conform to
generally accepted accounting principles applicable to
government units and accepted in the United States of
America.

The Association is considered a related entity of the
Texas Department of Insurance (“TDI”) under GASB
Statement No. 14. This designation has existed since
2003, except for 2013, 2014 and 2015, when TDI reported it as a component unit. TDI now reports the Association as a related organization rather than a component unit.

The Association’s financial records and operations are
audited annually. Interim financial reports and transactions are reviewed extensively during the course of
the year by the Board of Directors and committees of
the Board. The Association’s audited financial statements as of and for the year ended December 31, 2016,
including a Management Discussion and Analysis, the
In 2016, the Association adopted GASB Statement No. auditor’s report and financial statements with footnote
72, Fair Value Measurement and Application. This guid- disclosures, are shown on pages 19 through 42.
ance establishes a framework for measuring fair value
in accordance with generally accepted accounting principles and expands disclosure about fair value measurements. The Associations’ audited financial statements
reflects these changes.
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INDEPENDENT AUDITORS' REPORT

Board of Directors
Texas Life and Health Insurance Guaranty Association
Austin, Texas
We have audited the accompanying financial statements of the Texas Life and Health Insurance
Guaranty Association (Association), which comprise the statements of net position as of December 31,
2016 and 2015, and the related statements of revenues, expenses, and changes in net position, and
cash flows for the years then ended, and the related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.
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Board of Directors
Texas Life and Health Insurance Guaranty Association

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Texas Life and Health Insurance Guaranty Association as of December 31, 2016
and 2015, and the results of its operations and its cash flows for the years then ended in accordance
with accounting principles generally accepted in the United States of America.
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the
management’s discussion and analysis on pages 22-28 be presented to supplement the basic financial
statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical
context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’s responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements. We do
not express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assurance.

CliftonLarsonAllen LLP
Dallas, Texas
April 6, 2017
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TEXAS LIFE AND HEALTH
INSURANCE GUARANTY ASSOCIATION
Management’s Discussion and Analysis
For the Years Ended December 31, 2016 and 2015
The Management’s Discussion and Analysis is a narrative overview and analysis of the financial activities
of the Texas Life and Health Insurance Guaranty Association (the “Association”) as of and for the years
ended December 31, 2016 and 2015 and should be read in conjunction with the basic financial statements.
The discussion is based on the Association’s financial statements which are prepared in accordance with
accounting principles generally accepted in the United States of America.
FINANCIAL HIGHLIGHTS







Insurance contractual obligations decreased by $2.77 million or 32.46% from $8.54 million in 2015
to $5.77 million in 2016.
There was a $2.00 million Class A assessment authorized and called in 2016. There was no
assessment authorized or called in 2015. Unbilled assessments decreased by $3.35 million from
$4.77 million in 2015 to $1.42 million in 2016.
Distributions received from receivership estates were $3.09 million in 2016 compared to $23.07
million in 2015.
The total net position increased by $2.58 million or 8.11% to $34.46 million in 2016 from $31.87
million in 2015, mostly as a result of the Association receiving $2.00 million in Class A
assessments, $3.09 million in estate distributions and funding $2.51 million in claims and
expenses.
The Association’s cash position increased $1.37 million or 60.15% to $3.64 million in 2016 from
$2.27 million in 2015, primarily as a result of the purchase of US Treasuries and receipt of
distributions.

OVERVIEW OF THE FINANCIAL STATEMENTS
The Association is considered a governmental organization for accounting, financial reporting, and auditing
purposes pursuant to definitions in Governmental Accounting Board statements. Organizations other than
public corporations and bodies corporate and politic are classified as governmental organizations if they
have one or more of the following characteristics:


Popular election of officers or appointment (or approval) of a controlling majority of the members
of the organization’s governing body by officials of one or more state or local governments;



The potential for unilateral dissolution by a government with the net assets reverting to the
government; or



The power to enact and enforce a tax levy.

The Association’s entire governing body (Board of Directors) is appointed by the Commissioner of
Insurance for the State of Texas. Therefore, the Association exhibits one of the characteristics and is
considered to be a governmental organization for accounting, financial reporting and auditing purposes.
The Association’s financial report consists of three parts – management’s discussion and analysis (this
section), independent auditors’ report, and basic financial statements. The basic financial statements for
the Association are presented on the basis of an enterprise fund as defined by the Government Accounting
Standards Board and as such, funds of the Association are accounted for using the flow of economic
resources measurement focus and the accrual basis of accounting. Accordingly, revenues are recognized
when earned and expenses are recognized when the liability is incurred regardless of the timing of the
related cash flow. The basic financial statements include:
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Statement of Net Position: This statement includes all of the Association’s assets and liabilities.
The difference between the Association’s assets and liabilities is its net position. The net position
is presented in two components – invested in capital assets, net of any debt and unrestricted.



Statement of Revenues, Expenses and Changes in Net Position: This statement measures the
results of the Association’s operations and reports all of the Association’s revenues and expenses.



Statement of Cash Flows: This statement supplements the Statements of Net Position and
Statements of Revenues, Expenses and Changes in Net Position by providing relevant information
about cash receipts and payments of the Association.



Notes to the Financial Statements: The notes are an integral part of the basic financial statements
and present information essential for the fair presentation of the financial statements that is not
displayed on the face of the financial statements.
FINANCIAL ANALYSIS OF THE ASSOCIATION
Table 1
Net Position
(In thousands of dollars)
2016
Amount
Percent

Current assets
Noncurrent assets
Total assets

$

Current liabilities
Noncurrent liabilities
Total liabilities
Net position
Unrestricted
Invested in capital assets
Total net position

2015
Amount
Percent

2014
Amount
Percent

45,837
1,486
47,323

96.9% $
3.1%
100.0%

43,348
4,858
48,206

89.9% $
10.1%
100.0%

25,271
4,951
30,222

83.6%
16.4%
100.0%

7,387
5,480
12,867

57.4%
42.6%
100.0%

8,245
8,090
16,335

50.5%
49.5%
100.0%

8,843
8,238
17,081

51.7%
48.3%
100.0%

34,391

99.8%
0.2%
100.0% $

31,784

99.7%
0.3%
100.0% $

13,029

99.1%
0.9%
100.0%

$

1,442
30,342
31,784

$

1,111
11,918
13,029

65

$

34,456

Unrestricted
Association’s continuing
administration expenses $
Insolvent estates
$

2,444
31,947
34,391

$

87

31,871

$

112

13,141

Current assets: Cash and cash equivalents which include cash on deposit, money market funds, and United
States Treasury Bills with original maturities of three months or less make up 8%, 5% and 13% of the
current assets of the Association in 2016, 2015 and 2014, respectively.
Investments, which include United States Treasury securities with original maturities of greater than three
months, were (in millions) $42.0, $40.9, and $21.9 in 2016, 2015, and 2014, respectively.
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Proofs of claim are filed by the Association against individual receivership estates to recover claims, claims
handling expenses and administrative expenses incurred by the Association. These proofs of claim may be
amended and updates are filed periodically as additional costs are incurred and paid by the Association.
The proofs of claim are recorded as receivables, net of allowances which serve to estimate the ultimate
collectability of the claim from the receivership estate. Proofs of claim, net of collectability allowances,
were $ 0 at year end 2016, 2015 and 2014.
Noncurrent assets: The Association has statutory authority to assess its member insurers as necessary to
provide funds to meet contractual obligations related to each insolvent company for which the Association
has been activated. Unbilled assessments are recorded in the financial statements for each individual
insolvent company in an amount sufficient to eliminate any deficit (negative) net position that may arise
with the recognition of all assets and liabilities pertaining to the insolvent insurer. Unbilled assessments at
year end 2016, 2015 and 2014 were $1.4 million, $4.8 million and $4.5 million, respectively.
Capital assets consisting of furniture and equipment reported net of accumulated depreciation make up the
remaining balance of noncurrent assets.
Liabilities: 44.8%, 52.3% and 51.0% of the total obligations for the years ending December 31, 2016, 2015
and 2014, respectively, are the estimated contractual obligations for all impaired or court ordered insolvent
companies for which the Association was activated. The obligation amounts reflect the estimated amount
of future cash payments and are adjusted periodically to reflect more accurate and current projections of
cost for existing and new insolvencies. Obligations are included in the liabilities as current and noncurrent.
In the 2016, 2015 and 2014 financial statements insurance contractual obligations were recorded as follows:
Table 2
Insurance Contractual Obligations
2016

2015

2014

Current insurance contractual obligations
$
287,444 $
450,235 $
476,453
Noncurrent insurance contractual obligations
5,480,817
8,090,012
8,238,146
Total contractual obligations
$ 5,768,261 $ 8,540,247 $ 8,714,599
The decrease in obligations was primarily a result of claims paid in 2016 and the recalculation of the future
obligations of the Executive Life Insurance Company estate. In 2015, the decrease was primarily due to
the payment of claim obligations. In 2014, the Association received a recalculation of future obligations for
one insolvency that caused most of the increase in the total obligations.
The Association has historically credit refunded excess insolvency-specific funds to member insurers. On
occasions where the credit refund exceeds the amount of the assessment levied against a member insurer,
the remaining credit due to a member insurer, is reflected in the financial statements as a liability
(“Assessment Credit Balance”). This excess is either held by the Association to offset future assessments
or is refunded to member insurers and/or the State of Texas pursuant to law. As of December 31, 2016,
2015 and 2014, the remaining credit balances were $6.56 million, $7.12 million and $7.12 million,
respectively.
The balance of current liabilities consists of accounts payable and accrued expenses incurred in the normal
course of operations.
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Net position: The net position of the Association is separated into two categories: Invested in Capital Assets
and Unrestricted, as detailed in Note 9 to the Financial Statements The unrestricted category is further
allocated into the net position for: Association’s continuing administrative expenses and insolvent
companies. Excess insolvent company specific net assets may be refunded to member insurers or a
reasonable amount may be retained to provide funds for the continuing expenses of the Association.
Table 3
Results of Operations – Change in Net Position
2016

2015

2014

Revenues:
Billed assessments
Change in unbilled
Assessments
Estate recoveries
Change in proofs of
claim, net of allowance
Premiums
Total operating revenues

$

1,999,960

$

-

$

3,899,715

(3,351,046)
3,093,981

253,309
23,065,336

(1,164,561)
5,759,770

92,366
1,835,261

93,110
23,411,755

116,223
8,611,147

146,467

2,644,113

401,978

571,021

2,857,290
1,294,671
4,700,406
18,711,349
18,345
18,729,694

3,093,787
4,004,483
1,295,321
11,608,725
(2,997,578)
119,306
(2,878,272)

13,141,126
31,870,820

16,019,398
13,141,126

Expenses
Change in insurance
contractual obligations
Cost of claims
obligations
Refund of prior year
assessments
National task forces
Administration costs
Total operating expenses
Operating (loss) income
Net nonoperating revenues
Change in net position
Net position, beginning of year
Net position, end of year
% change in net position from prior
year

(2,771,986)
352,630
835,837
1,299,937
(283,582)
2,118,843
466,084
2,584,927
$

31,870,820
34,455,747
8.11%

$

142.53%

$

(17.97)%

In 2016, the net position increased by $2,584,927 or 8.11%. “Change in net position” was affected by the
net results in administration operation, $1,226,199 and estate operations, $1,358,728 as shown in Table 4.
Most of the change in net assets is a result of the receipt of $3.1 million in estate distributions.
The amount by which the net assets of individual estates exceed the amount necessary to carry out the
obligations of the Association, including assets accruing from net realized gains and income from
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investments, may, by an equitable method, be refunded to member insurers. The Association’s Board of
Directors did not approve such a refund in 2016 or 2015

Table 4
2016 Change in Net Position by Estates and Administration
Estates
Revenues:
Assessments
Estate recoveries
Premiums
Change in unbilled assessments
Total revenues

$

Administration

Total

3,093,981
92,366
(3,351,046)
(164,699)

1,999,960
1,999,960

1,137,611
352,630
(2,771,986)

998,163
-

2,135,774
352,630
(2,771,986)

Total expenses

(1,281,745)

998,163

(283,582)

Operating (loss) income

1,117,046

1,001,822

2,118,868

Expenses:
Administration
Claims cost
Change in insurance contractual obligation

Interest income (net of interest expense)
Unrealized gain on investments
Increase (decrease) in net position

$

26

295,376
(53,694)

228,759
(4,382)

1,358,728

1,226,199

$

1,999,960
3,093,981
92,366
(3,351,046)
1,835,261

524,135
(58,076)
$

2,584,927

TEXAS LIFE AND HEALTH
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2015 Change in Net Position by Estates and Administration
Revenues:
Assessments
Estate recoveries
Premiums
Change in unbilled assessments
Total revenues

Estates
$

- $
23,065,336
93,110
253,309
23,411,755

Expenses:
Administration
Claims cost
Change in insurance contractual obligation
Total expenses

3,549,503
401,978
146,467
4,097,948

Operating (loss) income

19,313,807

Interest income (net of interest expense)
Unrealized gain on investments
Increase (decrease) in net position

171,285
1,092,476
$

20,577,568 $

Administration
-

Total
$

23,065,336
93,110
253,309
23,411,755

602,458
602,458

4,151,961
401,978
146,467
4,700,406

(602,458)

18,711,349

178,387
(1,423,803)

349,672
(331,327)

(1,847,874)

$

18,729,694

CURRENT KNOWN FACTS, DECISIONS OR CONDITIONS
The Association along with six other guaranty associations, the National Organization of Life and Health
Insurance Guaranty Associations representing the other affected guaranty associations, the Special Deputy
Receiver of Lincoln Memorial Life Insurance Company, Memorial Service Life Insurance Company, and
National Prearranged Services, Inc., as plaintiffs, filed a civil suit in 2009 to recover assets in connection
with the insolvency of Lincoln Memorial Life Insurance Company, Memorial Service Life Insurance
Company and National Prearranged Services, Inc. Although most defendants settled before trial, the
plaintiffs prevailed in a jury trial in 2015, and the defendant PNC bank appealed the final judgment of
almost $390 million to the 8th Circuit. The plaintiffs cross-appealed and oral arguments were held in
September, 2016. The 8th Circuit has not yet rendered an opinion.
In 2016, the Association incurred various expenses related to the appeal and cross appeal.
The Association received its proportionate share of recoveries from restitution and forfeiture orders totaling
$1,694,466 during 2016. The timing and amount of additional recoveries is uncertain.
On March 1, 2017, the Commonwealth Court of Pennsylvania issued orders of liquidation for two affiliated
member insurance companies, Penn Treaty Network America Insurance Company and American Network
Insurance Company. In anticipation of the liquidation orders, at its November 29, 2016 meeting, the
Association’s Board of Directors authorized participation in a number of agreements as part of a resolution
plan for the companies developed by a national task force. The agreements provide for early access
distributions of assets, participation in a captive insurance company formed by the guaranty associations,
LTC Re, to facilitate the runoff of the covered policy obligations, and funding arrangements to the
captive. The Association’s obligations to the approximately 3,900 Texas resident policyholders are
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actuarially estimated to be $202.03 million in the aggregate over several decades. Under the agreement with
LTC Re, the Association will fund a discounted value of these obligations over the next six years that is
estimated to be approximately $137.01 million.
The fluctuations in the economy, changes in the health insurance marketplace, health care costs and the
continuing low interest rate environment continue to pose challenges for insurance companies. In addition,
the aging of the population and a continued high demand for long-term care insurance products, which are
covered by the Association, represents another challenge for insurance companies based on the adequacy
of pricing and reserving for these products. At what point and to what magnitude these factors may impact
member insurance companies to the point of financial impairment and insolvency is difficult to predict and
currently not measurable.
CONTACTING THE ASSOCIATION’S FINANCIAL MANAGEMENT
This financial report is designed to provide a general overview of the Association’s finances. If you have
questions about this report or need additional financial information, please contact the Association’s
Executive Director at 515 Congress Ave., Suite 1875, Austin, Texas 78701 or call (512) 476-5101.
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2016

Assets
Current assets:
Cash and cash equivalents
Investments
Receivables:
Billed assessments, net of allowance of
$701,903 at December 31, 2016 and 2015
Other receivables
Accrued interest
Proofs of claim, net of allowance of $485,572,663 and
$487,155,455 at December 31, 2016 and 2015
Total current assets
Noncurrent assets:
Unbilled assessments
Capital assets, net
Total noncurrent assets
Total assets

$

$

2015

3,635,749.00
41,960,205.00

2,270,227.00
40,941,256.00

70,663.00
12,271.00
158,117.00

69,914.00
12,551.00
53,821.00

45,837,005.00

43,347,769.00

1,420,762.00
65,296.00
1,486,058.00
47,323,063.00

4,771,807.00
86,649.00
4,858,456.00
48,206,225.00

8,748.00
535,218.00
6,555,089.00
287,444.00
7,386,499.00

4,661.00
684,469.00
7,106,028.00
450,235.00
8,245,393.00

5,480,817.00
12,867,316.00

8,090,012.00
16,335,405.00

34,390,451.00
65,296.00
34,455,747.00
47,323,063.00

31,784,171.00
86,649.00
31,870,820.00
48,206,225.00

Liabilities and Net Assets
Current liabilities:
Accounts payable
Accrued expenses
Assessment credit balance
Insurance contractual obligations, current portion
Total current liabilities
Noncurrent liabilities:
Insurance contractual obligations, less current portion
Total liabilities

$

Net position:
Unrestricted
Invested in capital assets
Total net position
Total liabilities and net position

$

The accompanying notes are an integral part of these financial statements.

29

TEXAS LIFE AND HEALTH
INSURANCE GUARANTY ASSOCIATION
Statements of Revenues, Expenses, and Changes in Net Position
For the Years Ended December 31, 2016 and 2015
2016
Operating revenues:
Membership assessments:
Billed assessments
Change in unbilled assessments
Net membership assessments
Estate recoveries
Change in proofs of claim, net of allowance
Premiums
Total operating revenues

$

Operating expenses:
Claims:
Claims paid
Claims refund
Net Claims
Change in insurance contractual obligations
Refund of prior years' assessments
Assumption reinsurance agreements
Third-party administrators
National task forces
Total claims
Administrative costs:
Legal and professional
Salaries and benefit costs
Building and equipment lease costs
Depreciation
National organization dues and meetings
Other
Total administrative costs
Total operating expenses
Operating income (loss)
Nonoperating revenues:
Interest income (net of interest expense)
Unrealized gain / loss investments
Net nonoperating revenues
Change in net position
Net position, beginning of year
Net position, end of year

$

1,999,960.00
(3,351,046.00)
(1,351,086.00)
3,093,981.00
92,366.00
1,835,261.00

253,309.00
253,309.00
23,065,336.00
93,110.00
23,411,755.00

228,224.00
228,224.00
(2,771,986.00)
103,093.00
21,313.00
835,837.00
(1,583,519.00)

234,033.00
234,033.00
146,467.00
167,945.00
21,466.00
2,857,290.00
3,427,201.00

160,116.00
569,067.00
194,804.00
37,241.00
121,851.00
216,833.00
1,299,912.00
(283,607.00)
2,118,868.00

161,662.00
529,561.00
188,772.00
35,538.00
105,971.00
251,701.00
1,273,205.00
4,700,406.00
18,711,349.00

524,135.00
(58,076.00)
466,059.00
2,584,927.00
31,870,820.00
34,455,747.00

349,672.00
(331,327.00)
18,345.00
18,729,694.00
13,141,126.00
31,870,820.00

The accompanying notes are an integral part of these financial statements.
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2016

Cash flows from operating activities:
Receipts from assessments
Receipts from estate recoveries
Receipts from premiums
Receipts from other sources
Receipt from collection of reinsurance receivable
Payments for pre-paid claims
Payments for assumption reinsurance agreements
Payments for direct claims
Payments to suppliers for goods and services
Payments to employees
Assessment refunds applied
Net cash provided by operating activities

$

1,448,271.00
3,093,981.00
92,366.00
25.00
(103,093.00)
(226,067.00)
(1,699,406.00)
(567,481.00)
2,038,596.00

2,737.00
23,065,512.00
93,110.00
(167,945.00)
(251,438.00)
(4,140,585.00)
(529,199.00)
18,072,192.00

(15,888.00)
(15,888.00)

(10,415.00)
(10,415.00)

(5,427,026.00)
4,350,000.00
419,840.00
(657,186.00)

(27,317,072.00)
7,965,000.00
313,923.00
(19,038,149.00)

Cash flows from capital and related financing activities:
Purchase of capital assets
Net cash used in capital and related financing activities
Cash flows from investing activities:
Purchase of US Treasuries
Receipt of US Treasuries
Receipt of interest on investments
Net cash used in investing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

$

2015

1,365,522.00
2,270,227.00
3,635,749.00

(976,372.00)
3,246,599.00
2,270,227.00

Reconciliation of operating income (loss) to net cash used by operating activities:
Operating income (loss)
Adjustment to reconcile operating income (loss) to net cash
(used in) provided by operating activities:
Depreciation expense
Unbilled assessments
Effect of change in operating assets and liabilities:
Billed assessments receivable, net of allowance
Pre-paid expenses
Other receivables
Proofs of claim, net of allowance
Reinsurance receivable
Accounts payable
Accrued expenses
Assessment credit balance
Insurance contractual obligations
Net cash (used in) provided by operating activities

$

2,118,868.00

37,241.00
3,351,046.00

$

The accompanying notes are an integral part of these financial statements.
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(749.00)
280.00
4,087.00
(149,251.00)
(550,940.00)
(2,771,986.00)
2,038,596.00

18,711,349.00

35,538.00
(253,309.00)
3,392.00
157.00
320,819.00
352.00
(571,754.00)
(174,352.00)
18,072,192.00
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December 31, 2016 and 2015
1.

Nature of Operations and Reporting Entity
The Texas Life and Health Insurance Guaranty Association (“Association”) was created by the
Texas legislature with the adoption of the Texas Life, Accident, Health and Hospital Service
Insurance Guaranty Act (“Act”) in 1973. The Association’s operations were privatized by the Texas
Legislature in 1992. The Association was created as a not-for-profit legal entity to protect, subject
to certain limitations, persons specified in the Act against failure in the performance of contractual
obligations under life insurance policies, accident and health insurance policies and annuity
contracts, because of the impairment or insolvency of the member insurer who issued the policies
or contracts. To provide this protection, this association of insurers was created to pay benefits and
to continue coverage as limited in the Act.
Membership in the Association is mandatory for any insurance company authorized in Texas to
transact any kind of insurance business to which the Act applies. Membership assessments are
made by the Board of Directors of the Association based on estimates of amounts necessary to
provide funds to carry out the purposes of the Act with respect to impaired insurers. Any amount
in excess of the amounts necessary to carry out the statutory obligations and continuing expenses
of the Association may be refunded by an equitable method at the discretion of the Board of
Directors or retained to provide funds for the continuing expenses of the Association.
Pursuant to the Act, the Association is governed by a nine-member Board of Directors appointed
by the Texas Commissioner of Insurance. Five members of the Board must be chosen from member
companies, three from the fifty member companies having the largest total direct premium income
and two from other member companies. Four of the Directors must be representatives of the
general public. Board members serve six-year terms and are eligible to succeed themselves in
office through reappointment.
The Association is considered to be a primary government entity according to the definition in
Governmental Accounting Standards Board (GASB) Statement No. 14, The Financial Reporting
Entity, as amended. No component units were identified for which the Association is considered
financially accountable under GASB Statement No. 14, as amended. During 2015, the Association
learned that it had been reported as a component unit of the Texas Department of Insurance in 2013
and 2014. The Association initiated discussions regarding this reporting decision with the Texas
Department of Insurance (“TDI”). In its 2016 Annual Financial Report for the fiscal year ending
August 31, 2016, the TDI stated after reevaluation of the reporting, the Association was not a
discrete component unit and should be classified as a related organization. The TDI’s previously
reported Net Position balances as of September 1, 2015 were restated to reflect this change.
The Association is reported as a special-purpose government entity engaged in business-type
activities. The significant accounting policies followed by the Association in preparing these
financial statements basically conform to generally accepted accounting principles applicable to
government units. The Association has adopted all applicable GASB pronouncements.
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2.

Summary of Significant Accounting Policies
(a) Basis of Accounting
The financial statements are presented using the economic resources measurement focus and
the accrual basis of accounting, except for premium income, which is recognized when
collected because of the immaterial amount of premiums to be accrued. Consequently,
revenue is recognized when earned and expenses are recognized when the obligations are
incurred. Operating revenues and expenses generally result from providing services in
connection with the Association’s principal ongoing operations, as described in Note 1. All
revenues and expenses not meeting this definition are reported as nonoperating revenues and
expenses. Assessment revenue (billed and unbilled) is recognized when insurance contractual
obligations are incurred. Claim liabilities are recognized using estimates of contractual
obligations for each impaired insurer at the date of impairment or issuance of an order of
liquidation based on a finding of insolvency by a court of competent jurisdiction. Projected
claim liabilities are reviewed and revised periodically as information related to the obligations
of the individual insolvent member companies is obtained.
(b) Tax Exempt Status
The Association is exempt from federal income taxes under Section 501(c)(6) of the Internal
Revenue Code. The Association is also exempt from payment of all fees and taxes levied by
the state of Texas or any of its subdivisions, except taxes levied on real and personal property.
(c) Cash Equivalents
For purposes of the statements of cash flows, the Association considers all highly liquid
investments with original maturities of three months or less to be cash equivalents.
(d) Investments
All investments of the Association shall meet the following objectives: (1) maximum safety
of funds invested and preservation of principal, (2) maintain sufficient liquidity to meet the
Association’s anticipated cash flow needs, and (3) achieve the highest possible yield. Funds
of the Association may be invested in bonds, notes or securities or other evidences of
indebtedness of the United States that are supported by the full faith and credit of the United
States or that are guaranteed as to principal and interest by the United States. With unanimous
Board approval, funds may be invested and reinvested in the following: letters of credit of the
United States; obligations, including letters of credit, of agencies or instrumentalities of the
United States; other obligations if the principal and interest are unconditionally guaranteed or
insured by, or backed by the full faith and credit of the United States or its agencies or
instrumentalities; and certificates of deposit and share certificates if each certificate is issued
by a depository institution that is located in the State of Texas, is guaranteed or insured by the
Federal Deposit Insurance Corporation (or its successor) or the National Credit Union Share
Insurance Fund (or its successor), and is secured by the obligations permitted in the
Association’s investment policy. Permitted investments may be made directly or through
mutual funds, so long as all assets of the mutual fund meet the requirements for a permitted
investment. Purchases of investment securities are made with the intent to hold such securities
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to maturity. Investments are recorded at fair value and marked to market at the end of each
reporting period.
(e) Fair Value Measurement and Application
The Association has adopted GASB No. 72, Fair Value Measurement and Application. GASB
No. 72 applies to all assets and liabilities that are measured and reported on a fair value basis.
It establishes a framework for measuring fair value in accordance with generally accepted
accounting principles and expands disclosure about fair value measurements. GASB No. 72
enables the reader to assess the inputs used to develop those measurements by establishing a
hierarchy for ranking the quality and reliability of the information used to determine fair
values and requires that assets and liabilities carried at fair value will be classified and
disclosed in one of the following three categories:
Level 1: Quoted market prices in active markets for identical assets or liabilities
Level 2: Observable market based inputs or unobservable inputs corroborated by market data
Level 3: Unobservable inputs that are not corroborated by market data
The impact of adopting GASB No. 72 is reflected in Note 4 of the financial statements.
(f)

Allowances for Uncollectible Proofs of Claim Receivable
Allowances for uncollectible proofs of claim are estate specific. The allowance for each estate
is based on evaluations of estate financial statements and records, reports from estate receivers
and information from other third parties.
Uncollected proofs of claim are closed by the Board of Directors only after an estate is closed
in both the domestic and ancillary state and there is no reasonable expectation that any
additional funds will be recovered from the estate or other third parties.

(g) Furniture and Equipment
Furniture and equipment are stated at cost. The Association capitalizes furniture and
equipment with estimated useful lives greater than one year and an acquisition cost greater
than $500. Depreciation is computed using the straight-line method over the estimated useful
lives of the assets, which is generally five years.
(h) Premium Revenue
Premiums received from a policyholder for coverage after an order of receivership is entered
belong to the Association. Premiums revenue is recognized as the premiums are received by
the Association, both for direct bill and premiums collected by third party agents.
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(i)

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from these estimates.

(j)

Deferred Outflows/Inflows of Resources
In addition to assets, the statement of financial position will sometimes report a separate
section for deferred outflows of resources. This separate financial statement element, deferred
outflows of resources, represents a consumption of net position that applies to a future
period(s) and so will not be recognized as an outflow of resources (expense/expenditure) until
then. The Association did not have any items that qualified for reporting in this category as
of December 31, 2016. In addition to liabilities, the statement of financial position will
sometimes report a separate section for deferred inflows of resources. This separate financial
statement element, deferred inflows of resources, represents an acquisition of net position that
applies to a future period and so will not be recognized as an inflow of resources (revenue)
until that time. The Association did not have any items that were required to be reported in
this category as of December 31, 2016.

(k) Net Position
The government-wide statements utilize a net position presentation categorized as follows:


Net investment in capital assets — This category reflects the portion of net position
that is associated with capital assets less outstanding capital asset related debt.



Restricted net position — Net position is reported as restricted when constraints
placed on net position used are imposed by law through constitutional provisions or
enabling legislation.



Unrestricted net position — This category reflects net position of the Association not
restricted for any project or other purpose. The net position reflected in the financial
statements of the Association are deemed to be unrestricted. Any estate-specific net
position may be refunded to member insurers or a reasonable amount may be retained
to provide funds for the continuing expenses of the Association.
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3.

Deposits and Investments
The Association’s deposits and investments as of December 31, 2016 and 2015 are as follows:

Cash and cash equivalents
Cash on deposit
Money market mutual funds
Total cash and cash equivalents
Investments
Bonds – US Treasury Debt

2016
$

Fair value

2015

$

191,963
3,443,786
3,635,749

192,364
2,077,863
2,270,227

$

41,960,205

40,941,256

Custodial Risk. Cash and cash equivalents consist of bank demand deposits and money market
investment accounts. The Association’s amount of bank demand deposits accounts at December
31, 2016 and 2015, respectively, was $196,861 and $192,364. The Association manages its cash
and cash equivalent balances to not exceed the $250,000 FDIC protection.
Credit Risk. Money market investments at December 31, 2016 and 2015 were $3,443,786 and
$2,270,863, respectively. These mutual fund portfolios are comprised of U.S. government
obligations backed by the full faith and credit of the United States. These mutual fund investments
are not insured by the Federal Deposit Insurance Corporation nor are they a deposit of, other
obligation of or guaranteed by a bank or other depository institution. The Association has not
experienced any losses in such accounts and believes it is not exposed to any significant credit risk.
Interest rate risk. The Association invested $42,258,027 in US Treasury debt, with a maturity value
of $41,871,000. These securities had a market value of $41,960,205 as of December 31, 2016 and
$40,941,256 as of December 31, 2015. The Association, upon the direction of its Board of
Directors, adopted a laddered maturity schedule with all its investments. Each quarter,
approximately $2,000,000 of US Treasuries will mature to either fund the Associations obligations
or be reinvested. Due to this schedule, the Association purchased some longer term interest paying
US Treasuries rather than solely zero-coupon US T-bills. The Association recognizes the accrued
interest on this debt as an asset.
As of December 31, 2016, the Association had the following US Treasury maturity schedule:
Maturity
2017
2018
2019
2020
2021 and after

Fair value
2016
19,744,338
8,807,913
5,900,896
5,470,887
2,036,171

Total

41,960,205
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4.

Investments and Fair Value Measurements
The estimated fair values of the Association’s short-term financial instruments, including
receivables and payables arising in the ordinary course of operations, approximate their individual
carrying amounts due to the relatively short period between their origination and expected
realization.
The Association has the following recurring fair value measurements as of December 31, 2016:


US Treasury securities of $41.96 million are valued using quoted market prices (Level 2
inputs)

The tables below present the assets and liabilities measured at fair value on a recurring basis by
level within the hierarchy:

Assets:
Investments:

Total

Level 3

US Treasury Securities

$

41,960,205

41,960,205

-

-

Total Investments at Fair Value

$

41,960,205

41,960,205

-

-

Assets:
Investments:

5.

As of December 31, 2016
Level 1
Level 2

Total

As of December 31, 2015
Level 1
Level 2

Level 3

US Treasury Securities

$

40,941,256

40,941,256

-

-

Total Investments at Fair Value

$

40,941,256

40,941,256

-

-

Membership Assessments
The Association is authorized by the Texas Insurance Code, Annotated, Chapter 463.151 to assess
member insurers in amounts necessary to pay both contractual claim obligations and administrative
expenses of the Association. There are two classes of assessments: Class A, which may be levied
to meet administrative general expenses not related to a specific insolvency, and Class B, which
may be levied to meet the administrative expenses and contractual obligations associated with
specific insolvent or impaired insurers.
The amount of Class A assessments is prorated to individual member insurers, taking into
consideration annual premium receipts reflected in the annual statements for the year preceding the
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assessment year for individual member insurers. The Association levied its first Class A assessment
since 1992 in 2016 for $2,000,000.
The amount of each Class B assessment allocated to a member insurer is its pro-rata share based
on the proportion its line-of-business premiums received (life, accident and health, and annuity) for
the three most recent calendar years for which information is available preceding the year in which
the insolvent insurer necessitating the assessment was designated as impaired or insolvent to the
total premiums received on that same line of business by all member insurers in the same three year
period.
The total of all Class B assessments authorized against a member insurer for each line-of-business
account may not exceed 2 percent of the member insurer’s premiums received on the policies
covered by the line-of-business account in any one calendar year, which is defined as the most
recent year for which assessable premium data is available.
Class B assessment revenue for 2016 and 2015 was $0. There was no Class B assessment
authorized or called in 2016 or 2015.
The Association may refund to member insurers, in proportion to the contribution of each member
insurer, the amount by which accumulated assets exceed the amount necessary to meet its
obligations with regard to a particular insolvent insurance company. The Board of Directors did
not authorize a credit refund in 2016 or 2015.
Billed assessments receivable as of December 31, 2016 and 2015 was $772,566 and $771,817,
respectively. These unpaid assessments were levied in years 1991 through 2016. An allowance
for uncollectible billed assessments has been recorded for $701,903 as of December 31, 2016 and
December 31, 2015.
Unbilled assessments receivable of $1,420,762 and $4,771,807 at December 31, 2016 and 2015,
respectively, represent the statutory ability of the Association to assess member insurers as required
to meet its statutory obligations. This amount may be assessed in future periods as necessary to
fund liabilities for insolvent member insurers.
6.

Proofs of Claim
The Association files proofs of claim against individual receivership estates to recover claims,
claims handling expenses and administrative expenses incurred by the Association related to the
specific insolvent company. These proofs of claim may be amended as updates are filed
periodically and additional costs are incurred and paid by the Association. At December 31, 2016
and 2015, proofs of claim receivable on open estates (before an allowance) were $485,572,663 and
$487,155,455, respectively.
An allowance related to the collectability of proofs of claim is recorded based on management’s
estate specific evaluations of net assets held by the receiver and other potential recoveries. The
amounts to be received by the Association in early access distributions or final distributions are
often not readily determinable; therefore, recoveries due to the Association are necessarily
estimates and subject to change as the estates are closed. Based on the Association’s estate-specific
review, the allowances for uncollectible proofs of claim as of December 31, 2016 and 2015 were
$485,572,663 and $487,155,455, respectively.
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7.

Capital Assets
Capital asset activity for the years ended December 31, 2016 and 2015 was as follows:
Beginning
of Year

Additions

End of
Year

Retirements

2016:
Capital assets, being depreciated:
Furniture and equipment
Less: accumulated depreciation
2015:
Capital assets, being depreciated:
Furniture and equipment
Less: accumulated depreciation

$ 317,697
231,048
$ 86,649

15,888
37,241

-

$ 333,585
268,289
$ 65,296

$ 307,282
195,510
$ 111,772

10,415
35,538

-

$ 317,697
231,048
$ 86,649

Depreciation expense for 2016 and 2015 was $37,241 and $35,538, respectively.
8.

Interaccount Loans and Borrowings
The Board of Directors of the Association adopted a resolution that allows for short-term loans
from one insolvency to another insolvency. Interest is paid by the borrowing insolvency to the
insolvency making the short-term loan at a rate which approximates that earned on short-term
government securities. For the years ended December 31, 2016 and 2015, the following
transactions occurred, which are not reflected in the financial statements since they do not relate to
activities of the Association:

2016:
Interaccount loans
Interaccount borrowings
2015:
Interaccount loans
Interaccount borrowings

Beginning
of Year

Additions

Repayments
910,000
910,000

$
$

1,175,676
(1,175,676)

-

$
$

1,175,676
(1,175,676)

-

End of Year
$
$

265,676
(265,676)

$
$

1,175,676
(1,175,676)

Interest of $3,773 and $1,481 was charged on these loans for the years ended December 31, 2016
and 2015, respectively. The interest expense was charged to the individual borrowing insolvencies
and is netted against interest income on the Association’s financial statements.
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9.

Insurance Contractual Obligations
The liability for insurance contractual obligations is management’s estimated amount of future cash
payments for all impaired or insolvent companies. The amounts are necessarily based on estimates
and the ultimate liability may vary significantly from the estimate. In addition, the liability is based
on information supplied principally by third parties such as receivers, third-party administrators
and insolvency task force consultants. As of December 31, 2016 and 2015, activity in the insurance
contractual obligations was as follows:

Year ended
December 31, 2016
Year ended
December 31, 2015

Beginning
of Year

Net Change

End of Year

Current
Portion

$8,540,247

(2,771,986)

$5,768,261

$287,444

$8,714,599

(174,352)

$8,540,247

$450,235

Three open estates comprised approximately 94.7% and 96.0% of the insurance contractual
obligations at December 31, 2016 and December 31, 2015, respectively. The obligations related
to the Executive Life estate are based on the estimated amount the Association will pay for
obligations to provide additional benefits under certain contracts not included in the defeasance
payment the Association made in May 2012. The obligations of Lincoln Memorial Life Insurance
Company is based on the estimated remaining death claims attributable to Texas. The obligations
of National States Insurance Company are based on reserve calculations.
Revisions to estimates of the insurance contractual obligations are reflected in the statements of
revenues, expenses and changes in net assets as “changes in insurance contractual obligations.”
10.

Net Position
As of December 31, 2016 and 2015, the net position reflected in the financial statements of the
Association consisted of the following:
Unrestricted net position:
Insolvent estate assets allocated to pay the ongoing
claims and expenses of specific insolvencies
$
Association operational assets
Invested in capital assets
Total net position

11.

$

2015
31,946,476 $
2,443,975
34,390,451
65,296
34,455,747 $

2015
30,341,816
1,442,355
31,784,171
86,649
31,870,820

Operating Leases
The Association leases its office facility under a non-cancelable operating lease that expires in May
2021. The Association also has one noncancelable operating lease for equipment and machinery
that expires during the next five years. Lease expense charged to operations for the year ended
December 31, 2016 and 2015 amounted to $194,804 and $188,772, respectively.
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Future annual minimum lease payments under noncancelable operating leases for each of the next
five years subsequent to December 31, 2016 are as follows:

12.

2017
2018
2019
2020
2021

$

243,060
247,276
251,625
255,626
108,008

Totals

$

1,105,595

Employee Benefit Plan
The Association sponsors a safe harbor defined contribution retirement plan, TLHIGA 401(k) Plan
(“the Plan”), covering substantially all of its employees. Employees are generally eligible to
participate in the Plan after completing six months of service and attaining the age of 21.
Employees may contribute to the Plan through elective deferrals of salary up to an annual maximum
as set by law. Further, the Association contributes 3% of each employee’s salary irrespective of
the employee’s participation, and may make a safe harbor matching contribution equal to 50% of
employee-elective deferrals of salary that do not exceed 6% of annual compensation, in order to
maintain safe harbor status. The Association may also make additional employer matching
contributions and discretionary profit-sharing contributions as determined annually.
Employees become fully vested in the Plan after completing five years of service. Provisions of
the Plan and contribution requirements may be amended at any time by the Plan administrator.
Contributions to the Plan for 2016 by the Association totaled $29,622. Contributions to the Plan
for 2015 by the Association totaled $21,457.

13.

Risk Management
The Association carries commercial insurance as protection from exposure to various risks of loss
related to torts; theft of, damage to, and destruction of assets; errors and omissions; injuries to
employees; and natural disasters. There were no significant reductions in insurance and no
insurance claims were filed during 2016, 2015 or 2014.

14.

Commitments and Contingencies
A liquidator or special deputy receiver for the estate of an insolvent insurer may, as assets become
available, make disbursements out of marshaled assets to a guaranty association(s) having claims
against the estate of the insolvent insurer prior to a distribution to other creditors or the closing of
the estate. The liquidator or special deputy receiver prior to such disbursement shall also secure
from each guaranty association entitled to disbursements an agreement to return to the liquidator
upon request and with court approval such assets, together with income on assets previously
disbursed as may be required. As of December 31, 2016, the Association has received
approximately $198.7 million, since its inception, that remain subject to such agreements.
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The Association, by its nature, is subject to various ongoing claims by insurance companies,
policyholders, receiverships and creditors of the receiverships. Some of these claims are in the
form of litigation against the Association. It is the opinion of management that any losses which
may be sustained would not be material to the Association and, in all foreseeable instances, the
Association would have the statutory authority to assess member insurance companies for any
losses sustained.
15.

Subsequent Events
The Association along with six other guaranty associations, the National Organization of Life and
Health Insurance Guaranty Associations representing the other affected guaranty associations, the
Special Deputy Receiver of Lincoln Memorial Life Insurance Company, Memorial Service Life
Insurance Company and National Prearranged Services, Inc., as plaintiffs, filed a civil suit in 2009
to recover assets in connection with the insolvency of Lincoln Memorial Life Insurance Company,
Memorial Service Life Insurance Company and National Prearranged Services, Inc. Although
most defendants settled before trial, the plaintiffs prevailed in a jury trial in 2015, and the defendant
PNC Bank appealed the final judgment of almost $390 million to the 8th Circuit. The plaintiffs
cross-appealed and oral arguments were held in September, 2016. The 8th Circuit has not yet
rendered an opinion.
In 2016, the Association incurred various expenses related to the appeal and cross appeal.
The Association received its proportionate share of recoveries from restitution and forfeiture orders
totaling $1,694,466 during 2016. The timing and amount of additional recoveries is uncertain.
On March 1, 2017, the Commonwealth Court of Pennsylvania issued orders of liquidation for two
affiliated member insurance companies, Penn Treaty Network America Insurance Company and
American Network Insurance Company. In anticipation of the liquidation orders, at its November
29, 2016 meeting, the Association’s Board of Directors authorized participation in a number of
agreements as part of a resolution plan for the companies developed by a national task force. The
agreements provide for early access distributions of assets, participation in a captive insurance
company formed by the guaranty associations, LTC Re, to facilitate the runoff of the covered policy
obligations, and funding arrangements to the captive. The Association’s obligations to the
approximately 3,900 Texas resident policyholders are actuarially estimated to be $202.03 million
in the aggregate over several decades. Under the agreement with LTC Re, the Association will fund
a discounted value of these obligations over the next six years that is estimated to be approximately
$137.01 million.
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