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FORMAL COMMENTS OF  
THE NATIONAL ORGANIZATION OF  

LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATIONS 

I. Preliminary Statement and Request To Participate in Hearing 

The National Organization of Life and Health Insurance Guaranty Associations 

("NOLHGA") submits these Formal Comments to (1) comment on aspects of the rehabilitation 

plans ("Plans" or "Rehabilitation Plans") for Penn Treaty Network America Insurance Company 

("Penn Treaty" or “PTNA”) and American Network Insurance Company ("ANIC") (collectively 

"Companies") filed by the Insurance Commissioner of the Commonwealth of Pennsylvania, in 

his capacity as statutory rehabilitator of the Companies ("Receiver"); (2) provide information and 

analysis to assist the Court in evaluating how the Plans would affect consumers owning policies 

of the Companies; and (3) provide background on the life and health insurance guaranty 

association ("GA") system and how GAs provide coverage to consumer policyholders when 

triggered.  Pursuant to the Court's June 5, 2013 case management orders, NOLHGA notifies the 

Court of its intention to participate in the hearing on the Plans, to present evidence including 

expert testimony, to examine and cross-examine witnesses, and to answer any questions of this 

Court.    

II. Executive Summary 

As a representative of the guaranty system, NOLHGA appreciates this 

opportunity to comment on the Receiver's Plans.  NOLHGA has structured its comments as 

follows.  In Section III of this submission, NOLHGA provides background information on 

NOLHGA, its role in the guaranty system, and the interests of NOLHGA and its members in this 

proceeding.  In Section IV, NOLHGA provides background information on insurance solvency 

regulation, and in particular, on the establishment of the guaranty system, its purposes, and how 

the GAs operate to provide a safety net for policyholders in the event of liquidation and GA 

"triggering."  In Section V, NOLHGA offers its independent analysis of the financial condition 
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of the Companies, which is consistent in many respects with the Receiver's analysis and report to 

this Court.  In Section VI, NOLHGA addresses the benefit suspensions proposed by the Receiver 

in the Rehabilitation Plans.  NOLHGA evaluates those suspensions against the current level of 

benefits provided by the policies, estimates their expected financial impact, and addresses other 

practical considerations.  In Section VII, NOLHGA evaluates the impact of the proposed benefit 

suspensions on policyholders through various modeled analyses comparing outcomes for 

policyholders under the proposed Rehabilitation Plans compared to policyholder outcomes in the 

event of the liquidation of the Companies.  In Section VIII, NOLHGA considers potential rate 

increases referenced by the Receiver as a possible future step to rehabilitate these Companies.  

NOLHGA analyzes the Companies' current premium structure in comparison to market rates and 

also evaluates various rate increase scenarios and the corresponding effects on asset depletion.  

In sum, NOLHGA offers these Comments to provide the Court additional information and 

perspective in evaluating the feasibility of the Plans and the consequences for policyholders, 

creditors, and the public.    

III. Background on NOLHGA and Its Interest 

A. Overview of NOLHGA's Role in the GA System 

NOLHGA is a Virginia nonprofit corporation whose voluntary membership 

consists of the life and health insurance guaranty associations ("GAs") of the fifty states and the 

District of Columbia.  All of NOLHGA's member GAs are nonprofit entities created by state 

legislatures to protect policyholders against failure in the performance of contractual obligations 

under life and health insurance policies and annuity contracts due to the impairment or 

insolvency of the member insurer that issued the policies or contracts.  See, e.g., National 

Association of Insurance Commissioners Life and Health Insurance Guaranty Association Model 

Act ("Model Act") § 2(A), attached as Exhibit B.  NOLHGA's member GAs are authorized to 

"join an organization of one or more other state associations of similar purposes, to further the 
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purposes and administer the powers and duties of the association."  See, e.g., 40 P.S. 

§ 991.1706(o); see also, e.g., Model Act § 8(M).  NOLHGA's member GAs have exercised that 

right by becoming members of NOLHGA.   

NOLHGA helps the GAs perform their statutory duties more efficiently by 

coordinating their activities in multi-state life and health insurance company receiverships such 

as this one, improving inter-GA communications, and sharing commonly used resources.  

NOLHGA does not speak on behalf of any individual GA; rather, it exists to serve the collective 

interests of multiple GAs in seeking to protect policyholders when a life or health insurance 

company with policyholders in multiple states becomes insolvent.  NOLHGA works to ensure 

that any protections that policyholders ultimately may be entitled to receive from the GAs will be 

delivered in a coordinated and comprehensive manner to the fullest extent practicable and with 

as little disruption as possible to policyholder services and claims payments.   

B. NOLHGA Acting in its Associational Capacity 

By statute in each jurisdiction, NOLHGA's member GAs have "standing to appear 

before any court" having jurisdiction over an impaired or insolvent insurer concerning which the 

GAs are or may become obligated.  40 P.S. § 991.1706(l); see also, e.g., Model Act § 8(J).  

However, rather than each of the affected GAs offering comments individually, NOLHGA 

submits these Formal Comments in its associational capacity as a collective voice of the guaranty 

system.  NOLHGA does not speak for any individual GA.   

C. NOLHGA's Experience with Rehabilitations and Liquidations 

NOLHGA has substantial experience with insolvent insurance companies.  

NOLHGA's members have provided a nationwide safety net for American insurance consumers 

since the 1970s.  With NOLHGA's help, its member GAs have protected consumers in 80 multi-

state insolvencies.  In those cases, the system has protected more than 2.8 million policyholders 
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and guaranteed obligations totaling about $25 billion.1  The fundamental responsibility of 

NOLHGA and its member GAs is to assure insurance protection to consumers, up to the 

statutorily established maximum level of guaranteed protection, once the duties of the guaranty 

associations are "triggered" by a judicial determination that an insurer is insolvent and should be 

liquidated.  NOLHGA House Testimony, at 2.   

D. Impact of Penn Treaty and ANIC Receiverships on NOLHGA's Members 

As this Court is aware, Penn Treaty and ANIC now have more than 90,000 

consumer policyholders combined.2  Penn Treaty was licensed in the District of Columbia and 

44 states—all except Kansas, Massachusetts, Maine, New Jersey, New York and West Virginia.  

NOLHGA's member GAs in these 45 jurisdictions therefore have potential obligations to Penn 

Treaty's consumer policyholders who reside in those jurisdictions.  ANIC was licensed in the 

District of Columbia and 45 states—all except Alaska, Iowa, Michigan, New York and 

Wisconsin.  NOLHGA's member GAs in these 46 jurisdictions therefore have potential 

obligations to ANIC's consumer policyholders who reside in those jurisdictions.  The New York 

GA is the only non-affected NOLHGA member GA because neither Penn Treaty nor ANIC was 

licensed in New York.  All of NOLHGA's other member GAs have potential obligations to Penn 

Treaty and/or ANIC policyholders.  NOLHGA's actuaries estimate that the affected GAs would 

have coverage obligations of approximately $2.5 billion for Penn Treaty and $408 million for 

ANIC if the Companies were placed in liquidation and the GAs were triggered to provide 

coverage.  Exhibit A, TW Slide 11. 

                                                
1  See Testimony for the Record of the National Organization of Life and Health Insurance Guaranty Associations 

Before the House Financial Services Subcommittee on Insurance, Housing, and Community Opportunity, 
"Insurance Oversight and Legislative Proposals," Nov. 16, 2011, at 1-2 (hereinafter "NOLHGA House 
Testimony"), available at http://financialservices.house.gov/uploadedfiles/111611nolhga.pdf (last visited 
August 22, 2013).   

2  As of year-end 2008 (shortly before the Companies were placed in rehabilitation), Penn Treaty had 
approximately 124,000 LTC policyholders and ANIC had approximately 11,000 LTC policyholders.     
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Because of Penn Treaty and ANIC's financial circumstances and the possibility of 

liquidation, NOLHGA has been monitoring these receiverships since 2009.  NOLHGA and its 

consultants conducted thorough financial, actuarial, legal and administrative reviews of the 

Companies, because their liquidations would require coordination among 50 affected GAs.  

These receiverships are significant to the guaranty system for a number of reasons:  

 Together, the Companies have over 90,000 consumer policyholders, 
making this the largest health insurance company receivership the 
system has seen. 
 

 While there have been liquidations of a few insurers with small blocks 
of long-term care ("LTC") business, this is the first receivership of a 
large LTC writer that has only de minimis amounts of non-LTC 
business.  

 
 The Companies have consumer policyholders in more than fifty 

jurisdictions.   
 

 The LTC policies are "guaranteed renewable" (meaning that they cannot 
be terminated unilaterally by the Companies), and the block has a 
remaining life of more than fifty years.  

 
Because NOLHGA's member GAs must, in the event of liquidation, ensure that Penn Treaty's 

and ANIC's obligations to their consumer policyholders are guaranteed, assumed, or reinsured, 

NOLHGA and its member GAs have a direct and substantial interest in the viability of the Plans.  

E. NOLHGA's Analysis of Penn Treaty and ANIC  

Since 2009, NOLHGA and its actuarial and legal consultants have studied Penn 

Treaty's and ANIC's history, business and financial condition.  While the liquidation petitions 

were pending, and as a matter of standard procedure for a case of this magnitude, NOLHGA 

engaged in contingency planning for the possible liquidations of Penn Treaty and ANIC to 

ensure a seamless transfer of coverage and claim obligations to the GAs if liquidation was 

ordered.  Through those efforts, NOLHGA and its consultants collected information about and 

developed analyses of the Companies' financial circumstances.  NOLHGA has updated this work 

through December 31, 2012, based on financial data that the Rehabilitator has made available.  
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NOLHGA believes this detailed financial analysis by NOLHGA will assist the Court as it 

reviews the proposed Plans.   

NOLHGA is also providing the Court with information about how the GAs 

protect policyholders when GAs are triggered by an order of liquidation.  NOLHGA understands 

that the Court denied the prior petitions for liquidation of Penn Treaty and ANIC and is now 

considering the Plans.  Nonetheless, NOLHGA believes it is vital for the Court to have accurate 

and complete information about GA coverage in liquidation to better compare and evaluate the 

impact of the Plans on policyholders.  To NOLHGA's knowledge, such information has not been 

presented to the Court in connection with this proceeding, and NOLHGA is uniquely qualified to 

present and explain this information. 

IV. Background on Insurance Solvency Regulation and the Guaranty System  

A. Creation of the Guaranty System 

A consensus developed in the early 1970s that the country needed an organized 

national consumer insurance safety net.  NOLHGA House Testimony, at 2.  As a result, 

insurance regulators, legislators, and the industry developed guaranty association model 

legislation (the Model Act) that states adopted widely in the 1970s and 1980s as the foundation 

of the current guaranty system.  Id.3  The purpose of the Model Act is "to protect, subject to 

certain limitations, [policyholders, certificate holders, beneficiaries, assignees and payees] 

against failure in the performance of contractual obligations, under life and health insurance 

policies and annuity contracts . . . because of the impairment or insolvency of the member 

insurer that issued the policies or contracts."  Model Act § 2(A).  Commentary from the NAIC 

subcommittee charged with developing the Model Act discusses the purpose of the GAs:  "[I]n 

the past there was no means to infuse additional funds where needed to make whole policy 

                                                
3  The development of the consensus favoring the guaranty system, the related model legislation, and enactment of 

the model legislation in the states is summarized in The U.S. Guaranty Association Concept at 25: A Quarter 
Century Assessment, Christopher J. Wilcox, 14 J. of Ins. Reg. 370 (Spring 1996). 
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owners, insureds, and beneficiaries.  The purpose of the Model Act is to provide protection 

against losses due to impaired insurers by prompt fulfillment of the impaired insurer's contractual 

obligations."  1971-1 NAIC Proc. 157.  Prior to the advent of the Model Act, the only option for 

handling an insolvent insurance company (absent a "white knight" that could assume policies or 

infuse capital to preserve benefits) was to reduce policyholder benefits to whatever level the 

insurance company's assets could support.   

The primary public policy concern behind insurance regulation in general, and 

insurance solvency regulation in particular, is the protection of insurance consumers.  The 

legislatures of all fifty states and the District of Columbia created GAs for their jurisdictions to 

ensure that policyholders do not bear the full burden of their insurer's liquidation.4  Instead, a 

significant portion of that burden is shifted to the GAs and their solvent member companies.   

Because all GA enabling laws are drawn from the Model Act, many provisions 

are the same or similar from state to state.  Id. at 6.  Differences exist, in some instances, because 

the Model Act has been amended several times since it was first promulgated, and state 

legislatures generally need several years to "catch up" with those changes.  Id.  For example, the 

current GA coverage limit for LTC insurance under the Model Act is $300,000, up from 

$100,000 in 2009.  Today, forty-three GAs potentially affected by a Penn Treaty or ANIC 

liquidation have a GA coverage limit for LTC insurance of $300,000 or higher.5  Only six states 

would apply the $100,000 coverage limit.6     

B. The GA Safety Net 

GAs provide a safety net for policyholders of failed insurers.  When statutorily 

activated by an order of liquidation with a finding of insolvency (i.e., "triggered"), a GA is 
                                                
4  In addition to those jurisdictions, the Commonwealth of Puerto Rico has also established its own life and health 

insurance guaranty association, which is not a member of NOLHGA. 
5  Nevada's coverage limit will increase to $300,000 effective October 1, 2013.   
6  The District of Columbia GA does not provide coverage for long-term care insurance policies; however, 

legislation that would change this is being pursued. 
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obligated, subject to state-specific statutory limits, to protect consumer policyholders resident in 

its state by means including guaranteeing, assuming or reinsuring the policyholder obligations of 

an insolvent insurer itself, or causing the obligations to be guaranteed, assumed or reinsured by a 

solvent insurer.  The triggered GA steps in to pay claims then pending, but more importantly to 

continue the policies and coverage for which the policyholders bargained.      

In exchange for providing that protection, the GA becomes entitled to receive 

whatever premiums support those obligations.  See, e.g., 40 P.S. § 991.1706(g) & (m); see also, 

e.g., Model Act § 8(D) & (K).  The GA also becomes statutorily subrogated to the rights of its 

covered policyholders as creditors of the insolvent insurer, including specifically the 

policyholders' priority rights to receive distributions of the assets of the insolvent insurer.  See, 

e.g., 40 P.S. § 991.1706(g) & (m); see also, e.g., Model Act § 8(D) & (K).   

To the extent that an insolvent insurer's assets and its policyholders' premiums are 

not sufficient to fund the insurer's obligations, GAs make up the difference (up to statutory 

limits) via assessments payable by their member companies.  Every licensed life and health 

insurance company with insurance products covered by the GA is required by law to be a 

member of the GA in each state in which the insurer is licensed.  See, e.g., 40 P.S. § 

991.1704(a).7  When GAs are required to provide benefits to policyholders of a failed insurance 

company, they assess their members that write covered lines of insurance classified (for GA 

assessment purposes) as within the same category as covered lines (the key assessment 

                                                
7  See also 40 P.S. 991.1702, which specifies that a "member insurer" is  

[a]ny insurer licensed or which holds a certificate of authority to transact in this Commonwealth 
any kind of insurance for which coverage is provided under section 1703 and includes any insurer 
whose license or certificate of authority in this Commonwealth may have been suspended, 
revoked, not renewed or voluntarily withdrawn.  The term does not include any of the following:   

(1) A nonprofit hospital or medical service organization.  
(2) A health maintenance organization.  
(3) A fraternal benefit society.  
(4) A mandatory State pooling plan.  
(5) A mutual assessment company or any entity that operates on an assessment basis.  
(6) An insurance exchange.  
(7) Any entity similar to any of the above.   
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classification categories being the "life," "annuity," and "health" categories).  These assessments 

are made in proportion to premiums each insurer received for the subject assessment 

classification category from residents of the GA's state.  So, for example, if an insurer with in-

force long-term care contracts is liquidated, each affected GA would assess all insurance 

companies that write "health" insurance in the GA's state (a category that includes, for 

classification purposes, long-term care insurance) as necessary to defray the GA's statutory 

obligations with respect to that failed insurer.8  The combination of new funding through the 

GAs' assessments to their members and the GAs' access to any future premium payments and to 

assets of the failed insurer (as subrogees of covered policyholders) finances the protection of 

policyholders by the GAs.   

Because of their subrogation rights to the insolvent insurer's assets, GAs are 

creditors of an insolvent insurer.  See 40 P.S. §221.3 (defining "Creditor" as "a person having 

any claim, whether matured or unmatured, liquidated or unliquidated, secured or unsecured, 

absolute, fixed or contingent."); see also 40 P.S. § 221.18 (first prong of standard for conversion 

of rehabilitation to liquidation takes into account the potential "risk of loss to creditors, policy 

and certificate holders, or the public").   

C. How GA Coverage Works in Liquidation 

GA coverage depends on the residence of the covered consumer policyholder.  A 

covered policyholder is protected by the guaranty association of the jurisdiction in which he or 

she resides, even though the insurer whose liquidation triggers the association's responsibility 

may be domiciled in a different jurisdiction.  See, e.g., 40 P.S. § 991.1703.  When a failed insurer 

is licensed in (and has contracts with residents of) multiple jurisdictions, NOLHGA coordinates 

the coverage responses of multiple GAs, but again, the protection of each policyholder and the 

                                                
8  Under Section 13 of the Model Act, a state's legislature may provide a "premium tax offset" to association 

members for portions of the assessments the member pays to the GA.  Many state legislatures have provided 
such premium tax offsets.   
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funding for that protection are the responsibility of the GA for the jurisdiction in which the 

policyholder resides.  NOLHGA House Testimony, at 5.9   

Affected GAs have several options for protecting policyholders.  The Model Act 

provides that triggered GAs may, among other powers: 

(1) (a) (i) Guaranty, assume or reinsure, or cause to be guaranteed, 
assumed or reinsured, the policies or contracts of the insolvent 
insurer; or (ii) Assure payment of the contractual obligations of 
the insolvent insurer; and (b) Provide monies, pledges, loans, 
notes, guarantees, or other means reasonably necessary to 
discharge the Association's duties . . . .  

Model Act § 8(B)(1); see also 40 P.S. § 991.1706(c).  So, for example, GAs may negotiate an 

"assumption reinsurance" transaction in which a healthy carrier agrees to assume all or part of 

the policy liabilities of the failed insurer in exchange for a transfer of assets to support the 

liabilities.  Such assets are usually provided in part by the receiver from the estate of the insurer 

(based on the GAs' subrogation rights) and in part by GAs (through their assessments of 

members).  NOLHGA House Testimony, at 5.   

Alternatively, GAs may maintain the business of the insolvent insurer for as long 

as it takes to run off the liabilities.  Id.  Or they may use a combination of approaches by, for 

example, maintaining the insolvent business for some period and then transferring it to a healthy 

carrier.  Id.  

D. Extent of Policyholder Protection by GAs 

This Court is properly concerned about the level of benefit protection to 

policyholders.  GAs provide benefit protection up to the maximum limits specified in their state's 

laws.  As noted above, forty-three of the jurisdictions in which Penn Treaty and ANIC have 

resident policyholders have a maximum GA coverage limit for LTC insurance of $300,000 or 

                                                
9  Under the Pennsylvania GA Act, if policyholders reside in a state in which the GA does not provide coverage 

(because the insolvent insurer was not licensed there), then the Pennsylvania GA provides coverage for 
policyholders who reside in that state.  40 P.S. § 991.1703; cf. Model Act § 3(A)(2)(b).   
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higher.  The GA coverage limits for LTC insurance that would apply in the event of Penn Treaty 

and ANIC's liquidation are set forth below:10 

 

 

 

 

 

 

 

 

 

 

 

 

In NOLHGA's experience with life and health insolvencies, more than 90% of policyholder 

benefits have been covered in full by a combination of guaranty association protection and 

application of available funding sources from the estate of the liquidated insurer.13  The 

infrequent instances where policyholders with contract values exceeding GA coverage limits did 

                                                
10  The District of Columbia GA does not provide coverage for long-term care insurance policies; however, 

legislation that would change this is being pursued.   
11  Nevada's limit increases to $300,000 effective October 1, 2013.   
12  Coverage is unlimited, subject to policy and statutory provisions and exclusions.   

†  The referenced coverage limit for these states is based on a prior version of their statutes because their 
amended versions do not apply to an insurer already subject to an order of rehabilitation on the effective date of 
the amended laws.  Penn Treaty and ANIC were subject to orders of rehabilitation prior to the effective dates of 
these amended laws. 

13  Policyholder Information, NOLHGA, available at 
http://www.nolhga.com/policyholderinfo/main.cfm/location/systemworks (last visited Aug. 29, 2013).     
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not receive their full policy benefits involved cases with both very large insurance contracts and 

unusually large shortfalls of "estate" assets compared to liabilities to policyholders.14     

E. Alternative Policies  

The Model Act provides GAs the option of issuing alternative policies, though a 

few states' GA Acts do not permit this option.  Under the Model Act, the GA must receive 

approval from the domiciliary insurance commissioner and the receivership court before issuing 

an alternative policy.  Model Act § 8(B)(2)(e).  Moreover, the Model Act provides that premiums 

must be reasonable, cannot take into account any changes in the health of the insured after the 

policy was last underwritten, and shall provide similar coverage as that provided by the insolvent 

insurer.  Id.  It has been NOLHGA's experience that, in most cases, GAs have been able to 

discharge their statutory obligations to policyholders without needing to issue alternative policies 

as the means to discharge those obligations.  Rather, GAs usually guaranty, assume, reinsure, or 

continue the benefits with few, if any, changes other than the imposition of GA coverage limits.     

GAs also cannot unilaterally raise rates on the basis of age, sickness, or any other 

reason under alternative policies.  Under the Model Act, GAs must receive approval of the 

domiciliary insurance commissioner and the receivership court before implementing any rate 

increase on an alternative policy.  Model Act 8(B)(2)(f).    

V. NOLHGA's Comments on Receiver's Analysis of Current Financial Conditions of 
Penn Treaty and ANIC  

In the Plans, the Receiver noted that the Companies have "a significant gap 

between the amount of [their] assets and projected future premiums and the amount of [their] 

projected future policy benefit payment obligations and other expenses (the 'Funding Gap')."  

Penn Treaty Plan, at 10; ANIC Plan, at 10.  The Receiver represented that based on the 

projections of its actuary, PricewaterhouseCoopers, Penn Treaty has approximately $788 million 

                                                
14  See NOLHGA House Testimony, at 11.   
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in assets and $2.773 billion in liabilities, leaving a Funding Gap of $1.985 billion.  Penn Treaty 

Plan, at 10.  Likewise, the Receiver represented ANIC as having approximately $152 million in 

assets and $429 million in liabilities, resulting in a Funding Gap of $277 million.  ANIC Plan, at 

10.  Together, therefore, the two Companies face a Funding Gap of over $2.2 billion.  

NOLHGA's independent analysis is essentially consistent with these representations as to the 

Companies' current financial condition.      

A. NOLHGA's Independent Actuarial Analysis Shows the Funding Gap To Be 
at Least as Great as the Receiver Represents.   

In order to advise its members on their potential exposure to the insolvency of the 

Companies, NOLHGA engaged Towers Watson Delaware, Inc. ("Towers Watson"), to conduct a 

separate actuarial analysis of the Companies.  (NOLHGA's original engagement was of the 

actuarial firm, DaVinci Consulting Group, LLC ("Da Vinci").  The professionals of DaVinci 

joined Towers Watson in late 2012.  The work by both DaVinci and Towers Watson for 

NOLHGA has been led by Vincent Bodnar.  Mr. Bodnar and Towers Watson have extensive 

actuarial experience working with LTC products.)  For purposes of presentation with these 

Formal Comments, NOLHGA directed Towers Watson to evaluate the financial condition of the 

Companies and aspects of the Rehabilitation Plans.   

Towers Watson has conducted an actuarial analysis from the "ground up," 

meaning that it took raw data from the Companies, which was made available by the Receiver, 

and generated a model to account for the Companies' future liabilities based on information 

provided about their policy blocks (including historical information).  Towers Watson's analysis 

reflects the most recent financial information available to it, which was as of December 31, 2012.  

Towers Watson prepared a document that summarizes its analysis, which is attached to these 

Formal Comments as Exhibit A, and pages from the document are referred to as "TW Slides" in 

these Formal Comments.   
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Towers Watson's analysis is essentially consistent with key financial metrics 

reported by the Receiver.  Specifically, Towers Watson's analysis corroborates the conclusions of 

the Receiver that Penn Treaty:  

 Has at least a $2 billion deficit. 

 Has an asset to liability ratio at least as small as 1:3. 

 Will run out of assets (with unsatisfied policyholder liabilities still 
outstanding) no later than 2019. 

 Would require premium rate increases of at least 300% to eliminate the 
deficit. 

 Or would require benefit reductions of at least 72% to eliminate the 
deficit.   

See TW Slide 4.  Likewise, Towers Watson corroborates the conclusions of the Receiver that 

ANIC: 

 Has at least a $300 million deficit. 

 Has an asset to liability ratio at least as small as 1:2.8. 

 Will run out of assets (with unsatisfied policyholder liabilities still 
outstanding) no later than 2023. 

 Would require premium rate increases of at least 350% to eliminate the 
deficit. 

 Or would require benefit reductions of at least 65% to eliminate the 
deficit.   

See TW Slide 4.  
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TW Slide 4.   

Indeed, Towers Watson's analysis indicates that the Companies' financial 

circumstances may be even more severe than those described by the Receiver.  Towers Watson 

calculates Penn Treaty as having approximately $864 million in assets and $4.386 billion in 

liabilities, leaving a Funding Gap of $3.521 billion.  TW Slide 5.15  Likewise, Towers Watson 

calculates ANIC as having approximately $160 million in assets and $615 million in liabilities, 

leaving a Funding Gap of approximately $455 million.  TW Slide 5.  Under Towers Watson's 

                                                
15  The Receiver's numbers on TW Slide 5 differ slightly from the Receiver's numbers in the Plan.  Towers Watson 

captured the breakdown of assets and liabilities on TW Slide 5 from Penn Treaty's and ANIC's annual 
statements (attached as Exhibit A to the Plan).  Differences in accounting methodology (i.e., book value v. 
market value) are believed to explain the modest variations between the annual statement and the Plan.   

Key Financial Indicators as of December 31, 2012 

PTNA Financial Metric Rehabilitator1 Towers Watson Analysis

Assets $0.8B $0.9B
Liabilities $2.8B $4.4B

Deficit $2.0B $3.5B
Asset to Liability Ratio 1:3.5 1:5.1

Asset Depletion 2019 2018
Premium Rate Increases2 300% 369%

Benefit Reductions2 72% 73%

ANIC Financial Metric Rehabilitator1 Towers Watson Analysis

Assets $0.2B $0.2B
Liabilities $0.4B $0.6B

Deficit $0.3B $0.5B
Asset to Liability Ratio 1:2.8 1:3.8

Asset Depletion 2023 2022
Premium Rate Increases2 350% 427%

Benefit Reductions2 65% 69%

1 As described in the text of the Rehabilitator's Plan.
2 One-time, immediate amounts required to eliminate the deficits shown.
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independent analysis, Penn Treaty has an asset to liability ratio worse than 1:5, and ANIC has an 

asset to liability ratio close to 1:4.  TW Slide 4.  As a result, under Towers Watson's analysis, 

both Companies run out of assets (with unsatisfied policyholder liabilities still outstanding) one 

year sooner than projected by the Receiver.  TW Slides 4, 6 and 7.   

B. Towers Watson's Analysis Model Validates Well Against Actual Experience.   

To test the reliability of, i.e., validate, the model, Towers Watson compared the 

Companies' actual experience (both claims experience and lives in-force) from 2001 through 

December 31, 2012, to theoretical projections for that time period from the Towers Watson 

model.       

First, as to morbidity assumptions, Towers Watson considered claim incident 

rates, claim termination rates and benefit utilization rates.  In the validation, Towers Watson 

applied its model assumptions with respect to these items to actual historical exposure to 

determine how well these assumptions in the projection fit with the actual historical incurred 

claims.  The validation showed the model to be spot-on:   

 

TW Slide 9.   
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Second, as to lives in-force, Towers Watson applied lapse and mortality 

assumptions to policies issued historically to determine how well the assumptions underlying the 

projection fit with actual historical decrement patterns.  These results also showed nearly perfect 

correlation:     

 
TW Slide 10. 

As these charts illustrate, Towers Watson's model fits extremely well with 

historical experience.  The high degree of correlation between projected and actual results from 

2001 to 2011 illustrates the general credibility of the Towers Watson model and the projections it 

produces. 

VI. Proposed Benefit Suspensions Under the Plans 

The Receiver has proposed addressing the Funding Gap first through benefit 

suspensions with the future possibility of seeking rate increases.  Penn Treaty Plan, at 11-18; 

ANIC Plan, at 11-18.  The Plans filed by the Receiver indicate that the Receiver seeks to "phase-

in" modifications, i.e., to do an initial round of benefit suspensions to target reductions of 70% of 

each policy's associated share of the Funding Gap ("Initial Benefit Suspensions").  Those phased-

in Initial Benefit Suspensions have been clarified by the Receiver's "Important Notice to 
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Policyholders, Agents, Creditors, and Persons Interested in the Affairs of Penn Treaty Network 

America Insurance  Company and America Network Insurance Company" transmitted July 8, 

2013 ("July 2013 Notice").16   

By definition, the Initial Benefit Suspensions do not attempt to resolve the full 

amount of the Funding Gap, and the Receiver acknowledges that further measures are likely 

necessary to achieve a successful rehabilitation.  The Receiver states, "Although these 

modifications are intended as 'benefit suspensions' in the plan, there can be no assurance that the 

companies' financial position will improve to the extent needed to materially restore suspended 

benefits, if at all, and additional benefit suspension may be required."  July 2013 Notice, at 9.  

Consequently, analysis of the Initial Benefit Suspensions reveals only the impact of phase one of 

a multi-phase rehabilitation process.  In that sense, NOLHGA's analysis of the impact of the 

proposed rehabilitation on policyholders is necessarily preliminary and understated, due to the 

incomplete nature of the Receiver's Plans.  Based on its independent analysis, NOLHGA agrees 

with the Receiver that the Initial Benefit Suspensions by themselves will not fully eliminate the 

Funding Gap or prevent the depletion of the Companies' assets at a time when the Companies 

would still have unsatisfied policyholder liabilities.  Penn Treaty Plan, at 11; ANIC Plan, at 11. 

A. Overview of Penn Treaty and ANIC Benefit Levels 

For perspective in assessing the benefit reductions proposed by the Receiver, 

NOLHGA has compared Penn Treaty and ANIC policy benefits against other long-term care 

policies on the market.  That analysis shows that the current Penn Treaty and ANIC benefit 

options are not overly generous compared to other policies currently being sold.   

Towers Watson compared benefit design information for Penn Treaty and ANIC 

against benefit design information from 13 LTC carriers that participated in the 2012 Broker 

                                                
16  The notices are available at http://www.penntreaty.com/Portals/0/PDFs/PTNA/PTNA_IP_7-8-13.pdf (Penn 

Treaty) and http://www.penntreaty.com/Portals/0/PDFs/ANIC/ANIC_IP_7-8-13.pdf (ANIC).   
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World Long Term Care Insurance Survey ("LTC Survey).17  These 13 LTC carriers wrote the 

vast majority of LTC sold in the U.S. in 2011.  See TW Slide 37.  Key benefit features examined 

include:  

 Levels of covered care 

 Benefits for care in non-facility settings  

 Inflation protection  

 Maximum lifetime benefits  

 Elimination periods 

 Maximum daily benefits 

TW Slide 13.  These are the features that have been recognized as having the greatest potential 

for causing higher-than-anticipated claim costs.   

All policies currently sold in the market offer comprehensive options, i.e., 

benefits for both facility care and home health care.  TW Slide 14.  Penn Treaty's and ANIC's 

offerings of comprehensive options are not out of step with the market.  Likewise, all policies 

currently sold in the market offer an option to elect a home health care maximum daily benefit 

equal to the facility daily maximum benefit.  TW Slide 14.  Again, Penn Treaty's and ANIC's 

policies are in line with market offerings on this benefit.  Penn Treaty and ANIC policies are also 

in line with the market by including inflation protection.  TW Slide 14.  Furthermore, insurers 

are required to offer inflation protection in connection with LTC policies sold in states that have 

adopted the NAIC Long-Term Care Insurance Model Regulation.  TW Slide 14; NAIC Long-

Term Care Insurance Model Regulation, Section 13.  Penn Treaty and ANIC policy options for 

maximum lifetime benefits and maximum daily benefits also generally coincide with market 

offerings.  TW Slide 14.  As to elimination periods, the lowest current market options provide 

                                                
17  2012 Long Term Care Insurance Survey, reprinted from Broker World, July 2012.    
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either 0- or 30-day elimination periods while Penn Treaty and ANIC's lowest options are either 

0- or 100-day elimination periods.  TW Slide 14.   

Considering the distribution of policy benefit characteristics, Penn Treaty and 

ANIC's policies generally provide less rich benefits than those provided by other companies in 

the market over the last five years.  While there are some differences in the "richness" of the 

benefit between OldCo Penn Treaty policies (those Penn Treaty policies issued before 2002) and 

other Penn Treaty and ANIC policies, Penn Treaty and ANIC policies are not overly generous.  

A detailed comparison of the benefits in the Penn Treaty and ANIC policies to market averages 

is included at TW Slide 16.  Here are the key points:   

 Daily Benefits—Approximately 50% of policies issued by other carriers provide 

maximum daily benefits of $150 or more per day, compared to approximately 10-

20% of policies issued by Penn Treaty and ANIC.  Penn Treaty and ANIC's policies 

are therefore generally less "rich" as to this benefit.   

 Inflation Protection—About 75% of policies issued by other carriers provide the 

inflation benefit option; fewer than 30% of Penn Treaty OldCo policies have this 

rider and approximately 50% of other Penn Treaty and ANIC policies do.  Penn 

Treaty and ANIC's policies are therefore generally less "rich" as to this benefit.   

 Maximum Lifetime Benefit—About 15% of policies issued by other carriers provide 

unlimited lifetime benefits compared to about 20% of Penn Treaty OldCo policies 

and about 18% of other Penn Treaty and ANIC policies.  Penn Treaty and ANIC's 

policies are therefore very similar to other policies on the market as to this benefit.   

 Elimination Period— This is the outlier benefit feature in which Penn Treaty and 

ANIC policies are generally "richer" than other policies on the market.  Sixty-eight 

percent of Penn Treaty OldCo policies and 36% of other Penn Treaty and ANIC 
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policies have elimination periods of less than 20 days; only about 2% of policies 

issued by other carriers carry an elimination period of less than 20 days.   

TW Slides 15-16.   

This comparison suggests little "fat" to trim from the Penn Treaty and ANIC 

policies. Benefit suspensions of the magnitude proposed by the Receiver are therefore likely to 

devalue policies below market offerings.  We note that, while these policy benefits are available 

in the market, it is unlikely that Penn Treaty and ANIC current policyholders—whose average 

age is 77 (Penn Treaty Plan, at 27; ANIC Plan at 27)—would be able to purchase such coverage 

from other carriers.     

B. The Receiver Proposes Substantial Reductions of Policy Benefits in the Form 
of Initial Benefit Suspensions That Do Not Close the Funding Gap. 

In the Plans, the Receiver proposes to reduce policyholder benefits initially by 

70% of the Funding Gap associated with each policy.  The Receiver calculates the Funding Gap 

to be on average 72% for Penn Treaty and 65% for ANIC.  Under this proposal, Penn Treaty 

policyholders face a 50% initial reduction in benefits (on average) and ANIC policyholders face 

a 46% initial reduction in benefit (on average).  Penn Treaty Plan, at 15; ANIC Plan, at 15.  

Some policyholders will see more of a reduction, some less.  NOLHGA is not aware of any 

reductions of this magnitude previously proposed or implemented in any life or health insurance 

company rehabilitation.  Notwithstanding their magnitude, the Receiver does not expect these 

reductions to rehabilitate these Companies—rather, this is only the first step in the Receiver's 

attempt at rehabilitation.  Penn Treaty Plan, at 15; ANIC Plan, at 15.18  Moreover, it is not clear 

whether the Receiver believes that the reductions set forth in the July 2013 Notice reach the 

proposed levels of reduction.  Penn Treaty Plan, at 1; ANIC Plan, at 1 ("The SDR believes that 

                                                
18  Penn Treaty Plan, at 1; ANIC Plan, at 1 ("While the Plan does not contemplate seeking premium rate increases 

immediately, it reserves the option of doing so as and when the circumstances warrant that measure."); see also 
Penn Treaty Plan, at 13; ANIC Plan, at 12-13 (listing possible later benefit suspensions).   
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as much as 30-70% of that gap might be eliminated with the initial suspensions.").  NOLHGA's 

independent analysis indicates that the Initial Benefit Suspensions will not achieve a 70% 

reduction of the Funding Gap.  See TW Slides 22-23 (explained below).       

1. Nature and Consequence of the Proposed Initial Benefit Suspensions 

The Receiver proposes to reduce benefits both for those policies now on claim 

and for those not on claim.  For policies on claim, the Receiver proposes to  

 Reduce future compound inflation protection to no more than a maximum specified 
percentage. 

 Reduce the maximum benefit period for those with a lifetime maximum to a lower 
specified number of years. 

 Reduce the maximum benefit period for policies without a lifetime benefit period by 
a specified percentage of dollars or days.  

Penn Treaty Plan, at 12; ANIC Plan, at 12; see also TW Slide 19.  For policies not on claim, the 

Receiver proposes to  

 Reduce future compound inflation protection to no more than a maximum specified 
percentage. 

 Reduce the maximum benefit period for policies to a specified number of years 

 Change benefit eligibility requirements from non-tax qualified benefit triggers to the 
more restrictive tax-qualified triggers. 

 Increase elimination periods to at least ninety days (while simultaneously providing 
an additional six months of benefits). 

Penn Treaty Plan, at 12; ANIC Plan, at 12; see also TW Slide 19.   

Towers Watson has calculated the impact of these various benefit suspensions.  

The table below shows the impact of each of the benefit suspensions for those policyholders not 

on claim.  The corresponding amount shown for each change represents the reduction in reserves 

(i.e., liabilities) associated with the change.  For example, the impact of the change to inflation 

benefits results in a $771.8 million reduction in Penn Treaty's liabilities.  TW Slide 24.   
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TW Slide 24.   

Towers Watson also calculated the impact of the Initial Benefit Suspensions on 

the Funding Gap for Penn Treaty and ANIC.  For Penn Treaty, the Initial Benefit Suspensions 

eliminate 53% of Towers Watson's calculation of the Funding Gap, leaving a Funding Gap of 

approximately $1.65 billion.  TW Slide 22.  For ANIC, the Initial Benefit Suspensions eliminate 

49% of Towers Watson's calculation of that Funding Gap, leaving a Funding Gap of 

approximately $231 million.  TW Slide 23. 

Running its model with these assumptions, Towers Watson calculates that these 

Initial Benefit Suspensions will only delay asset depletion by three years for Penn Treaty and 

four years for ANIC.  Penn Treaty would still completely run out of assets by 2021, leaving 

unsatisfied outstanding liabilities to nearly 39,000 policyholders, and ANIC would completely 

run out of assets by 2026, leaving unsatisfied outstanding liabilities to more than 2,800 

policyholders.  TW Slides 20-21. 

Phase I Impact on Liabilitiesa

 As of December 31, 2012 ($Millions)

PTNA ANIC Total
Total Liabilities with Full Benefits 4,385.7 615.1 5,000.8
Comms., Prem. Tax and Other Liabilitiesc -134.6 -16.4 -151.0
Liabilities with Full Benefits for Current and Future Claims 4,251.1 598.7 4,849.8

Incremental Impactsb Effect

Step 1:  Reduce Inflation Benefits -771.8 -82.7 -854.4
Step 2:  Reduce Benefit Periods -221.8 -17.6 -239.4
Step 3:  Modify Benefit Trigger to Tax Qualified -0.3 -0.1 -0.4
Step 4:  Increase Elimination Period -766.5 -110.8 -877.3
Total Changes -1,760.4 -211.2 -1,971.6

Liabilities With Phase I Benefit Modificationsa 2,490.7 387.6 2,878.3

a Excluding liabilities for suspended benefits.
b Each step is performed incrementally. The effects shown are the result of modifying benefits in the order presented.
c Includes items from lines 9 through 24 on the Liabilities, Surplus & Other Funds page of the annual statement.



 

 
-24- 

 SL1 1255525v1 030567.00002 

2. Benefit Modifications in Rehabilitation 

With the Initial Benefit Suspensions, the Receiver has proposed a means to 

narrow—but not eliminate19—the gap between assets and liabilities.  That implies the possibility 

of liquidation down the road.   

There are consequences for consumer policyholders from pursuing rehabilitation 

when an insurer is deeply insolvent and has no clear path out of insolvency.  In rehabilitation, 

after streamlining administrative expenses to the extent possible and selling any business able to 

be sold, the Receiver has limited options to narrow a funding gap:  he may reduce policyholder 

benefits and/or seek increases of policyholder premiums.   See July 2013 Notice, at 9 ("There are 

two primary means to rehabilitate the companies: (1) reduce benefits and other payments and 

reduce operational costs and (2) increase premium rates and other income.").  Both reduced 

benefits and increased rates burden policyholders.  As shown in this case, the greater the gap 

between assets and liabilities, the more substantial those burdens must be.  Those burdens go into 

effect with the implementation of the plans of rehabilitation and thus present immediate harm to 

policyholders.   

In rehabilitation, policyholders would face a dilemma under the Plans of whether 

to continue their coverage under the new terms, which themselves are subject to change, or to 

allow their policies to lapse.  Particularly when benefit reductions or rate increases are significant 

or materially uncertain, rational policyholders may stop paying for their policies and thus allow 

their policies to lapse.20  Under that scenario, lapsed policyholders would lose all future benefits 

                                                
19  See Penn Treaty Plan, at 11; ANIC Plan, at 11 ("It is important to note that the steps described below will not 

fully eliminate the Funding Gap when the plan is first implemented.").   
20  In the Disclosures, the Receiver warns: "THE PLAN DESCRIBES THE METHODOLOGY FOR SUCH 

SUSPENSIONS IN DETAIL BUT DOES NOT CONTAIN SPECIFIC INFORMATION ABOUT HOW IT 
WOULD AFFECT ANY PARTICULAR POLICYHOLDER EVEN IF IMPLEMENTED AS PROPOSED.  
THE SPECIFIC MANNER IN WHICH THE PLAN WOULD IMPACT A PARTICULAR POLICY CAN 
ONLY BE DETERMINED AFTER EXTENSIVE CALCULATIONS THAT WILL BE MADE AFTER THE 
PLAN IS APPROVED BY THE COURT, AND WILL DEPEND IN PART ON WHETHER AND TO WHAT 
EXTENT THE PLAN IS MODIFIED."  Penn Treaty Plan, at 2; ANIC Plan, at 2.  Later in the Plans, the 
Receiver represents, "The types and magnitudes of the modifications will vary from policyholder to 
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for which they bargained and paid over the years (including the possibility of GA coverage in the 

event of an ultimate liquidation).  On the other hand, policyholders may choose to keep their 

policies, but they will then incur the burdens of lower benefits and/or higher premiums 

immediately and for the duration of the rehabilitation, with little or no certainty as to the level of 

benefits they would ultimately receive if and when they went on claim.  Under either scenario, 

the burden of the insolvency would fall on the current policyholders.   

The insurance regulatory system does provide for salvaging an insolvent insurer 

when it is feasible to do so and consistent with the over-arching goal of protecting the consumer 

policyholders.  Depending critically on thorough consideration of all of the facts and 

circumstances of a specific case, certain steps can be implemented in a rehabilitation plan that 

may reasonably address and remediate the causes of the insolvency.21  However, a receiver must 

consider whether actions taken during rehabilitation that do nothing more than delay asset 

depletion and liquidation by a few years serve a useful purpose.  In this case, the Receiver does 

not predict that rehabilitation will result in restoration of full policy benefits at any time:   

While the Plan does provide the potential for the future restoration 
of full policy benefits to any policyholders remaining at that time 
and the payment of all other creditor claims in full, the 
Rehabilitator does not anticipate at this time and based on current 
information that this is likely to occur.   

Penn Treaty Plan, at 20; ANIC Plan, at 20.22     

                                                                                                                                                       
policyholder based on the types of benefits currently provided under the policy and the adequacy or inadequacy 
of the current pricing for that policy to support the benefits provided."  Penn Treaty Plan, at 12; ANIC Plan, at 
11-12.  And later the Receiver warns again, "There are substantial risks and uncertainties associated with the 
Plan and its implementation."  Penn Treaty Plan, at 22; ANIC Plan, at 22.   

21  There are times when a commissioner is able to use rehabilitation to get an insurance company back on its feet 
and returned to solvency.  For example, rehabilitation could help an insurer facing liquidity problems by 
allowing the rehabilitator to freeze all lower-priority payments (payments to parties who, unlike policyholders, 
are not entitled to "absolute priority") while the rehabilitator "works out" the assets.  In such a case, 
rehabilitation may cure the solvency problem in a finite period of time.  However, if insolvency is liability-
driven, i.e., if liabilities drastically exceed projections, traditional rehabilitation measures are less likely to 
succeed. 

22  The Receiver stated no fewer than 9 times throughout the Plan and July 2013 Notice that he could provide no 
assurances of policy benefit restoration.  See Penn Treaty Plan, at 1; ANIC Plan, at 1 ("[B]ased on current 
information, there can be no assurance that the Plan will result in full, and perhaps even partial, restoration of 
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VII. Impact of Rehabilitation Plans on Policyholders  

In this section, NOLHGA evaluates the impact of the Rehabilitation Plans on 

policyholders.  Policyholder rights are not inviolate; rather, they are subject to reasonable 

regulation—including, in some circumstances, by restructuring benefits in rehabilitation.  The 

Receiver therefore has broad discretion to implement a plan of rehabilitation so long as the plan 

is fundamentally fair to policyholders, shareholders, creditors, and the public.  As the Receiver 

has noted, "The paramount goal of the Plan should be protection of policyholders."  Penn Treaty 

Plan, at 21; ANIC Plan, at 21.  In turn, "The Plan should put policyholders and creditors as a 

group in a position not inferior to what liquidation would produce."  Penn Treaty Plan, at 21; 

ANIC Plan, at 21.23  To evaluate the impact of the Rehabilitation Plans on policyholders, Towers 

Watson at NOLHGA's direction has modeled the effect of the Initial Benefit Suspensions and 

compared those results to the effect of liquidation with access to GA coverage.     

A. Results of Modeling Initial Benefit Suspensions of the Rehabilitation Plans v. 
Liquidation  

Towers Watson's analysis shows that the majority of policyholders would fare 

better or no worse under a liquidation scenario with access to GA coverage benefits than under 

the Initial Benefit Suspensions of the Plans.  For purposes of this analysis, NOLHGA and 

Towers Watson refer to the Initial Benefit Suspensions as "Phase I" because the Receiver has 

indicated that additional benefit reductions or increased rates in addition to the Initial Benefit  

 

 

                                                                                                                                                       
suspended benefits."); Penn Treaty Plan, at 18; ANIC Plan, at 17 ("[T]here can be no assurance that restoration 
of suspended benefits will be possible in the future."); see also July 2013 Notice, at 9, 11, 12, 21, and 23.    

23  The Receiver's stated goals are consistent with controlling case law that addresses the alteration of policyholder 
rights during rehabilitation.  See, e.g., Carpenter v. Pacific Mut. Life Ins. Co. of Cal., 74 P.2d 761 (Cal. 1937) 
and its affirmance by the United States Supreme Court in Neblett v. Carpenter, 305 U.S. 297, reh. denied, 305 
U.S. 675 (1938).   
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Suspensions are likely necessary under the Plans.  Towers Watson's analysis rests on the 

following assumptions as to the Phase I and Liquidation scenarios:   

Phase I 

 Receiver's proposed benefit reductions are implemented immediately. 

 Policyholder premiums are not increased. 

 Additional potential benefit reductions and/or premium rate increases are ignored 

(this assumption increases the favorability of Phase I from the policyholders' 

perspective). 

Liquidation 

 Benefits are immediately reduced to GA coverage limits. 

 Policyholder premiums are not increased.24 

 Potential estate asset allocations to policyholders for uncovered benefits are 

ignored (this assumption decreases the favorability of the liquidation scenario, 

which, in turn, increases the favorability of Phase I from the policyholders' 

perspective).   

TW Slide 30.  Towers Watson conducted two types of analyses comparing these scenarios:  a 

deterministic analysis and a stochastic analysis.   

1. Deterministic Analysis 

A deterministic analysis measures policyholder value as follows: 

Policyholder value =  

present value of expected future benefits – present value of expected future premiums 

TW Slide 30.  In this calculation, expected future values represent averages calculated for each 

individual policyholder.  The deterministic model runs a single scenario using aggregate 

                                                
24  For purposes of this analysis, Towers Watson assumed, at NOLHGA's direction, that there would be no rate 

increases in liquidation.  NOLHGA notes that GAs do have the authority under the applicable GA laws to seek 
rate increases on policies they continue in liquidation (subject to the terms of the applicable laws). 
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assumptions.  As Towers Watson explains, the deterministic model is an excellent tool for 

developing a true expected value from a set of assumptions; however, it attributes average results 

to each individual policyholder.  For that reason, the results for each policyholder represent its 

share of a pooling of results.  See TW Slide 31.   

Under the deterministic analysis, liquidation with access to GA benefits presents a 

"better" scenario for a majority of policyholders, where "better" is defined as a higher 

deterministic value.  The results break down as follows:   

 

 

TW Slide 32.  In sum, liquidation presents a better or indifferent scenario for 70% of Penn 

Treaty policyholders, 61% of ANIC policyholders, and 69% of all policyholders.  Thirty-one 

percent of all policyholders fare better under Phase I.  As discussed above, however, the model 

for Phase I does not take into account future rate increases or additional benefit reductions, even 

53,737
60%

26,809
30%

9,397
10%

PTNA

4,401
51%3,332

39%

838
10%

ANIC

58,138
59%

30,141
31%

10,235
10%

Total

Liquidation Better Rehab Plan Better Indifferent



 

 
-29- 

 SL1 1255525v1 030567.00002 

though such additional reductions are presumably necessary because Phase I still results in asset 

depletion at a time when significant policyholder liabilities would remain unsatisfied.  Therefore, 

were Towers Watson analyzing a complete Rehabilitation Plan (and not just Phase I), the 

deterministic analysis would show an even smaller percentage of policyholders faring better 

under rehabilitation than liquidation with access to GA coverage and, conversely, an even larger 

percentage of consumers who would fare better under liquidation.   

2. Stochastic Analysis 

A stochastic analysis measures the results of a single trial.  Multiple trials are run 

to test a set of assumptions with each trial resulting in a single outcome (as opposed to average 

outcomes that result from a deterministic analysis).  The distinction between deterministic and 

stochastic analyses can be illustrated through a coin toss example.  Assume the winner of a coin 

toss wins $1 and two players are playing.  In a deterministic analysis, each player has an 

expected value of $.50 (the average result).  In a stochastic analysis trial, one player will have an 

expected value of $1 and the other will have an expected value of $0 (reflecting one possible, 

actual outcome).  See TW Slide 33.   

Towers Watson's stochastic analysis in this case uses a Monte Carlo simulation, 

i.e., probability simulation, of outcomes for each individual policy.  In this simulation technique, 

the model generates random values between zero and one for each projection period for each 

individual policy.  These values are applied to mortality, lapse, claim incidence and length of 

disability assumptions (the same that are used to develop the deterministic analysis) to simulate 

each policy’s outcome in each projection period.  The benefit of the stochastic analysis over the 

deterministic analysis is that the stochastic analysis provides insight into the number of 

policyholders who would claim, and of those, a comparison of the amount of benefits that would 

be paid in both Phase I and in liquidation benefit structures.  In this analysis, the population size 
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is large enough to make a single stochastic trial credible; Towers Watson's results reflect the 

average of five independent stochastic trials.  The results of that analysis are below: 

 

 

TW Slide 34.  Only 36% of the Companies' policyholders are expected to ever have a claim, and 

29% of all policyholders are expected to have a claim completely within GA coverage limits (or 

"caps").  TW Slide 34.  Only 7% of all policyholders are expected to have a claim that exceeds 

GA limits.  TW Slide 34.     

Using the stochastic approach, Towers Watson tracked individual outcomes for 

each policyholder assuming each of the two scenarios (Phase I and liquidation).  The population 

57,609
64%

6,595
7%

25,739
29%

PTNA

5,553
65%

596
7%

2,422
28%

ANIC

63,162
64%

7,191
7%

28,161
29%

Total

No Claim Claim Over GA Limit Claim Under GA Limit
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size was large enough to make a single stochastic trial credible; Towers Watson's results reflect 

the average of five independent stochastic trials.  TW Slide 35.  Those results are shown below: 

 

 

TW Slide 35.  Of the 35,352 policyholders likely to have a claim, 63% fare better under 

liquidation and 9% fare no worse, while Phase I is a better scenario for 28% of policyholders 

predicted to go on claim.  TW Slide 35 (assuming arguendo that no additional benefit reductions 

or premium increases are implemented after Phase I takes effect).   

In sum, Towers Watson's analysis shows that under both the deterministic and the 

stochastic methods of analysis, the majority of policyholders would fare better or no worse under 

liquidation than under Phase I of the Rehabilitation Plans.  Moreover, the percentage of 

policyholders who would fare better under Phase I exaggerates to a certain extent the favorability 

20,459
63%

8,899
28%

2,975
9%

PTNA

1,952
65%

787
26%

280
9%

ANIC

22,411
63%

9,686
28%

3,255
9%

Total

Liquidation Better Phase I Better Indifferent
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of the Rehabilitation Plans because those Plans are admittedly incomplete, and Phase I does not 

reflect the extent of additional benefit reductions and/or premium increases necessary to result in 

a successful rehabilitation.  In other words, Penn Treaty and ANIC would still run out of assets—

before all liabilities to policyholders were satisfied—under Phase I.   

B. Practical Considerations Not Reflected in the Models 

The Receiver's Plans rely on benefit reductions.  Because of the financial 

condition of the Companies, the benefit reductions are so large that a sizeable majority of 

policyholders who will go on claim would fare better under liquidation with access to GA 

coverage than under the Plans, even considering the statutory caps on benefits associated with 

GA coverage.   

Moreover, even policyholders who will never go on claim and therefore are not 

affected by benefit reductions will view the Initial Benefit Suspensions as devaluing their 

policies.  Policyholders value their policies from the perspective of those who are in the 36% of 

policyholders expected to go on claim, since they have voluntarily and intentionally purchased 

coverage with options to protect against that risk.  All such policyholders facing the prospect of 

reduced benefits for the same or potentially increased premiums will therefore view themselves 

as injured by the Plans.  As discussed previously, this circumstance presents an increased risk of 

lapse in rehabilitation:  rational policyholders faced with these uncertain circumstances may 

choose to discontinue their policies even though they likely will not be able to purchase a 

replacement policy on the market due to their age.  

VIII. Premium Rate Analysis and Potential Rate Increases 

Although the Plans focus on Initial Benefit Suspensions, the Receiver has 

indicated the possibility that he may seek rate increases in conjunction with the Plans:  "The 

magnitude of the Funding Gap is such that the optimal way to address it may include a 

combination of benefit suspensions and premium rate increases."  Penn Treaty Plan, at 18; ANIC 
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Plan, at 17.  To address this possibility, NOLHGA has evaluated both the Companies' current 

rate structure and potential future rate increases and seeks to provide this Court with the results 

of that analysis.   

A. Penn Treaty's Current Premium Structure 

At NOLHGA's direction, Towers Watson has compared Penn Treaty's average 

premium rates to the premium rates of other carriers in the LTC market.  For purposes of this 

analysis, Towers Watson has excluded ANIC policies due to the low number of in-force ANIC 

policies that have benefit features comparable to the current market.  TW Slide 37.  Towers 

Watson has broken down the Penn Treaty premium into two components:  premium originally 

charged and additional premium resulting from past rate increases.  Towers Watson's analysis 

considers four policy types:  (1) unlimited lifetime benefits without an inflation benefit; 

(2) unlimited lifetime benefits with an inflation benefit; (3) 3-year benefits without an inflation 

benefit; and (4) 3-year benefits with an inflation benefit.  TW Slide 38.  Each of these scenarios 

is based on $100 daily benefits and issue age 70.  TW Slide 38.  Towers Watson's comparisons 

across these scenarios show that Penn Treaty's rates are generally higher than the rates currently 

charged by other insurers in the market.  TW Slide 37.   
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Example 1 - Unlimited Plans without Inflation Option 

 PTNA premiums for issue age 70 with unlimited benefit plans 
without inflation protection are currently within the upper  
range of market rates. 
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Example 2 - Unlimited Plans with Inflation Option 

 PTNA premiums for issue age 70 with unlimited benefit  
plans with inflation protection are currently at the lower  
middle range of market rates. 
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Example 3 - Limited Plans without Inflation Option 

 PTNA premiums for issue age 70 with three-year benefit  
plans without inflation protection are currently above the  
upper range of market rates. 
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TW Slides 39-42.  Only Penn Treaty plans with unlimited benefits and inflation protection were 

within the low to middle range of the market.  TW Slide 40.  As to all other scenarios, Penn 

Treaty's rates were among the highest in the market.  TW Slides 39, 41-42. 

B. Foregone Revenue Analysis   

Though Towers Watson's analysis suggests that Penn Treaty's current premiums 

are generally priced consistently with the current market, they once were not.  Towers Watson 

has further analyzed how much revenue was foregone because current premium rates were not 

charged from inception of the policies.  TW Slide 43.  Towers Watson's analysis indicates that 

Example 4 - Limited Plans with Inflation Option 

 PTNA premiums for issue age 70 with three-year benefit  
plans with inflation protection are currently in the upper  
range of market rates. 
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approximately $2.3 billion of the $3.5 billion shortfall was created because Penn Treaty's current 

premium rates were not charged from inception.  TW Slide 43. 

Towers Watson provides examples of two hypothetical policies at TW Slide 44, 

showing accumulated premium based on (i) original premium rates, (ii) actual premium rates, 

and (iii) rates assuming current rates had been charged from inception.  In both examples, the 

realized impact from rate increases is much smaller than the incremental impact of charging 

current premiums since inception, i.e., foregone revenue.   

 

TW Slide 44.   

  

Example of Foregone Revenue
Example In-force Policy Premiums Example Inactive Policy Premiums

Year Original Actual Current Original Actual Current
1998 $1,000 $1,000 $1,500 $1,000 $1,000 $1,250 
1999 1,000 1,000 1,500 1,000 1,000 1,250
2000 1,000 1,000 1,500 1,000 1,000 1,250
2001 1,000 1,000 1,500 1,000 1,000 1,250
2002 1,000 1,000 1,500 1,000 1,000 1,250
2003 1,000 1,000 1,500 1,000 1,000 1,250
2004 1,000 1,100 1,500 1,000 1,100 1,250
2005 1,000 1,100 1,500 1,000 1,100 1,250
2006 1,000 1,250 1,500 1,000 1,250 1,250
2007 1,000 1,250 1,500 1,000 1,250 1,250
2008 1,000 1,250 1,500
2009 1,000 1,400 1,500
2010 1,000 1,400 1,500
2011 1,000 1,500 1,500
2012 1,000 1,500 1,500
Total premium 15,000 17,750 22,500 10,000 10,700 12,500
Interest @5.5% 8,641 9,291 12,962 7,753 8,077 9,691
Accumulated value 23,641 27,041 35,462 17,753 18,777 22,191
Incremental value:

of actual rate increase 3,400 1,024
of foregone revenue 8,421 3,415
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Towers Watson also charts the historical impact of the difference in premiums, 

showing that past premium collections would have been much larger if the current premiums had 

been charged from inception: 

 

TW Slide 45.   

Towers Watson's analysis further shows the accumulated value of the foregone 

revenue, i.e., the difference between the accumulated value of premiums if current rates had been 

charged since inception and the actual premiums collected.  While rate increases have added 

approximately $.9 billion in premium, charging current premiums since inception would have 

added an additional $2.3 billion, which is now foregone premium revenue.   
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TW Slide 46.  Of that $2.3 billion in foregone revenue, approximately $1.3 billion is foregone 

premium, and $1.0 billion is foregone investment income.  TW Slide 47.   

Finally, Towers Watson's analysis splits the foregone revenue into active policies 

and inactive (lapsed) policies.  Of the $2.3 billion in foregone revenue, $1.3 billion is attributable 

to inactive policies.  Less than half of the foregone revenue is attributable to policies still in-

force—the policies that would be affected by rate increases if implemented pursuant to the Plans.  

In sum, the policyholders responsible for nearly $1.3 billion of the shortfall are gone, and there is 

no way to recover the foregone revenue from them.  Instead, the Rehabilitation Plans require the 

remaining 90,000 some policyholders to bear all the burden of the foregone revenue and other 

liabilities.   
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TW Slide 48.   

C. Analysis of Potential Rate Increases 

NOLHGA has attempted to analyze and calculate the effect of potential rate 

increases on the Penn Treaty and ANIC Plans.  NOLHGA instructed Towers Watson to run 

various scenarios to evaluate the viability of rate increases across (i) full benefits and (ii) Phase I 

of the Plans.  Specifically, Towers Watson first tested rate increases at the 80th percentile of rate 

increases approved by regulators in each state based on information available through the 

California Department of Insurance.  Towers Watson assessed the 80th percentile as reflecting an 

aggressive but theoretically attainable level of rate increases.  Second, Towers Watson 

determined the level of rate increase necessary to avoid asset depletion under various scenarios.   

1. 80th Percentile Analysis 

Pursuant to California Insurance Code § 10234.6, the California Department of 

Insurance maintains a database of nationwide rate increase filings for companies that have 

written long-term care policies in California.  Towers Watson reviewed all rate increase 

approvals from 2009 through 2013 to derive the 80th percentile rate increase approval percentage 

in each state.  It then used the 80th percentile rate increase by state to calculate a national average 
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for Penn Treaty and ANIC based on their distribution of annualized premium in-force as of 

December 31, 2012, by state.  Towers Watson found that the 80th percentile initial rate increase 

was approximately 30% for the state-by-state distributions of both Penn Treaty and ANIC.  

Towers Watson also studied rate increase percentages achieved for companies that have 

requested multiple rate increases on the same forms and found that the subsequent rate increases 

approved were generally 85% of the prior filing.  TW Slide 51.   

With this information, Towers Watson ran an asset depletion analysis assuming 

biennial rate increases.  With these assumptions, it was not possible to avoid asset depletion 

under either full benefits or Phase I.  TW Slide 52.  At full benefits, 80th percentile rate increases 

delay asset depletion by two years for Penn Treaty and by three years for ANIC.  TW Slide 52-

54.  At Phase I benefits, 80th percentile rate increases delay asset depletion by twelve years for 

both Companies.  TW Slides 52, 55-56.25  In other words, even under Phase I benefit reductions 

augmented by 80th percentile rate increases, both Companies would run out of money before they 

ran out of claims.   

2. Rate Increases Necessary To Avoid Asset Depletion 

Towers Watson also solved for the level of rate increases necessary for both Penn 

Treaty and ANIC to avoid asset depletion under four scenarios for each Company: 

 Full benefits with a one-time rate increase 

 Full benefits with biennial rate increases 

 Phase I benefit reductions with a one-time rate increase 

 Phase I benefit reductions with biennial rate increases 

Towers Watson's analysis showed that for Penn Treaty to maintain full benefits, it would need an 

immediate 375% one-time increase or 38.5% biennial rate increases (which, after the fifth round, 

                                                
25  In 2030, Penn Treaty is still projected to have over 13,000 policyholders, and ANIC is projected to have over 

1,000 policyholders in 2034.  TW Slides 55-56.   
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equal cumulative rate increases of 410%26).  TW Slide 57.  To maintain full benefits on its 

policies, ANIC would need an immediate 425% one-time increase or 37.5% biennial rate 

increases (which, after the fifth round, equal cumulative rate increases of 392%).  TW Slide 57.  

Assuming implementation of the Phase I benefit reductions for Penn Treaty, the provision of 

Phase I benefits would require an immediate 170% one-time increase or 25.5% biennial rate 

increases (which, after the fifth round, equal cumulative rate increases of 211%).  TW Slide 57.  

Assuming implementation of the Phase I benefit reductions for ANIC, the provision of Phase I 

benefits would require an immediate 210% one-time increase or 26.5% biennial rate increases 

(which, after the fifth round, equal cumulative rate increases of 224%).  TW Slide 57.   

These rate increases are many multiples above any rate increase scenario 

suggested by the data accumulated by the California Department of Insurance.  State consumer 

protection laws require that rate increases be approved by the department of insurance in each 

state.  Some state regulators have begun to take the position that they will not grant rate increases 

for past losses.  As Towers Watson's analysis shows, the majority of Penn Treaty's and ANIC's 

revenue shortfall is due to foregone revenue from premium that was not collected since policy 

inception, and in many cases from policies that have since lapsed.   

In sum, while the Rehabilitation Plans give little detail about whether and what 

rate increases might be pursued, even assuming significant rate increases were approved and 

implemented under the Plans, Towers Watson's analysis suggests that rate increases would delay 

but not prevent the Companies from exhausting assets before satisfaction of either original policy 

benefits or even the reduced benefits remaining after implementation of Phase I of the Plans.   

                                                
26  Cumulative amounts are shown in this paragraph after the fifth such rate increase for illustrative purposes.  The 

analysis assumes the biennial rate increases continue in perpetuity.   
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IX. Conclusion 

NOLHGA has offered this independent analysis of the financial circumstances of 

the Companies and the Plans to assist the Court in its consideration of the matters before it.  As 

an associational representative of creditors with significant statutory obligations in the event of a 

failed rehabilitation, NOLHGA has a substantial interest in this proceeding.  Pursuant to the case 

management orders, NOLHGA intends to participate in the hearing on the Plans, to present 

evidence including expert testimony, to examine and cross-examine witnesses, and to answer any 

questions of this Court.  NOLHGA reserves all of its rights to take further action in this 

proceeding, including possible participation in an advisory role to any policyholders' committee 

that may be created or to seek limited or full intervenor status.    
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Introduction
 This document was prepared by Towers Watson Delaware, Inc. (“Towers Watson” or “we”) for the National 

Organization of Life and Health Insurance Guaranty Associations (“NOLHGA”), as part of an engagement agreement 
dated May 30, 2013 to perform expert witness actuarial analyses with respect to the existing long term care business 
written by Penn Treaty Network America Insurance Company (“PTNA”) and American Network Insurance Company 
(“ANIC”), (collectively the “Companies”).  Specifically, it presents a summary of the results of Towers Watson’s actuarial 
analysis of the financial condition of PTNA and ANIC as of December 31, 2012, as well as other related analyses of the 
business.  

 The sole intended use of this document is as an attachment to formal comments (“NOLHGA Formal Comments”) 
prepared by Faegre Baker Daniels LLP (“FBD”), legal counsel to the NOLHGA PTNA/ANIC Task Force, and dated 
August 30, 2013.  The NOLHGA Formal Comments, to be filed with the Pennsylvania Commonwealth Court, pertain to 
a plan of rehabilitation of the Companies dated April 30, 2013 (the “Plan”), as supplemented by a set of notices to 
policyholders dated July 8, 2013 describing an initial proposal for benefit modifications (referenced in this document as 
“Phase I”).  Any conclusions or judgments regarding the results contained in this document should be made only after 
studying this document and the NOLHGA Formal Comments in their entireties.

 Vincent L. Bodnar, ASA, MAAA, is a Director of Towers Watson and is responsible for the statements of actuarial 
opinion rendered in this document and serves as the expert witness in this matter. He is a member of the American 
Academy of Actuaries and meets its Qualification Standards for issuing the statements of actuarial opinion contained 
herein.  To the best of his knowledge, this document and the work performed to prepare it conform to Actuarial 
Standards of Practice as promulgated by the American Academy of Actuaries.  Additional qualifications of Mr. Bodnar 
are included as Appendix D.  Supporting work was performed by other Towers Watson staff under his supervision.

 See the last section of this document for Reliances and Limitations on the Use and Distribution of this document.
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Section A: PTNA/ANIC Financial Condition
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This section presents our view of the financial conditions of PTNA and ANIC as of 
December 31, 2012 assuming no future rate increases or benefit modifications.
Contents:
 Key Financial Indicators
 Summary of Liabilities
 Asset Depletion Analysis
 Model Validation

Based on our model, the current financial conditions of PTNA 
and ANIC are at least as poor as that reported by the 
Rehabilitator.
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Key Financial Indicators as of December 31, 2012

4

Key Financial IndicatorsSection A: PTNA/ANIC Financial ConditionActuarial Analysis of PTNA/ANIC

PTNA Financial Metric Rehabilitator1 Towers Watson Analysis

Assets $0.8B $0.9B
Liabilities $2.8B $4.4B

Deficit $2.0B $3.5B
Asset to Liability Ratio 1:3.5 1:5.1

Asset Depletion 2019 2018
Premium Rate Increases2 300% 369%

Benefit Reductions2 72% 73%

ANIC Financial Metric Rehabilitator1 Towers Watson Analysis

Assets $0.2B $0.2B
Liabilities $0.4B $0.6B

Deficit $0.3B $0.5B
Asset to Liability Ratio 1:2.8 1:3.8

Asset Depletion 2023 2022
Premium Rate Increases2 350% 427%

Benefit Reductions2 65% 69%

1 As described in the text of the Rehabilitator's Plan.
2 One-time, immediate amounts required to eliminate the deficits shown.
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Summary of Liabilities

 Projected future liabilities consist 
of a gross premium valuation 
(“GPV”) reserve, a claim reserve, 
and an unearned premium 
reserve (“UPR”).

 The components of the GPV 
reserves (present values of future 
premium, incurred claims, and 
expenses) are shown separately.

 Year-by-year projection results 
are shown in Appendix A.

 Assumes no premium rate 
increases or benefit reductions.

 The liability is partially offset by 
the market value of assets held 
by the Companies, leaving 
negative surplus. 

5

Summary of LiabilitiesSection A: PTNA/ANIC Financial ConditionActuarial Analysis of PTNA/ANIC

* An annual summary projection for PTNA and ANIC is included in Appendix A

Financial Condition
As of December 31, 2012 ($ Millions)

Annual Statement Towers Watson*
PTNA ANIC Total PTNA ANIC Total

Liabilities
+ PV Claims 4,325.1 605.9 4,930.9
+ PV Commissions 93.8 10.4 104.3
+ PV Premium Tax 19.0 2.1 21.1
+ PV Expenses 335.1 45.6 380.7
- PV Premium 1,166.2 125.3 1,291.5

= GPV Reserve 2,130.8 364.0 2,494.8 3,606.8 538.7 4,145.5 
+ Claim Reserve 604.8 60.6 665.4 719.5 68.6 788.1 
+ UPR 37.7 4.3 42.0 37.7 3.9 41.6 

= Total LTC Reserve 2,773.3 428.9 3,202.2 4,363.9 611.3 4,975.2 
+ Other Liabilities 21.8 3.9 25.7 21.8 3.9 25.7 

= Total Liabilities 2,795.1 432.8 3,227.9 4,385.7 615.1 5,000.9 

Total Assets 864.6 160.3 1,024.9 864.6 160.3 1,024.9 

Surplus (1,930.6) (272.5) (2,203.0) (3,521.2) (454.8) (3,976.0)

Not available
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PTNA:  Asset Depletion Expected in 2018
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Asset Depletion AnalysesSection A: PTNA/ANIC Financial ConditionActuarial Analysis of PTNA/ANIC

Projection of Cash Flows and Assets (No Premium Rate Increases or Benefit Modifications)
As of December 31, 2012 ($Millions)

Net Expenses Total Book Market
Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 89,943 783.4 864.4
2013 82,305 167.2 21.2 146.0 238.7 41.3 -133.9 31.7 0.0 681.2 750.6
2014 75,342 150.9 19.1 131.8 238.0 38.6 -144.8 28.0 -2.1 562.2 616.9
2015 68,927 136.1 17.4 118.7 248.1 37.2 -166.5 23.1 5.3 424.2 460.1
2016 62,952 122.6 16.3 106.3 262.5 35.8 -192.0 16.5 8.9 257.6 275.4
2017 57,370 110.2 15.3 94.9 272.2 34.5 -211.7 8.3 9.3 63.5 66.9
2018 52,160 98.8 14.5 84.3 275.1 33.2 -223.9 0.0 2.5 0.0 0.0
2019 47,317 88.4 13.7 74.7 273.3 32.0 -230.6 0.0 0.0 0.0 0.0
2020 42,825 78.9 12.9 66.0 279.8 30.9 -244.7 0.0 0.0 0.0 0.0
2021 38,659 70.2 12.2 58.1 285.4 30.0 -257.3 0.0 0.0 0.0 0.0
2022 34,797 62.3 11.4 50.9 290.3 29.0 -268.4 0.0 0.0 0.0 0.0
2023 31,221 55.2 10.7 44.5 294.2 28.2 -277.8 0.0 0.0 0.0 0.0
2024 27,915 48.6 9.9 38.7 297.0 27.3 -285.6 0.0 0.0 0.0 0.0
2025 24,870 42.7 9.2 33.5 298.8 26.5 -291.7 0.0 0.0 0.0 0.0
2026 22,072 37.3 8.4 28.9 301.1 25.6 -297.8 0.0 0.0 0.0 0.0
2027 19,509 32.5 7.7 24.7 300.5 24.8 -300.6 0.0 0.0 0.0 0.0
2028 17,170 28.1 7.1 21.0 298.5 24.0 -301.4 0.0 0.0 0.0 0.0
2029 15,052 24.2 6.4 17.8 292.9 23.2 -298.3 0.0 0.0 0.0 0.0
2030 13,145 20.8 5.8 14.9 288.1 22.3 -295.5 0.0 0.0 0.0 0.0
2031 11,435 17.7 5.3 12.5 282.7 21.5 -291.8 0.0 0.0 0.0 0.0
2032 9,910 15.0 4.7 10.3 277.4 20.7 -287.8 0.0 0.0 0.0 0.0
2033 8,555 12.7 4.2 8.5 270.2 19.8 -281.5 0.0 0.0 0.0 0.0
2034 7,356 10.7 3.8 6.9 261.8 19.0 -273.8 0.0 0.0 0.0 0.0
2035 6,299 8.9 3.4 5.6 252.6 18.1 -265.1 0.0 0.0 0.0 0.0
2036 5,370 7.5 3.0 4.4 242.9 17.1 -255.6 0.0 0.0 0.0 0.0
2037 4,556 6.2 2.7 3.5 232.0 16.2 -244.7 0.0 0.0 0.0 0.0
2038 3,845 5.1 2.4 2.7 220.4 15.3 -232.9 0.0 0.0 0.0 0.0
2039 3,227 4.2 2.1 2.0 207.5 14.3 -219.7 0.0 0.0 0.0 0.0
2040 2,694 3.4 1.9 1.5 194.4 13.3 -206.2 0.0 0.0 0.0 0.0
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ANIC:  Asset Depletion Expected in 2022
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Asset Depletion AnalysesSection A: PTNA/ANIC Financial ConditionActuarial Analysis of PTNA/ANIC

Projection of Cash Flows and Assets (No Premium Rate Increases or Benefit Modifications)
As of December 31, 2012 ($Millions)

Net Expenses Total Book Market
Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 8,571 141.9 160.3
2013 7,967 16.6 1.7 14.9 20.3 3.9 -9.3 6.6 0.0 139.2 156.3
2014 7,416 15.1 1.6 13.6 21.3 3.7 -11.4 6.4 -0.1 134.2 147.7
2015 6,904 13.8 1.5 12.4 23.3 3.7 -14.6 6.2 -0.5 125.2 135.7
2016 6,422 12.6 1.4 11.2 26.1 3.6 -18.5 5.8 -0.6 111.9 120.0
2017 5,964 11.5 1.3 10.2 27.2 3.6 -20.6 5.2 0.6 97.1 102.2
2018 5,532 10.5 1.2 9.2 28.4 3.5 -22.7 4.4 0.6 79.3 82.1
2019 5,125 9.5 1.2 8.3 29.6 3.5 -24.7 3.4 0.4 58.4 59.9
2020 4,739 8.6 1.1 7.5 31.3 3.5 -27.3 2.3 0.4 33.8 34.6
2021 4,374 7.8 1.1 6.7 33.0 3.5 -29.7 1.0 0.4 5.6 5.7
2022 4,028 7.0 1.0 6.0 34.8 3.4 -32.2 0.0 0.1 0.0 0.0
2023 3,698 6.3 1.0 5.4 36.4 3.4 -34.5 0.0 0.0 0.0 0.0
2024 3,384 5.7 0.9 4.8 38.0 3.4 -36.6 0.0 0.0 0.0 0.0
2025 3,086 5.1 0.9 4.2 39.4 3.4 -38.6 0.0 0.0 0.0 0.0
2026 2,804 4.5 0.8 3.7 40.9 3.4 -40.6 0.0 0.0 0.0 0.0
2027 2,536 4.0 0.8 3.3 42.0 3.4 -42.1 0.0 0.0 0.0 0.0
2028 2,285 3.5 0.7 2.8 43.1 3.4 -43.7 0.0 0.0 0.0 0.0
2029 2,050 3.1 0.7 2.5 43.9 3.4 -44.8 0.0 0.0 0.0 0.0
2030 1,831 2.7 0.6 2.1 44.6 3.4 -45.9 0.0 0.0 0.0 0.0
2031 1,627 2.4 0.6 1.8 45.1 3.4 -46.7 0.0 0.0 0.0 0.0
2032 1,438 2.0 0.5 1.5 45.6 3.4 -47.4 0.0 0.0 0.0 0.0
2033 1,265 1.8 0.5 1.3 45.7 3.3 -47.7 0.0 0.0 0.0 0.0
2034 1,106 1.5 0.4 1.1 45.4 3.2 -47.6 0.0 0.0 0.0 0.0
2035 961 1.3 0.4 0.9 44.9 3.2 -47.2 0.0 0.0 0.0 0.0
2036 830 1.1 0.4 0.7 44.2 3.1 -46.6 0.0 0.0 0.0 0.0
2037 713 0.9 0.3 0.6 43.2 3.0 -45.6 0.0 0.0 0.0 0.0
2038 608 0.7 0.3 0.4 42.0 2.9 -44.4 0.0 0.0 0.0 0.0
2039 515 0.6 0.3 0.3 40.4 2.8 -42.8 0.0 0.0 0.0 0.0
2040 432 0.5 0.3 0.2 38.6 2.6 -41.0 0.0 0.0 0.0 0.0
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Model Validation

 This subsection compares actual results through December 31, 2012 to 
the assumptions used in our model. 

 Morbidity assumptions
 Morbidity assumptions are derived from first-principles studies (claim 

incidence rates, claim termination rates and benefit utilization rates).
 When aggregated, the model produces average annual claim costs per 

person in-force that are very close to actual emerging experience.

 Policy termination assumptions
 Our model validates well against actual experience. 

8

Model ValidationSection A: PTNA/ANIC Financial ConditionActuarial Analysis of PTNA/ANIC
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Validation of Morbidity Assumptions
 We applied our morbidity assumptions to actual historical exposure to determine how well the 

assumptions underlying the projection fit with the actual historical incurred claims per life exposed 
(“Claim Costs”). 

 We show the projected Claim Costs that are produced by our projection model for the Companies to 
validate their reasonableness compared to recent historical levels. Appendix B shows the annual trend 
components that contribute to the overall increasing trend of the Claim Costs

 As can be seen below, our model fits very well with past experience.

9

Model ValidationSection A: PTNA/ANIC Financial ConditionActuarial Analysis of PTNA/ANIC
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Validation of Policy Termination Assumptions

 We applied our assumed policy termination assumptions to policies issued historically to determine 
how well the assumptions underlying the projection fit with the actual historical decrement patterns. 

 We show the future lives in-force produced by our projection model for the Companies to validate the 
reasonableness of them compared to recent historical levels. 

 As can be seen below, our model fits well with past experience

10

Model ValidationSection A: PTNA/ANIC Financial ConditionActuarial Analysis of PTNA/ANIC
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Guaranty Association Coverage Estimates
 Liabilities related to potential 

Guaranty Association (“GA”) 
coverage consist of a gross 
premium valuation (“GPV”) 
reserve, a claim reserve, and an 
unearned premium reserve 
(“UPR”) for benefits up to GA 
limits.  

 The potential GA coverage 
liabilities appear in the “GA 
Covered” columns.  Amounts 
attributable to uncovered 
liabilities are shown for 
information only.

 The components of the GPV 
reserves (premium, claims, and 
expenses excluding commission 
and premium taxes) under GA 
limits are shown separately.

 No premium rate increases are 
assumed.

11

Summary of LiabilitiesSection A: PTNA/ANIC Financial ConditionActuarial Analysis of PTNA/ANIC

Summary of Guaranty Association Coverage Estimates
As of December 31, 2012 ($ Millions)

GA Covered Uncovered
PTNA ANIC Total PTNA ANIC Total

Liabilities
+ PV Claims 2,838.8 436.7 3,275.5 1,486.3 169.2 1,655.4
+ PV Commissions 0.0 0.0 0.0 0.0 0.0 0.0
+ PV Premium Tax 0.0 0.0 0.0 0.0 0.0 0.0
+ PV Expenses 226.1 33.4 259.5 109.0 12.2 121.2
- PV Premium 1,165.6 125.1 1,290.7 0.6 0.2 0.7

= GPV Reserve 1,899.3 345.0 2,244.2 1,594.7 181.2 1,775.9 
+ Claim Reserve 611.1 59.4 670.5 108.4 9.2 117.6 
+ UPR 37.7 3.9 41.6 0.0 0.0 0.0 

= Total LTC Reserves 2,548.0 408.3 2,956.3 1,703.1 190.5 1,893.6 
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Section B: Summary of Key Policy Benefits

12

This section presents a comparison of the benefit plans of PTNA and ANIC versus plans 
currently available for sale from other carriers.

Contents:

 Options Available
 Benefits Elected

PTNA and ANIC policy features are not overly generous 
compared to the current market.   PTNA and ANIC 
policyholders generally elected benefits that are less rich 
than those available in the market currently. 
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Comparison of Benefit Options Available

 The 2012 Broker World Long Term Care Survey was the source for benefit 
design information for the 13 carriers that participated in the survey.

 The key benefit features compared represent the highest amount of difference 
in expected claim costs:
 Level of care that is covered

 Benefit maximum for care in non-facility setting

 Inflation protection (required to be offered by law)

 Maximum lifetime benefit

 Minimum elimination period

 Maximum daily benefits 

 The comparisons shown on the following pages demonstrate that the available 
PTNA / ANIC benefit options are not overly generous compared to those 
available in policies currently being sold.

13

Available OptionsSection B: Summary of Key Policy BenefitsActuarial Analysis of PTNA/ANIC



© 2013 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.

Comparison of Benefit Options Available
 Top six PTNA/ANIC plans compared to those currently offered by the 13 current sellers:

14

Available OptionsActuarial Analysis of PTNA/ANIC Section B: Summary of Key Policy Benefits

Comparison of Benefit Options Available by Carrier
Maximum Lowest Maximum

HHC at Inflation Lifetime Elim. Per. Daily
Company Form Comp1 100%2 Protection Benefit (Days) Benefit ($)

2600 Yes Yes Yes Unlimited 0 400
2400 Yes Yes Yes Unlimited 0 400
PF2 Yes Yes Yes Unlimited 0 600

LTC91 Yes Yes Yes Unlimited 0 200

SR400 Yes Yes Yes 3 Years 100 200
PF3 Yes Yes Yes Unlimited 0 300

American General 8000 Yes Yes Yes $1 Million 30 400
Bankers L & C GR-N650 Yes Yes Yes Unlimited 0 400
Country Life LTC-5000 Yes Yes Yes Unlimited 30 350
Genworth 7052 Yes Yes Yes Unlimited 30 400
Knights of Columbus LTC01 Yes Yes Yes Unlimited 30 400
John Hancock LTC-11 Yes Yes Yes 10 Years 30 500
MassMutual MM500-P-1 Yes Yes Yes 6 Years 30 400
MedAmerica SPL2-336 Yes Yes Yes $1 Million 30 533
Mutual of Omaha LTC09M Yes Yes Yes Unlimited 0 500
State Farm 97062 Yes Yes Yes 10 Years 30 500
Transamerica TC II Yes Yes Yes Unlimited 0 400
United of Omaha LTC09U Yes Yes Yes Unlimited 0 500
United Security CCL3000-TQ Yes Yes Yes Unlimited 0 350

1 Comprehensive: Option for coverage for both facility care and home health care
2 HHC at 100%: Option to elect a home health care maximum daily benefit equal to facility maximum daily benefit

Source for other carrier benefits: 2012 Broker World Long Term Care Survey

PTNA/ANIC Prior to 
2002 (OldCo)

PTNA/ANIC After 2001 
(NewCo)



© 2013 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.

Comparison of Benefit Options Issued 
 Benefits levels selected by PTNA/ANIC policyholders are generally less rich 

than benefits that have been offered by other companies in the last 5 years.

 The summary below and the tables on the following page provide details that 
are split into “OldCo PTNA” (PTNA issued prior to 2002) versus “NewCo PTNA 
& ANIC” (PTNA issued after 2001 and all of ANIC) : 
 Daily Benefits:  Over 50% of the daily benefits issued by other carriers are over $150 

per day, versus approximately 10-20% of that issued by PTNA/ANIC.

 Inflation Protection:  Approximately 75% of policies issued by other carriers contain a 
benefit inflation option. Less than 30% of OldCo PTNA policies have this option, and 
about 50% of NewCo PTNA & ANIC policies do.

 Maximum Lifetime Benefit:  About 15% of policies issued by other carriers have 
unlimited benefits, versus about 20% of those issued by OldCo PTNA and 18% those 
issued by NewCo PTNA & ANIC.

 Elimination Period:  About 2% of policies issued by other carriers have an elimination 
period of less than 20 days, versus 68% for OldCo PTNA and 35% NewCo PTNA & 
ANIC. This is the single outlier feature in which PTNA/ANIC policies are generally 
richer than those issued by other carriers.
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Benefits ElectedSection B: Summary of Key Policy BenefitsActuarial Analysis of PTNA/ANIC
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Distribution of Policy Characteristics
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Benefits ElectedSection B: Summary of Key Policy BenefitsActuarial Analysis of PTNA/ANIC

Distribution of Policies Issued in Marketplace* Ever Issued Active as of 12/31/2012

Characteristic 2007 2009 2011
OldCo
PTNA

NewCo PTNA
& ANIC

OldCo
PTNA

NewCo PTNA
& ANIC

Maximum Daily Benefit
Less Than $100 10.6% 12.1% 11.7% 42.6% 24.4% 31.9% 19.1%
$100 - $149 37.0% 33.6% 33.5% 45.6% 55.1% 52.7% 57.6%
$150 - $199 32.2% 31.3% 31.8% 7.7% 15.0% 10.7% 17.1%
$200 and above 20.2% 23.0% 23.0% 4.1% 5.5% 4.8% 6.2%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Inflation Protection
Yes 76.7% 73.4% 75.5% 28.1% 49.6% 47.1% 57.6%
No 23.3% 26.6% 24.5% 71.9% 50.4% 52.9% 42.4%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Max Lifetime Benefit
Lifetime 15.7% 15.2% 12.7% 20.6% 17.5% 33.9% 19.6%
Limited 84.3% 84.7% 87.3% 79.4% 82.5% 66.1% 80.4%
Total 100.0% 99.9% 100.0% 100.0% 100.0% 100.0% 100.0%

Elimination Period Days
0 - 19 3.0% 2.8% 1.2% 68.2% 35.0% 69.7% 32.5%
20 - 44 10.7% 9.4% 6.1% 11.9% 16.0% 7.4% 17.2%
45 - 83 5.7% 11.7% 1.7% 0.3% 3.9% 0.9% 4.8%
84 - 100 75.4% 72.2% 86.3% 14.6% 27.5% 18.5% 27.4%
More Than 100 5.2% 3.9% 4.7% 5.0% 17.6% 3.5% 18.0%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

* Source: 2012 Broker World Survey
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Distribution by Issue Age
 PTNA / ANIC issued policies to an older population than other carriers have in 

recent years.
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Benefits ElectedSection B: Summary of Key Policy BenefitsActuarial Analysis of PTNA/ANIC

Distribution of Policies Issued in Marketplace* Ever Issued Active as of 12/31/2012

Characteristic 2007 2009 2011
OldCo
PTNA

NewCo PTNA
& ANIC

OldCo
PTNA

NewCo PTNA
& ANIC

Issue Age Band
<60 55.1% 53.7% 53.2% 12.4% 27.1% 23.8% 32.0%
60-64 23.1% 24.2% 27.1% 11.6% 20.2% 21.2% 24.0%
65-69 12.8% 13.7% 13.6% 21.7% 22.3% 29.7% 23.6%
70-74 5.3% 5.1% 4.4% 20.1% 14.2% 16.1% 11.9%
75-79 2.7% 2.3% 1.3% 18.5% 9.8% 7.6% 6.1%
80-84 1.0% 0.9% 0.3% 11.4% 4.9% 1.5% 1.9%
85+ 0.0% 0.1% 0.1% 4.3% 1.5% 0.1% 0.4%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Average Age 58 58 58 70 65 64 63
Policy Count 364,940 46,208 75,243 23,271

* Source: 2012 Broker World Survey
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Section C: Financial Analysis of Phase I

18

This section presents our view of the financial impact that Phase I would have on PTNA 
and ANIC.

Contents:
 Asset Depletion Analysis
 Summary of Liabilities
 Reconciliation of Liabilities

Based on our model, Phase I would delay asset depletion by 3 
years for PTNA and 4 years for ANIC.  Implementation of 
Phase I leaves about half of the current funding gap unfunded 
for both companies.  This excludes consideration of liabilities 
for suspended benefits.
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Summary of Benefit Modifications Proposed in Phase I
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Summary of ModificationsActuarial Analysis of PTNA/ANIC

 Phase I alters the benefit structure through temporary suspensions
depending on claim status

 For policies receiving claim payments:
 Reduction to future compound inflation protection to no more than a specified percentage

 Placement of a cap on policies with unlimited benefits to a specified number of years of payments

 Reduction to the maximum benefit period (“BP”) for limited benefit policies by a specified 
percentage

 For policies not receiving claim payments:
 Reduction to future compound inflation protection to no more than a specified percentage

 Placement of a cap on the maximum BP to a specified number of years

 Change of benefit eligibility requirements from non-tax-qualified benefit triggers to the more 
restrictive tax-qualified triggers

 Increase of elimination period (“EP”) to at least 90 days. Policies affected by this change will 
receive an additional six months of maximum BP.

Section C:  Financial Analysis of Phase I
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PTNA Phase I: Asset Depletion Expected in 2021
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Actuarial Analysis of PTNA/ANIC Asset Depletion AnalysisSection C:  Financial Analysis of Phase I

Projection of Cash Flows and Assets (Phase I Benefit Modifications, No Premium Rate Increases)
As of December 31, 2012 ($Millions)

Net Expenses Total Book Market
Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 89,943 783.4 864.4
2013 82,305 167.2 21.8 145.3 212.2 22.2 -89.0 31.9 0.0 726.3 795.7
2014 75,342 150.9 18.8 132.1 192.1 19.9 -79.9 29.3 0.0 675.7 739.9
2015 68,927 136.1 16.8 119.3 192.0 19.3 -92.0 26.7 -0.1 610.4 668.5
2016 62,952 122.6 15.3 107.3 199.4 19.0 -111.0 23.6 0.0 523.0 575.0
2017 57,370 110.2 13.9 96.3 202.8 18.5 -125.1 20.4 -0.2 418.2 464.4
2018 52,160 98.8 12.7 86.1 200.0 18.1 -132.0 17.7 4.0 307.8 344.9
2019 47,317 88.4 11.7 76.7 192.9 17.8 -134.0 12.6 8.0 194.4 220.7
2020 42,825 78.9 10.7 68.2 195.6 17.5 -144.9 6.9 15.3 71.6 81.2
2021 38,659 70.2 9.9 60.3 197.8 17.3 -154.7 0.8 9.3 0.0 0.0
2022 34,797 62.3 9.1 53.3 198.9 17.0 -162.6 0.0 0.0 0.0 0.0
2023 31,221 55.2 8.3 46.9 199.2 16.6 -169.0 0.0 0.0 0.0 0.0
2024 27,915 48.6 7.6 41.0 199.1 16.3 -174.3 0.0 0.0 0.0 0.0
2025 24,870 42.7 6.9 35.8 198.1 15.9 -178.2 0.0 0.0 0.0 0.0
2026 22,072 37.3 6.3 31.0 197.6 15.4 -182.0 0.0 0.0 0.0 0.0
2027 19,509 32.5 5.7 26.8 194.4 14.9 -182.5 0.0 0.0 0.0 0.0
2028 17,170 28.1 5.1 23.0 190.1 14.4 -181.4 0.0 0.0 0.0 0.0
2029 15,052 24.2 4.5 19.7 182.3 13.8 -176.4 0.0 0.0 0.0 0.0
2030 13,145 20.8 4.0 16.7 175.9 13.2 -172.4 0.0 0.0 0.0 0.0
2031 11,435 17.7 3.6 14.2 169.1 12.6 -167.6 0.0 0.0 0.0 0.0
2032 9,910 15.0 3.1 11.9 162.2 12.0 -162.2 0.0 0.0 0.0 0.0
2033 8,555 12.7 2.7 10.0 154.9 11.3 -156.3 0.0 0.0 0.0 0.0
2034 7,356 10.7 2.4 8.3 147.3 10.7 -149.7 0.0 0.0 0.0 0.0
2035 6,299 8.9 2.1 6.9 139.5 10.0 -142.6 0.0 0.0 0.0 0.0
2036 5,370 7.5 1.8 5.7 131.8 9.4 -135.5 0.0 0.0 0.0 0.0
2037 4,556 6.2 1.5 4.6 123.5 8.7 -127.6 0.0 0.0 0.0 0.0
2038 3,845 5.1 1.3 3.7 115.1 8.1 -119.4 0.0 0.0 0.0 0.0
2039 3,227 4.2 1.1 3.0 106.0 7.4 -110.4 0.0 0.0 0.0 0.0
2040 2,694 3.4 1.0 2.4 97.5 6.8 -101.9 0.0 0.0 0.0 0.0
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ANIC Phase I:  Asset Depletion Expected in 2026
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Actuarial Analysis of PTNA/ANIC Section C:  Financial Analysis of Phase I Asset Depletion Analysis

Projection of Cash Flows and Assets (Phase I Benefit Modifications, No Premium Rate Increases)
As of December 31, 2012 ($Millions)

Net Expenses Total Book Market
Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 8,571 141.9 160.3
2013 7,967 16.6 1.8 14.8 18.3 2.0 -5.4 6.6 0.0 143.1 160.2
2014 7,416 15.1 1.6 13.5 17.9 1.9 -6.2 6.4 0.0 143.3 160.3
2015 6,904 13.8 1.4 12.4 18.9 1.9 -8.5 6.3 0.0 141.1 157.7
2016 6,422 12.6 1.4 11.3 21.1 2.0 -11.8 6.0 0.0 135.3 151.4
2017 5,964 11.5 1.2 10.3 21.2 2.0 -12.9 5.7 0.0 128.1 143.5
2018 5,532 10.5 1.1 9.3 21.6 2.0 -14.3 5.4 0.0 119.2 133.8
2019 5,125 9.5 1.0 8.5 22.0 2.0 -15.5 5.1 0.0 108.7 122.6
2020 4,739 8.6 1.0 7.7 23.1 2.0 -17.5 4.6 0.0 95.9 109.1
2021 4,374 7.8 0.9 6.9 24.1 2.1 -19.2 4.2 0.0 80.8 93.5
2022 4,028 7.0 0.8 6.2 25.2 2.1 -21.1 3.7 1.5 64.9 75.6
2023 3,698 6.3 0.8 5.6 26.2 2.1 -22.7 2.9 2.4 47.5 55.5
2024 3,384 5.7 0.7 5.0 27.1 2.2 -24.3 2.0 2.9 28.1 32.9
2025 3,086 5.1 0.7 4.4 28.0 2.2 -25.7 0.9 3.5 6.8 8.0
2026 2,804 4.5 0.6 3.9 28.9 2.2 -27.2 0.0 1.2 0.0 0.0
2027 2,536 4.0 0.6 3.5 29.4 2.2 -28.2 0.0 0.0 0.0 0.0
2028 2,285 3.5 0.5 3.0 30.0 2.2 -29.2 0.0 0.0 0.0 0.0
2029 2,050 3.1 0.5 2.6 30.2 2.2 -29.8 0.0 0.0 0.0 0.0
2030 1,831 2.7 0.4 2.3 30.4 2.2 -30.4 0.0 0.0 0.0 0.0
2031 1,627 2.4 0.4 2.0 30.4 2.2 -30.7 0.0 0.0 0.0 0.0
2032 1,438 2.0 0.4 1.7 30.4 2.2 -30.9 0.0 0.0 0.0 0.0
2033 1,265 1.8 0.3 1.4 30.1 2.1 -30.8 0.0 0.0 0.0 0.0
2034 1,106 1.5 0.3 1.2 29.6 2.1 -30.5 0.0 0.0 0.0 0.0
2035 961 1.3 0.3 1.0 29.0 2.0 -30.1 0.0 0.0 0.0 0.0
2036 830 1.1 0.2 0.8 28.3 2.0 -29.4 0.0 0.0 0.0 0.0
2037 713 0.9 0.2 0.7 27.4 1.9 -28.6 0.0 0.0 0.0 0.0
2038 608 0.7 0.2 0.6 26.3 1.8 -27.6 0.0 0.0 0.0 0.0
2039 515 0.6 0.2 0.5 25.1 1.7 -26.4 0.0 0.0 0.0 0.0
2040 432 0.5 0.2 0.4 23.8 1.6 -25.0 0.0 0.0 0.0 0.0
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PTNA Liability Estimates
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Actuarial Analysis of PTNA/ANIC Summary of LiabilitiesSection C:  Financial Analysis of Phase I

Summary of Liabilities
As of December 31, 2012 ($Millions)

Full Pct
Benefits Phase Ia Change

(-) Present value of net earned premium 1,039.4 1,052.8 1%
(+) Present value of benefits 4,198.2 2,723.9 -35%
(+) Present value of expenses 335.1 239.1 -29%
(+) Present value of comms. & prem. tax 112.8 0.0 -100%

(=) Gross premium reserve 3,606.7 1,910.2 -47%
(+) Claim reserve 719.5 542.9 -25%
(+) Unearned premium reserve 37.7 37.7 0%
(=) Total LTC Reserve 4,363.9 2,490.7 -43%

(+) Other Liabilities 21.8 21.8 0%
(=) Total Liabilities 4,385.7 2,512.5 -43%

Market Value of Assets 864.6 864.6 0%

Funding Gap
Amount 3,521.1 1,648.0 -53%
As a percent of PV benefits 84% 61%
As a percent of PV premium 339% 157%

a Excluding liabilities for suspended benefits.
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ANIC Liability Estimates
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Actuarial Analysis of PTNA/ANIC Section C:  Financial Analysis of Phase I Summary of Liabilities

Summary of Liabilities
As of December 31, 2012 ($Millions)

Full Pct
Benefits Phase Ia Change

(-) Present value of net earned premium 114.3 115.5 1%
(+) Present value of benefits 594.9 410.7 -31%
(+) Present value of expenses 45.6 33.6 -26%
(+) Present value of comms. & prem. tax 12.5 0.0 -100%

(=) Gross premium reserve 538.7 328.8 -39%
(+) Claim reserve 68.6 54.8 -20%
(+) Unearned premium reserve 3.9 3.9 0%
(=) Total LTC Reserve 611.3 387.6 -37%

(+) Other Liabilities 3.9 3.9 0%
(=) Total Liabilities 615.1 391.5 -36%

Market Value of Assets 160.3 160.3 0%

Funding Gap
Amount 454.8 231.1 -49%
As a percent of PV benefits 76% 56%
As a percent of PV premium 398% 200%

a Excluding liabilities for suspended benefits.
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Impact of Phase I Components
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Actuarial Analysis of PTNA/ANIC Reconciliation of LiabilitiesSection C:  Financial Analysis of Phase I

Phase I Impact on Liabilitiesa

 As of December 31, 2012 ($Millions)

PTNA ANIC Total
Total Liabilities with Full Benefits 4,385.7 615.1 5,000.8
Comms., Prem. Tax and Other Liabilitiesb -134.6 -16.4 -151.0
Liabilities with Full Benefits for Current and Future Claims 4,251.1 598.7 4,849.8

Incremental Impactsc Effect

Step 1:  Reduce Inflation Benefits -771.8 -82.7 -854.4
Step 2:  Reduce Benefit Periods -221.8 -17.6 -239.4
Step 3:  Modify Benefit Trigger to Tax Qualified -0.3 -0.1 -0.4
Step 4:  Increase Elimination Period -766.5 -110.8 -877.3
Total Changes -1,760.4 -211.2 -1,971.6

Liabilities With Phase I Benefit Modificationsa 2,490.7 387.6 2,878.3

a Excluding liabilities for suspended benefits.
b Includes items from lines 9 through 24 on the Liabilities, Surplus & Other Funds page of the annual statement.
c Each step is performed incrementally. The effects shown are the result of modifying benefits in the order presented.
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Impact of Phase I Inflation Benefit Modifications

 Phase I reduces future inflation benefits
 In general, policies with such benefits inflate policy maximums by 5% 

annually
 Phase I reduces this rate between 2.5% and 4.5% going forward, depending 

on issue state and company

 Approximately 49% of in-force policies would be affected by this 
change

 Phase I modification to inflation benefits would reduce liabilities by 
approximately 18% (excluding liabilities for suspended benefits).  The 
impact of this reduction is weighted towards later future years.
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Impact of Phase I Benefit Period Modifications

 Phase I places a cap of 8 to 15 years on the maximum benefit period 
for all policies that are not on claim, depending on issue state and 
company

 Phase I reduces the maximum BP for all policies that are on claim:
 Unlimited BP policies:  Places a maximum BP of 5 to 8 years on unlimited 

policies, depending on issue state and company
 All other policies: The maximum BP is reduced by 5%

 Approximately 31% of in-force policies are affected by this change

 Phase I modification to benefit periods would reduce liabilities by 
approximately 5% (excluding liabilities for suspended benefits).
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Impact of Phase I Benefit Trigger Modifications
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 Phase I modifies the benefit eligibility trigger of policies that are not on claim that have 
non-tax-qualified benefit triggers
 All such policies will be modified to have tax-qualified benefit triggers

 Approximately 56% of in-force policies are impacted by this change
 We were unable to reconcile the 80% that is noted in the rehabilitator’s plan

 Although cost differentials in benefit triggers exist, our studies indicate that these 
differentials disappear as policies age

 Phase I modification to benefit triggers would reduce liabilities marginally (excluding 
liabilities for suspended benefits).

*For the purpose of this analysis, policies 
issued prior to 1997 with benefit triggers 
similar to tax–qualified triggers are 
considered to be TQ.
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Impact of Phase I Elimination Period Modifications

 Phase I places a minimum EP on policies that are not on claim
 The minimum EP will be 90 days
 Policies impacted will have their BP extended by 6 months

 Approximately 67% of in-force policies are impacted by this change

 Phase I modification to EP reduces liabilities by approximately 18% 
(excluding liabilities for suspended benefits)
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Section D: Policyholder Impact Analysis
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This section presents results of our analysis of how the initial benefit modifications of the 
proposed rehabilitation plan would compare to liquidation from the perspective of the 
policyholders of PTNA and ANIC.

Contents:
 Deterministic Analysis
 Stochastic Analysis

A majority of policyholders are expected to receive 
greater benefits in liquidation than Phase I.
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Section Overview
 Under each measurement, two scenarios are considered (Note that Phase I still results in asset 

depletion):

 Two measurements of policyholder value are considered:

 Results from each measurement approach and scenario are shown on the following pages.

Phase I Phase I benefit modifications are implemented immediately. Policyholder premiums are not 
increased.  For the purpose of this analysis, additional potential benefit reductions and/or 
premium rate increases are ignored, which increases the favorability to policyholders of Phase I 
in this analysis.

Liquidation Benefits are immediately reduced to GA coverage limits. Policyholder premiums are not 
increased.  For the purpose of this analysis, potential estate asset allocations to policyholders for 
uncovered benefits are ignored.  This increases the favorability to policyholders of Phase I in this 
analysis.

Deterministic Policyholder value = present value of (“PV”) expected future benefits – PV expected 
future premiums
Expected future values represent averages calculated across all policyholders.

Stochastic Policyholder value = PV benefits paid – PV premiums paid from a stochastic model
Each policyholder is subjected to a Monte Carlo simulation, using lapse, mortality and claim 
probabilities from actual PTNA / ANIC experience.  The results differ for each policyholder (while 
the results for a single policyholder are random, the resulting distribution of results is 
appropriate).
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Deterministic Results

 Deterministic models run a single scenario at a time using aggregate assumptions.

 They are excellent tools for developing a true expected value from a set of assumptions.

 However, they essentially attribute average results to each individual policyholder.

 Therefore, the results for each individual policyholder represent his or her share of a pooling of 
results.

 On the following page, we show how policyholders fare in the deterministic analysis.  We 
use assumptions that are derived from actual PTNA/ANIC experience as described in the 
Methods and Assumptions section of this document.
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Deterministic Values

 Deterministic Value for each policyholder = PV expected future benefits – PV expected future premium
 Expected future values represent averages calculated for each policyholder.
 Better is defined as having a higher deterministic value.

 Liquidation is a better scenario for 59% (58,138) of policyholders. 
 Phase I is a better scenario for 31% (30,141) of policyholders.
 10% (10,235) of policyholders are indifferent because their benefits would not be modified in either 

scenario.
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Stochastic Results

 Stochastic models (in this case a Monte Carlo simulation) measure the results of a single 
trial.
 Multiple iterations may be run in order to test the variation of a set of assumptions. If infinite trials 

could be conducted, the aggregate results would duplicate those of a deterministic model with the 
same assumptions.

 Each trial produces an individual set of simulated outcomes.

 Therefore, the results for each individual policyholder represent a simulated result for that 
policyholder.

 Example: Two people agree that the winner of a single coin toss wins $1.
 In a deterministic model, each person is assigned an expected value of $0.50. The total of the two 

values is $1.
— The expected values represent each person’s share of the $1 if they decide to “settle” and divide it between them 

before the coin is tossed.

 In a single trial Monte Carlo simulation, one person is simulated to win $1, while the other is not. The 
total of the two values also adds to $1, but it is assigned to one of the two persons.

 On the following page, we show how policyholders fare in the stochastic analysis.  It is 
based on assumptions that are derived from actual PTNA/ANIC experience as described 
in the Methods and Assumptions section of this document.
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Stochastic Distribution of Claims

 Most policies (63,162, or 64%) do not have a claim in the Monte Carlo simulation.

 The remaining (35,352, or 36%) do have a simulated claim.  These are divided into:
 29% (28,161) have a simulated claim below their GA limit. 

 7% (7,191) have a simulated claim that exceeds their GA limit.
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Stochastic Results for Policies with a Simulated Claim

 Stochastic Value for each policyholder = PV future benefits paid – PV future premium paid from a 
Monte Carlo simulation run for each policyholder
 Individual outcomes are tracked for each policyholder assuming both Phase I and Liquidation benefit structures
 The population size is large enough to make a single Monte Carlo simulation credible for this analysis.
 This is the average of 5 independent stochastic trials.

 Of the 35,352 policyholders that have a simulated claim:
 Liquidation is a better scenario for 63% (22,411) of policyholders that have a claim. 
 Phase I is a better scenario for 28% (9,686) of policyholders that claim. 
 9% (3,255) of policyholders are indifferent because their benefits would not be modified in either scenario.
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Section E: Premium Rate Analysis (PTNA Only)
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This section presents the results of an analysis that we prepared of the premium rates of 
PTNA.

Contents: 
 Market Comparison
 Foregone Revenue

Current PTNA premiums are in line with what is 
currently available in the market.  Foregone revenue is 
the additional accumulated value of charging current 
premium rates to each policyholder since issue instead 
of what was actually charged to each policyholder since 
issue.  The amount of forgone revenue calculated for 
PTNA is $2.3 billion.
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Comparison to Market Premiums

 Our analysis excludes ANIC policies due to the low number of ANIC policies that have 
benefit features that are comparable to the current market.

 The following charts compare the average premium rates that PTNA policyholders are 
currently paying to rates that are available to new policyholders from the other carriers 
that continue to sell individual long-term care policies.

 The Broker World Long Term Care Survey is the source for market premium rates.
 It has been conducted every year since 1999.
 The 13 carriers that participated in the 2012 survey sold 195,288 policies in 2011.  According to the 

survey, this represents 85% of all policies sold in 2011.

 PTNA’s current premiums are broken down into component portions: premium originally 
charged and the additional premium resulting from past rate increases.

 The comparisons show that PTNA’s current rates are generally higher than the rates 
charged by other providers.
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Comparison to Market Premiums

 The comparison is provided for policies with $100 daily benefit, issue age 70 
for the following benefit configurations:

 Example 1:  Unlimited benefits without inflation protection

 Example 2:  Unlimited benefits with inflation protection

 Example 3:  3-year benefit period without inflation protection

 Example 4:  3-year benefit period with inflation protection
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Example 1 - Unlimited Plans without Inflation Option

 PTNA premiums for issue age 70 with unlimited benefit plans without 
inflation protection are currently within the upper range of market rates.
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Example 2 - Unlimited Plans with Inflation Option

 PTNA premiums for issue age 70 with unlimited benefit plans with inflation
protection are currently at the lower middle range of market rates.
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Example 3 - Limited Plans without Inflation Option

 PTNA premiums for issue age 70 with three-year benefit plans without
inflation protection are currently above the upper range of market rates.

41

ComparisonSection E: Premium Rate Analysis (PTNA)Actuarial Analysis of PTNA/ANIC



© 2013 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.

Example 4 - Limited Plans with Inflation Option

 PTNA premiums for issue age 70 with three-year benefit plans with inflation 
protection are currently in the upper range of market rates.
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Foregone Revenue

 The preceding pages in this section have demonstrated that PTNA’s premium 
rates are in line with the current market.

 This section explains how, in spite of this, PTNA’s asset shortfall became as 
large as it is.
 This section is based on data through 12/31/2012.

 We estimate that $2.3 billion of the $3.5 billion shortfall was created because 
PTNA’s current premium rates were not charged from inception. 
 This results in foregone revenue and foregone investment income on this revenue.

 Much of this foregone revenue can be sourced to lapsed policies.  Less than 25% of 
the policies ever issued are still in force. 

 An example is provided for a hypothetical policy for the purpose of clarity.
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Examples of Foregone Revenue at the Policy Level
 Significant revenue has been foregone by not charging current premiums since inception. Examples for an in-force policy 

and an inactive policy illustrate the incremental impact.
 The difference between the accumulated actual versus original premium is the realized impact of actual rate increases. 

In both examples, the realized impact is much smaller than the incremental impact of charging current premiums.
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Example of Foregone Revenue
Example In-force Policy Premiums Example Inactive Policy Premiums

Year Original Actual Current Original Actual Current
1998 $1,000 $1,000 $1,500 $1,000 $1,000 $1,250 
1999 1,000 1,000 1,500 1,000 1,000 1,250
2000 1,000 1,000 1,500 1,000 1,000 1,250
2001 1,000 1,000 1,500 1,000 1,000 1,250
2002 1,000 1,000 1,500 1,000 1,000 1,250
2003 1,000 1,000 1,500 1,000 1,000 1,250
2004 1,000 1,100 1,500 1,000 1,100 1,250
2005 1,000 1,100 1,500 1,000 1,100 1,250
2006 1,000 1,250 1,500 1,000 1,250 1,250
2007 1,000 1,250 1,500 1,000 1,250 1,250
2008 1,000 1,250 1,500
2009 1,000 1,400 1,500
2010 1,000 1,400 1,500
2011 1,000 1,500 1,500
2012 1,000 1,500 1,500
Total premium 15,000 17,750 22,500 10,000 10,700 12,500
Interest @5.5% 8,641 9,291 12,962 7,753 8,077 9,691
Accumulated value 23,641 27,041 35,462 17,753 18,777 22,191
Incremental value:

of actual rate increase 3,400 1,024
of foregone revenue 8,421 3,415
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Historical and Projected Differences in Premiums

 The following chart shows original, actual and current premiums by year.
 Past premium collections would have been much larger had current premiums been charged from 

inception. 
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Accumulated Value of Foregone Revenue
 The accumulated value of current premiums in excess of original premiums earned in the 

past is substantial:
 While actual rate increases have added ~$0.9 billion, an additional $2.3 billion is foregone because 

current premium rates were not charged since issue.
— For accumulating past premiums, we are using interests rates of 5.50% through 2009, 5.0% in 2010, and 4.25% 

in 2011 and later, which represents the approximate historical portfolio rate for the Companies.  
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Interest Component of Foregone Revenue

 The $2.275 billion of foregone revenue can be split between premiums and interest on 
those premiums.
 Of the total foregone revenue, $1.015 billion is foregone investment income on that premium. 
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Foregone Revenue

 The foregone revenue can be split between in-force and inactive (lapsed) policies. 
 Of the $2.275 billion of total foregone revenue, $1.268 billion is from inactive policies.
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Section F: Rate Increase Analysis

49

This section represents our analysis of how rate increases might affect results.

Contents:
 Historical Industry Rate Increases
 Rate Increases 80th Percentile Level
 Rate Increases Required to Prevent Asset Depletion

Rate increases at the 80th percentile of what has been 
historically approved by regulators results in asset 
depletion.  This occurs for both full benefits and Phase I 
benefit modifications.  Rate increases required to prevent 
asset depletion are well in excess of the 80th percentile of 
historical regulatory approvals.
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Section Overview

 This section tests the effect that various levels of premium rate 
increases would have on our analysis

 We tested a level of rate increases that represents the 80th percentile 
of increase percentages that have been approved by regulators in each 
state historically
 The source for the 80th percentile rate increases analysis is a website 

maintained by the California Department of Insurance (“CA DOI”)
— URL: http://www.insurance.ca.gov/0100-consumers/0060-information-guides/0050-

health/ltc-rate-history-guide/rate-history-long-term-care.cfm

 Additionally, we determined the level of rate increases required to 
prevent the Companies from exhausting assets.  Specifically, we 
solved for increases required in 8 scenarios, where we varied for each 
company:
 Full benefits vs. Phase I benefits
 One-time immediate rate increase vs. constant biennial rate increases
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80th Percentile Rate Increase Derivation
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 Pursuant to California Insurance Code § 10234.6, the CA DOI maintains a 
publicly available database of nationwide rate increase filings for companies 
that have written long-term care policies in California.

 We reviewed all rate increase approvals for calendar years 2009 through 2013 
to derive the 80th percentile approved rate increase percentage in each state.

 We then used the 80th percentile rate increase percentages by state as 
described above to calculate national average percentages for PTNA and 
ANIC based on their distribution of annualized premium in-force as of 
December 31, 2012 by state.  For both PTNA and ANIC, the 80th percentile 
rate increase is approximately 30%.

 We also studied the rate increase percentages achieved for companies that 
have requested rate increases in multiple years on the same policy forms and 
found that the subsequent rate increases approved were generally 85% of the 
prior filing.  If 30% is the initial increase, this pattern produces a cumulative 
increase of 172% after the fifth round of rate increases.
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80th Percentile Results

 The implementation of 80th percentile rate increases are not expected 
to prevent asset depletion for either PTNA or ANIC.
 At full benefits, 80th percentile rate increases delay asset depletion by 2 years 

for PTNA and 3 years for ANIC.
 At Phase I benefits, 80th percentile rate increases delay asset depletion by 12 

years for both Companies.

 Asset depletion analyses are shown on the following pages.
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PTNA Full Benefits:  Asset Depletion Expected in 2020
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Section F: Rate Increase AnalysisActuarial Analysis of PTNA/ANIC 80th Percentile Rate Increases

Projection of Cash Flows and Assets (80th Percentile Rate Increases, No Benefit Modifications)
As of December 31, 2012 ($Millions)

Net Expenses Total Book Market
Rate Cum Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 89,943 783.4 864.4
2013 82,305 30.0% 30.0% 217.3 27.5 189.8 238.7 42.1 -91.0 32.4 0.0 724.8 794.3
2014 75,342 0.0% 30.0% 196.1 24.8 171.3 238.0 39.4 -106.0 30.3 -1.1 648.0 700.3
2015 68,927 25.5% 63.2% 222.0 28.4 193.6 248.1 38.7 -93.1 27.8 -1.6 581.2 619.0
2016 62,952 0.0% 63.2% 200.0 26.5 173.5 262.5 37.2 -126.2 24.5 -4.3 475.2 504.2
2017 57,370 21.7% 98.5% 218.8 30.4 188.4 272.2 36.3 -120.1 20.7 -1.3 374.6 394.6
2018 52,160 0.0% 98.5% 196.2 28.8 167.4 275.1 34.8 -142.5 15.7 3.1 250.9 260.4
2019 47,317 18.4% 135.1% 207.8 32.2 175.6 273.3 34.0 -131.7 9.7 2.6 131.5 136.1
2020 42,825 0.0% 135.1% 185.5 30.4 155.1 279.8 32.7 -157.4 3.2 3.7 0.0 0.0
2021 38,659 15.7% 171.9% 191.0 33.1 157.9 285.4 32.0 -159.4 0.0 0.0 0.0 0.0
2022 34,797 0.0% 171.9% 169.5 31.0 138.5 290.3 30.8 -182.6 0.0 0.0 0.0 0.0
2023 31,221 13.3% 208.1% 170.0 32.8 137.1 294.2 30.0 -187.0 0.0 0.0 0.0 0.0
2024 27,915 0.0% 208.1% 149.8 30.5 119.3 297.0 28.9 -206.6 0.0 0.0 0.0 0.0
2025 24,870 11.3% 243.0% 146.4 31.4 115.0 298.8 28.1 -211.9 0.0 0.0 0.0 0.0
2026 22,072 0.0% 243.0% 128.0 28.9 99.1 301.1 27.0 -229.1 0.0 0.0 0.0 0.0
2027 19,509 9.6% 275.9% 122.1 29.1 93.0 300.5 26.2 -233.7 0.0 0.0 0.0 0.0
2028 17,170 0.0% 275.9% 105.7 26.6 79.1 298.5 25.2 -244.5 0.0 0.0 0.0 0.0
2029 15,052 8.2% 306.7% 98.5 26.1 72.3 292.9 24.2 -244.8 0.0 0.0 0.0 0.0
2030 13,145 0.0% 306.7% 84.4 23.7 60.7 288.1 23.2 -250.7 0.0 0.0 0.0 0.0
2031 11,435 6.9% 334.9% 77.0 22.9 54.2 282.7 22.3 -250.9 0.0 0.0 0.0 0.0
2032 9,910 0.0% 334.9% 65.4 20.6 44.9 277.4 21.4 -253.9 0.0 0.0 0.0 0.0
2033 8,555 5.9% 360.6% 58.5 19.5 39.0 270.2 20.5 -251.6 0.0 0.0 0.0 0.0
2034 7,356 0.0% 360.6% 49.3 17.5 31.8 261.8 19.5 -249.5 0.0 0.0 0.0 0.0
2035 6,299 5.0% 383.7% 43.3 16.4 26.9 252.6 18.5 -244.2 0.0 0.0 0.0 0.0
2036 5,370 0.0% 383.7% 36.1 14.6 21.5 242.9 17.5 -238.9 0.0 0.0 0.0 0.0
2037 4,556 5.0% 407.9% 31.3 13.6 17.7 232.0 16.5 -230.8 0.0 0.0 0.0 0.0
2038 3,845 0.0% 407.9% 25.8 12.1 13.7 220.4 15.5 -222.2 0.0 0.0 0.0 0.0
2039 3,227 5.0% 433.3% 22.1 11.3 10.8 207.5 14.5 -211.1 0.0 0.0 0.0 0.0
2040 2,694 0.0% 433.3% 18.0 10.1 7.9 194.4 13.4 -199.9 0.0 0.0 0.0 0.0
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ANIC Full Benefits:  Asset Depletion Expected in 2025
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Section F: Rate Increase AnalysisActuarial Analysis of PTNA/ANIC 80th Percentile Rate Increases

Projection of Cash Flows and Assets (80th Percentile Rate Increases, No Benefit Modifications)
As of December 31, 2012 ($Millions)

Net Expenses Total Book Market
Rate Cum Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 8,571 141.9 160.3
2013 7,967 30.0% 30.0% 21.5 2.2 19.3 20.3 4.0 -4.9 6.7 0.0 143.7 160.8
2014 7,416 0.0% 30.0% 19.7 2.0 17.6 21.3 3.8 -7.5 6.7 0.0 142.9 156.2
2015 6,904 25.5% 63.2% 22.5 2.4 20.2 23.3 3.8 -6.9 6.6 0.0 142.5 152.1
2016 6,422 0.0% 63.2% 20.6 2.2 18.3 26.1 3.8 -11.5 6.5 -0.4 137.2 143.6
2017 5,964 21.7% 98.5% 22.8 2.6 20.2 27.2 3.8 -10.7 6.3 -0.5 132.2 136.4
2018 5,532 0.0% 98.5% 20.8 2.4 18.3 28.4 3.7 -13.8 6.1 -1.1 123.3 126.3
2019 5,125 18.4% 135.1% 22.3 2.7 19.6 29.6 3.7 -13.7 5.7 -0.3 115.0 117.1
2020 4,739 0.0% 135.1% 20.3 2.6 17.7 31.3 3.7 -17.3 5.2 -0.2 102.7 104.3
2021 4,374 15.7% 171.9% 21.2 2.9 18.3 33.0 3.7 -18.4 4.7 -0.2 88.8 90.0
2022 4,028 0.0% 171.9% 19.2 2.7 16.4 34.8 3.7 -22.1 4.0 -0.2 70.6 71.7
2023 3,698 13.3% 208.1% 19.6 2.9 16.6 36.4 3.7 -23.5 3.1 0.2 50.5 51.2
2024 3,384 0.0% 208.1% 17.6 2.8 14.8 38.0 3.6 -26.9 2.0 0.2 25.9 26.1
2025 3,086 11.3% 243.0% 17.5 2.9 14.5 39.4 3.6 -28.5 0.7 0.1 0.0 0.0
2026 2,804 0.0% 243.0% 15.6 2.8 12.8 40.9 3.6 -31.7 0.0 0.0 0.0 0.0
2027 2,536 9.6% 275.9% 15.1 2.8 12.3 42.0 3.6 -33.3 0.0 0.0 0.0 0.0
2028 2,285 0.0% 275.9% 13.3 2.6 10.7 43.1 3.6 -36.0 0.0 0.0 0.0 0.0
2029 2,050 8.2% 306.7% 12.7 2.7 10.0 43.9 3.6 -37.4 0.0 0.0 0.0 0.0
2030 1,831 0.0% 306.7% 11.1 2.5 8.6 44.6 3.5 -39.5 0.0 0.0 0.0 0.0
2031 1,627 6.9% 334.9% 10.3 2.5 7.8 45.1 3.5 -40.8 0.0 0.0 0.0 0.0
2032 1,438 0.0% 334.9% 8.9 2.3 6.6 45.6 3.5 -42.4 0.0 0.0 0.0 0.0
2033 1,265 5.9% 360.6% 8.1 2.2 5.9 45.7 3.4 -43.2 0.0 0.0 0.0 0.0
2034 1,106 0.0% 360.6% 6.9 2.0 4.9 45.4 3.3 -43.8 0.0 0.0 0.0 0.0
2035 961 5.0% 383.7% 6.2 1.9 4.2 44.9 3.2 -43.9 0.0 0.0 0.0 0.0
2036 830 0.0% 383.7% 5.2 1.8 3.4 44.2 3.1 -43.9 0.0 0.0 0.0 0.0
2037 713 5.0% 407.9% 4.6 1.7 2.9 43.2 3.0 -43.4 0.0 0.0 0.0 0.0
2038 608 0.0% 407.9% 3.8 1.5 2.3 42.0 2.9 -42.6 0.0 0.0 0.0 0.0
2039 515 5.0% 433.3% 3.3 1.5 1.8 40.4 2.8 -41.4 0.0 0.0 0.0 0.0
2040 432 0.0% 433.3% 2.7 1.4 1.3 38.6 2.6 -39.9 0.0 0.0 0.0 0.0
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PTNA Phase I:  Asset Depletion Expected in 2030
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Actuarial Analysis of PTNA/ANIC Section F: Rate Increase Analysis 80th Percentile Rate Increases

Projection of Cash Flows and Assets (80th Percentile Premium Rate Increases, Phase 1 Benefits)
As of December 31, 2012 ($Millions)

Net Expenses Total Book Market
Rate Cum Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 89,943 783.4 864.4
2013 82,305 30.0% 30.0% 217.3 28.4 188.9 212.2 22.2 -45.4 33.1 0.0 771.1 840.7
2014 75,342 0.0% 30.0% 196.1 24.4 171.7 192.1 19.9 -40.3 33.1 0.0 763.9 814.1
2015 68,927 25.5% 63.2% 222.0 27.3 194.7 192.0 19.3 -16.6 33.5 -0.1 780.7 812.3
2016 62,952 0.0% 63.2% 200.0 24.9 175.1 199.4 19.0 -43.2 33.9 -0.3 771.1 785.2
2017 57,370 21.7% 98.5% 218.8 27.6 191.1 202.8 18.5 -30.2 34.0 -0.2 774.7 773.9
2018 52,160 0.0% 98.5% 196.2 25.3 170.9 200.0 18.1 -47.2 33.9 -1.5 759.9 746.9
2019 47,317 18.4% 135.1% 207.8 27.4 180.4 192.9 17.8 -30.3 33.4 -0.2 762.9 743.7
2020 42,825 0.0% 135.1% 185.5 25.2 160.2 195.6 17.5 -52.9 33.2 -2.2 740.9 719.9
2021 38,659 15.7% 171.9% 191.0 26.9 164.0 197.8 17.3 -51.1 32.3 -2.2 720.0 698.5
2022 34,797 0.0% 171.9% 169.5 24.7 144.8 198.9 17.0 -71.1 31.2 -5.4 674.6 658.6
2023 31,221 13.3% 208.1% 170.0 25.6 144.4 199.2 16.6 -71.5 29.6 -2.9 629.8 619.6
2024 27,915 0.0% 208.1% 149.8 23.4 126.5 199.1 16.3 -88.9 27.7 -5.2 563.4 555.2
2025 24,870 11.3% 243.0% 146.4 23.7 122.7 198.1 15.9 -91.3 25.1 -1.0 496.2 486.4
2026 22,072 0.0% 243.0% 128.0 21.5 106.5 197.6 15.4 -106.6 21.9 -2.6 408.9 399.6
2027 19,509 9.6% 275.9% 122.1 21.3 100.8 194.4 14.9 -108.6 17.8 -3.6 314.5 307.3
2028 17,170 0.0% 275.9% 105.7 19.1 86.6 190.1 14.4 -117.8 13.2 -4.7 205.2 201.5
2029 15,052 8.2% 306.7% 98.5 18.4 80.0 182.3 13.8 -116.1 8.0 -4.4 92.6 92.8
2030 13,145 0.0% 306.7% 84.4 16.4 68.0 175.9 13.2 -121.1 2.1 -0.1 0.0 0.0
2031 11,435 6.9% 334.9% 77.0 15.4 61.6 169.1 12.6 -120.1 0.0 0.0 0.0 0.0
2032 9,910 0.0% 334.9% 65.4 13.6 51.8 162.2 12.0 -122.3 0.0 0.0 0.0 0.0
2033 8,555 5.9% 360.6% 58.5 12.6 46.0 154.9 11.3 -120.3 0.0 0.0 0.0 0.0
2034 7,356 0.0% 360.6% 49.3 11.0 38.3 147.3 10.7 -119.7 0.0 0.0 0.0 0.0
2035 6,299 5.0% 383.7% 43.3 10.0 33.3 139.5 10.0 -116.2 0.0 0.0 0.0 0.0
2036 5,370 0.0% 383.7% 36.1 8.6 27.4 131.8 9.4 -113.8 0.0 0.0 0.0 0.0
2037 4,556 5.0% 407.9% 31.3 7.8 23.5 123.5 8.7 -108.7 0.0 0.0 0.0 0.0
2038 3,845 0.0% 407.9% 25.8 6.7 19.0 115.1 8.1 -104.1 0.0 0.0 0.0 0.0
2039 3,227 5.0% 433.3% 22.1 6.1 16.0 106.0 7.4 -97.4 0.0 0.0 0.0 0.0
2040 2,694 0.0% 433.3% 18.0 5.3 12.7 97.5 6.8 -91.6 0.0 0.0 0.0 0.0
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Actuarial Analysis of PTNA/ANIC Section F: Rate Increase Analysis

ANIC Phase I:  Asset Depletion Expected in 2034

80th Percentile Rate Increases

Projection of Cash Flows and Assets (80th Percentile Premium Rate Increases, Phase 1 Benefits)
As of December 31, 2012 ($Millions)

Net Expenses Total Book Market
Rate Cum Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 8,571 141.9 160.3
2013 7,967 30.0% 30.0% 21.5 2.3 19.2 18.3 2.0 -1.0 6.7 0.0 147.6 164.8
2014 7,416 0.0% 30.0% 19.7 2.1 17.6 17.9 1.9 -2.2 6.9 0.0 152.4 165.6
2015 6,904 25.5% 63.2% 22.5 2.4 20.2 18.9 1.9 -0.6 7.1 0.0 158.8 168.1
2016 6,422 0.0% 63.2% 20.6 2.2 18.4 21.1 2.0 -4.7 7.3 0.0 161.4 166.9
2017 5,964 21.7% 98.5% 22.8 2.5 20.4 21.2 2.0 -2.8 7.4 0.0 166.0 168.4
2018 5,532 0.0% 98.5% 20.8 2.2 18.5 21.6 2.0 -5.1 7.6 0.0 168.5 167.9
2019 5,125 18.4% 135.1% 22.3 2.4 19.9 22.0 2.0 -4.1 7.7 0.0 172.1 170.0
2020 4,739 0.0% 135.1% 20.3 2.3 18.0 23.1 2.0 -7.1 7.8 -0.1 172.7 169.6
2021 4,374 15.7% 171.9% 21.2 2.4 18.8 24.1 2.1 -7.3 7.9 -0.1 173.2 169.3
2022 4,028 0.0% 171.9% 19.2 2.2 16.9 25.2 2.1 -10.4 7.9 -0.3 170.3 166.5
2023 3,698 13.3% 208.1% 19.6 2.3 17.2 26.2 2.1 -11.1 7.8 -0.2 166.9 163.5
2024 3,384 0.0% 208.1% 17.6 2.2 15.4 27.1 2.2 -13.9 7.7 -0.4 160.3 156.3
2025 3,086 11.3% 243.0% 17.5 2.2 15.2 28.0 2.2 -14.9 7.4 -0.9 151.9 148.0
2026 2,804 0.0% 243.0% 15.6 2.1 13.5 28.9 2.2 -17.7 7.1 -1.9 139.4 136.8
2027 2,536 9.6% 275.9% 15.1 2.1 13.0 29.4 2.2 -18.7 6.5 -0.3 127.0 124.0
2028 2,285 0.0% 275.9% 13.3 2.0 11.4 30.0 2.2 -20.8 5.9 -0.5 111.5 108.6
2029 2,050 8.2% 306.7% 12.7 2.0 10.7 30.2 2.2 -21.7 5.1 -0.5 94.5 92.0
2030 1,831 0.0% 306.7% 11.1 1.8 9.3 30.4 2.2 -23.4 4.3 -0.7 74.7 72.9
2031 1,627 6.9% 334.9% 10.3 1.7 8.5 30.4 2.2 -24.1 3.3 -1.0 52.9 52.3
2032 1,438 0.0% 334.9% 8.9 1.6 7.3 30.4 2.2 -25.2 2.2 -0.2 29.6 29.4
2033 1,265 5.9% 360.6% 8.1 1.5 6.6 30.1 2.1 -25.6 0.9 -0.1 4.8 4.8
2034 1,106 0.0% 360.6% 6.9 1.4 5.6 29.6 2.1 -26.2 0.0 0.0 0.0 0.0
2035 961 5.0% 383.7% 6.2 1.3 4.9 29.0 2.0 -26.2 0.0 0.0 0.0 0.0
2036 830 0.0% 383.7% 5.2 1.1 4.1 28.3 2.0 -26.2 0.0 0.0 0.0 0.0
2037 713 5.0% 407.9% 4.6 1.1 3.5 27.4 1.9 -25.8 0.0 0.0 0.0 0.0
2038 608 0.0% 407.9% 3.8 0.9 2.9 26.3 1.8 -25.3 0.0 0.0 0.0 0.0
2039 515 5.0% 433.3% 3.3 0.9 2.4 25.1 1.7 -24.4 0.0 0.0 0.0 0.0
2040 432 0.0% 433.3% 2.7 0.8 1.9 23.8 1.6 -23.5 0.0 0.0 0.0 0.0
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Rate increases required to prevent asset depletion
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Section F: Rate Increase AnalysisActuarial Analysis of PTNA/ANIC Required to Prevent Depletion

PTNA ANIC

One-time immediate 375% 425%

Biennial / 5th round cumulativea 38.5% / 410% 37.5% / 392%

PTNA ANIC

One-time immediate 170% 210%

Biennial / 5th round cumulativea 25.5% / 211% 26.5% / 224%

 At full benefits:

 At Phase I benefit levels:

aRepresents the cumulative amount of rate increases after the 5th round of biennial rate increase shown.  
This is shown for informational purposes.  The model applies the biennial rate increase in perpetuity.

 Asset depletion analyses for each scenario are shown in Appendix C

Note: Discounting reflects investment income on modeled assets, in lieu of the 4.25% discount rate 
used in Section A.
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Section G: Methods and Assumptions 

58

This subsection provides a summary of the methods and assumptions used in our 
projections.

Contents:
 Description of models and methods
 Morbidity assumptions
 Policy termination assumptions
 Other assumptions
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Description of Gross Premium Reserve Model and Methods

 We used a sixty-year projection model to project the timing and 
amounts of future income and expense items relating to both PTNA and 
ANIC as of December 31, 2012. 

 The projection model is based on the seriatim (by individual policy) 
listing of the 98,514 policies in-force as of December 31, 2012.  

 We modeled each policy using its specific characteristics including:  
issue age, issue date, policy form, benefit period, elimination period, 
marital discount status at issue, underwriting class, and benefit options, 
and a corresponding set of underlying assumptions based upon the 
Companies’ experience and our judgment.
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AssumptionsSection G: Methods and AssumptionsActuarial Analysis of PTNA/ANIC
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Description of Claim Reserve Model and Methods

 Claim reserves are comprised of the following components:
 Disabled Life Reserves: We relied on claim status data provided to us in order to identify claims that 

were in payment status as of the projection date.  These represent claims for which a payment had 
been made, and for which future payments are expected.  In calculating disabled life reserves, we 
used data directly from the claims history file provided to us.

 In Course of Settlement Reserves: We multiplied each claimant’s current daily benefit and the 
number of days elapsed between the last date for which services were reimbursed and the 
valuation date.  

 Waiver of Premium Reserve: We used the continuance assumptions used to calculate the disabled 
life reserve and each claimant’s annual premium rate. 

 Incurred But Not Reported Reserves (“IBNR”): We reviewed historical lag times between incurred 
and first payment dates of each claim.  This lag data is used to estimate the number of unique 
claims that will ultimately be paid on for each quarter of incurral.  We multiplied the number of new 
claims expected to be paid on for prior incurral dates by the average claim size of recently 
developed claims.

 Re-opened Claims: We reviewed claim payment activity to determine if claims that were designated 
as closed as of prior reserve valuation dates later received claim payments.  We found a material 
amount of payment activity on such claims; thus a separate provision for re-opened claims is 
appropriate. 
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AssumptionsSection G: Methods and AssumptionsActuarial Analysis of PTNA/ANIC
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Morbidity Assumptions – Core Benefits

 Developed from first principles using the Companies’ experience, which 
is statistically very credible:
 Over 400,000 lives and 90,000 claims exposed over a 20+ year period

 Incidence rates:  Ultimate attained-age incidence rates were developed 
for each coverage type, gender and initial care setting.
 Adjustment factors were applied to the incidence rates to reflect plan, 

underwriting class, marital status at issue, issue age, elimination period, 
return of premium benefit, benefit trigger type, benefit period, issue year and 
any associated duration effect.

 Claim termination rates:  Assumptions were developed for each initial 
care setting, maximum benefit period, age of claim onset and duration 
of disability.
 Assumptions were retrospectively tested against previous open claims 

listings to ensure a good fit to recent experience.
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Morbidity AssumptionsSection G: Methods and AssumptionsActuarial Analysis of PTNA/ANIC
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Morbidity Assumptions – Core Benefits

 Daily benefit utilization rates:  Assumptions were developed by care 
setting and vary by maximum daily benefit at time of payment, age at 
payment, duration of claim and calendar year.

 There is no evidence of historical morbidity improvement or other 
calendar-year aberrations.  None are assumed in the future.

 In developing our calculations, we used the claim payment data 
provided to us and applied an algorithm to determine the occurrences 
of unique claims and incurred dates. For each policy receiving a claim 
payment, we grouped all payment records with service periods within 
180 days of each other into unique claims. In the process, we have 
assumed that the earliest incurred date attributed to these payment 
records represents the incurred date for the entire claim.

62

Morbidity AssumptionsSection G: Methods and AssumptionsActuarial Analysis of PTNA/ANIC
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Morbidity Assumptions – Additional Benefits

 Spouse waiver
 Some policies contain a provision in which all future premiums are waived 

upon the death of a spouse.  We developed claim costs for this feature using 
each policy’s premium rate and a cumulative survivorship factor for the 
spouse (assumed to be the same age and opposite gender).   

 Waiver of premium while on claim
 We developed claim costs for this feature using each policy’s premium rate 

(net of any adjustment for spouse waiver) and expected length of time on 
claim.

 Return of premium benefit
 Some policies have riders that return a portion of all premiums paid less 

claims paid when certain events occur (death, policy termination or reaching 
a policy anniversary).  We developed claim costs for this feature using each 
policy’s premium rate and the applicable return of premium schedule.
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Morbidity AssumptionsSection G: Methods and AssumptionsActuarial Analysis of PTNA/ANIC
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Policy Termination Assumptions

 Policy termination assumptions capture the combined effects of 
voluntary lapses, benefit exhaustion and mortality
 They are the sum of durational and attained age annual termination rates
 Ultimate durational rates vary by coverage, and are:

 Attained age termination rates are the product of:
— Sex-distinct Society of Actuaries 1994 Group Annuity Mortality Table
— Adjustments by underwriting class
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Policy Termination AssumptionsSection G: Methods and AssumptionsActuarial Analysis of PTNA/ANIC

Issue Age Home Health Care Facility Only Comprehensive

Under 60 2.5 1.5 1.0
60-69 3.5 2.5 1.0
70-79 5.5 5.0 4.0
Over 80 10.0 7.0 5.5

Ultimate Durational Annual Termination Rates (%)
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Policy Termination Assumptions – Attained Age Adjustments 
by Underwriting Class
 The following adjustments were made to the base Society of Actuaries 

1994 GAM mortality table based on company experience:

65

Policy Termination AssumptionsSection G: Methods and AssumptionsActuarial Analysis of PTNA/ANIC

Attained Age Adjustments

Underwriting Class Underwriting Class
Attained 

Age A B C D Attained 
Age A B C D

<60 75% 45% 210% 545% 80 85% 55% 165% 275%
60 75% 45% 210% 525% 81 85% 60% 165% 270%
61 75% 45% 210% 505% 82 85% 60% 160% 265%
62 75% 45% 210% 485% 83 90% 65% 160% 260%
63 75% 45% 210% 470% 84 90% 65% 155% 260%
64 75% 45% 210% 450% 85 95% 70% 155% 255%
65 75% 45% 210% 435% 86 95% 70% 150% 255%
66 75% 45% 210% 420% 87 100% 75% 150% 255%
67 75% 45% 210% 405% 88 105% 80% 145% 255%
68 75% 45% 205% 390% 89 105% 80% 145% 255%
69 75% 45% 200% 375% 90 110% 85% 140% 255%
70 75% 45% 200% 365% 91 115% 90% 140% 255%
71 75% 45% 195% 350% 92 115% 95% 140% 255%
72 75% 45% 190% 340% 93 120% 100% 135% 255%
73 75% 45% 190% 330% 94 120% 105% 135% 255%
74 75% 45% 185% 320% 95 120% 110% 130% 255%
75 75% 45% 180% 310% 96 120% 115% 130% 255%
76 75% 50% 180% 305% 97 120% 120% 130% 255%
77 80% 50% 175% 295% 98 120% 120% 125% 255%
78 80% 50% 175% 290% 99 120% 120% 125% 255%
79 80% 55% 170% 280% 100+ 120% 120% 125% 255%
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Other Assumptions

 Expenses (based on information provided by the Rehabilitator in early 2010)
 Claims processing: 6.5% of incurred claims
 Policy administration: $90.81 per policy in 2012, inflated 2% / year
 Premium tax: 2% of premium (0% for Phase I and for GA coverage estimate)
 Commission: 9.9% of current premium (0% for Phase I and for GA coverage estimate); no 

commissions are assumed for future rate increases where rate increases are assumed.
 Assumptions validated well against actual results in 2012

 Discount rate used to calculate gross premium valuation reserve
 We used a discount rate of 4.25%, based on an analysis developed by an investment 

advisor working on NOLHGA’s behalf, in March 2012.  This analysis assumed that the 
liabilities would be fully funded by a combination of liquidated estate assets and 
assessments.  The reader should take into consideration market changes since that date.

 Investment income used in asset depletion projections
 Investment income was based on a seriatim projection of the Companies’ invested assets in 

a level yield curve scenario.  Divestment of assets is assumed to occur on a pro-rata basis 
(equal portion of all un-matured assets in place at the time of divestment) as needed to meet 
cash flow obligations.
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Other AssumptionsSection G: Methods and AssumptionsActuarial Analysis of PTNA/ANIC
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Appendices
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This subsection provides additional material in support of the work product.

Contents:
 Appendix A:  Gross Premium Valuation Projections for PTNA and ANIC
 Appendix B:  Claim Cost Trend Components
 Appendix C:  Premium Rate Increases Required to Avoid Asset Depletion
 Appendix D:  Expert’s Qualifications
 Appendix E:  Reliances and Limitations



© 2013 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.

68

Appendix A:  Gross Premium Valuation Projections
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Actuarial Analysis of PTNA/ANIC

PTNA: Gross Premium Valuation

Gross Premium ValuationAppendix A

PTNA Gross Premium Valuation ($Millions)

Spouse Other
Earned Incurred Waived Waived ROP Claim Prem. Admin

Year Lives Premium Claim Premium Premium Claim Comms. Expenses Tax Expenses
PV @ 4.25% 1,166.2 4,135.0 89.6 37.3 63.2 93.8 268.8 19.0 66.3

2012 89,943
2013 82,305 171.9 231.5 10.5 2.8 8.9 14.5 15.0 2.9 7.9
2014 75,342 155.1 237.1 9.9 3.2 10.0 13.0 15.4 2.6 7.4
2015 68,927 140.0 243.0 9.3 3.4 7.9 11.7 15.8 2.4 6.9
2016 62,952 126.3 248.9 8.7 3.5 11.4 10.5 16.2 2.1 6.5
2017 57,370 113.6 254.2 8.2 3.5 12.7 9.4 16.5 1.9 6.0
2018 52,160 102.0 259.0 7.7 3.5 8.5 8.3 16.8 1.7 5.6
2019 47,317 91.3 263.2 7.2 3.3 0.2 7.4 17.1 1.5 5.2
2020 42,825 81.6 266.5 6.6 3.2 0.5 6.5 17.3 1.3 4.8
2021 38,659 72.7 268.5 6.2 3.0 0.5 5.7 17.5 1.2 4.4
2022 34,797 64.6 269.4 5.7 2.8 0.6 5.0 17.5 1.0 4.1
2023 31,221 57.2 268.9 5.2 2.6 0.8 4.4 17.5 0.9 3.7
2024 27,915 50.5 267.7 4.7 2.3 1.0 3.8 17.4 0.8 3.4
2025 24,870 44.4 265.4 4.3 2.1 1.4 3.3 17.3 0.7 3.1
2026 22,072 38.9 262.1 3.9 1.9 3.3 2.9 17.0 0.6 2.8
2027 19,509 33.9 257.7 3.5 1.7 3.6 2.4 16.7 0.5 2.5
2028 17,170 29.4 252.2 3.1 1.5 3.6 2.1 16.4 0.4 2.3
2029 15,052 25.4 245.6 2.8 1.3 1.2 1.8 16.0 0.4 2.1
2030 13,145 21.8 238.1 2.4 1.2 0.6 1.5 15.5 0.3 1.8
2031 11,435 18.6 229.9 2.2 1.0 0.2 1.2 14.9 0.2 1.6
2032 9,910 15.9 220.9 1.9 0.9 0.1 1.0 14.4 0.2 1.4
2033 8,555 13.4 211.4 1.6 0.7 0.1 0.8 13.7 0.2 1.3
2034 7,356 11.3 201.2 1.4 0.6 0.2 0.7 13.1 0.1 1.1
2035 6,299 9.5 190.3 1.2 0.5 0.2 0.6 12.4 0.1 1.0
2036 5,370 7.9 178.7 1.0 0.5 0.6 0.4 11.6 0.1 0.9
2037 4,556 6.6 166.6 0.9 0.4 0.5 0.3 10.8 0.1 0.7
2038 3,845 5.4 153.8 0.8 0.3 0.5 0.3 10.0 0.1 0.6
2039 3,227 4.5 140.5 0.6 0.3 0.0 0.2 9.1 0.0 0.6
2040 2,694 3.7 127.2 0.5 0.2 0.0 0.1 8.3 0.0 0.5

* Note, present values above reflect projected cash flows to 2081
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Actuarial Analysis of PTNA/ANIC Appendix A

ANIC: Gross Premium Valuation

Gross Premium Valuation

ANIC Gross Premium Valuation ($Millions)

Spouse Other
Earned Incurred Waived Waived ROP Claim Prem. Admin

Year Lives Premium Claim Premium Premium Claim Comms. Expenses Tax Expenses
PV @ 4.25% 125.3 589.0 8.5 2.5 5.9 10.4 38.3 2.1 7.3

2012 8,571
2013 7,967 17.0 22.5 0.9 0.2 1.0 1.5 1.5 0.3 0.8
2014 7,416 15.5 23.9 0.8 0.2 1.1 1.3 1.6 0.3 0.7
2015 6,904 14.2 25.3 0.8 0.2 0.8 1.2 1.6 0.2 0.7
2016 6,422 13.0 26.7 0.8 0.2 1.5 1.1 1.7 0.2 0.7
2017 5,964 11.8 28.2 0.7 0.2 0.7 1.0 1.8 0.2 0.6
2018 5,532 10.8 29.7 0.7 0.2 0.4 0.9 1.9 0.2 0.6
2019 5,125 9.8 31.2 0.7 0.2 0.0 0.8 2.0 0.2 0.6
2020 4,739 8.9 32.6 0.6 0.2 0.0 0.7 2.1 0.2 0.5
2021 4,374 8.1 34.0 0.6 0.2 0.0 0.7 2.2 0.1 0.5
2022 4,028 7.3 35.3 0.6 0.2 0.2 0.6 2.3 0.1 0.5
2023 3,698 6.6 36.5 0.5 0.2 0.2 0.5 2.4 0.1 0.4
2024 3,384 5.9 37.6 0.5 0.2 0.2 0.5 2.4 0.1 0.4
2025 3,086 5.3 38.5 0.5 0.1 0.1 0.4 2.5 0.1 0.4
2026 2,804 4.7 39.3 0.4 0.1 0.3 0.4 2.6 0.1 0.4
2027 2,536 4.2 39.9 0.4 0.1 0.2 0.3 2.6 0.1 0.3
2028 2,285 3.7 40.4 0.4 0.1 0.2 0.3 2.6 0.1 0.3
2029 2,050 3.3 40.6 0.3 0.1 0.0 0.2 2.6 0.0 0.3
2030 1,831 2.9 40.5 0.3 0.1 0.1 0.2 2.6 0.0 0.3
2031 1,627 2.5 40.2 0.3 0.1 0.0 0.2 2.6 0.0 0.2
2032 1,438 2.2 39.6 0.2 0.1 0.1 0.2 2.6 0.0 0.2
2033 1,265 1.9 38.9 0.2 0.1 0.0 0.1 2.5 0.0 0.2
2034 1,106 1.6 37.8 0.2 0.0 0.0 0.1 2.5 0.0 0.2
2035 961 1.4 36.6 0.2 0.0 0.0 0.1 2.4 0.0 0.1
2036 830 1.2 35.1 0.1 0.0 0.0 0.1 2.3 0.0 0.1
2037 713 1.0 33.4 0.1 0.0 0.0 0.1 2.2 0.0 0.1
2038 608 0.8 31.5 0.1 0.0 0.0 0.0 2.0 0.0 0.1
2039 515 0.7 29.3 0.1 0.0 0.0 0.0 1.9 0.0 0.1
2040 432 0.6 27.0 0.1 0.0 0.0 0.0 1.8 0.0 0.1

* Note, present values above reflect projected cash flows to 2081
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Claim Cost Trend Components
 The purpose of this appendix is to illustrate the reasonableness of future projected incurred claims produced by the 

model.  Annual incurred claims are shown broken into components.  This allows the reader to better understand the 
relative values of these components and how they each contribute to the increasing trend of annual Claim Costs 
produced by the model.

 The first sets of values shown represent the values of the incurred claims components.  The second sets of values 
represent the annual trend of change for these components.

 The amounts shown are averages produced by the model for each component in each future calendar year.  They are 
not explicit assumptions.  Rather, they are the result of many underlying assumptions that were developed as described 
in the Methods and Assumptions section of this document.

 The components and the primary causes of annual changes are described below.

 Ultimate incidence rates:  New claim incidence rates before the effects of durational elements.  These rates increase 
each year due to the aging of the underlying population.

 Durational adjustments:  Adjustments to claim incidence rates that are durational in nature.  They account for the 
wear-off of underwriting and for changing marital status for persons that were married at policy issuance.

 Maximum daily benefit:  The maximum daily benefit in effect. This generally increases each year due to inflation 
protection benefits as well as mix of business changes (i.e., younger persons tended to purchase higher daily 
benefits and inflation protection).

 Daily benefit utilization:  The percentage of the maximum daily benefit that it utilized. This changes due to inflation 
and as maximum daily benefits change (higher maximums tend to be less utilized).

 Post claim inflation:  The effect that inflation protection benefits will have on claims after a claim begins.

 Length of stay:  The average number of benefit days for which a claim will be paid.  It changes over time due to the 
changing mix of benefit periods of policies on claim.

72

Claim Cost Trend ComponentsAppendix BActuarial Analysis of PTNA/ANIC



© 2013 Towers Watson. All rights reserved. Proprietary and Confidential. For Towers Watson and Towers Watson client use only.

73

Actuarial Analysis of PTNA/ANIC

PTNA: Claim Cost Trend Components

Claim Cost Trend ComponentsAppendix B

Incurred Claim Amounts ($Thousands)

Incidence Components Claim Size Components
Avg. Post Incurred

Lives Ultim. Durat. New Max DB Claim Length Claim Claims
Year Inforce Incid. Adjs. Total Claims DB Util. Inflat. of Stay Total Cost ($000s)
2012 89,943
2013 82,305 4.5% 0.926 4.1% 3,561 124 89% 1.085 537.8 64,989 2,687 231,456
2014 75,342 4.6% 0.931 4.3% 3,400 132 88% 1.091 549.0 69,733 3,008 237,080
2015 68,927 4.8% 0.937 4.5% 3,249 139 87% 1.096 560.3 74,804 3,369 243,046
2016 62,952 5.0% 0.944 4.7% 3,103 147 86% 1.101 571.6 80,207 3,774 248,859
2017 57,370 5.2% 0.950 4.9% 2,957 156 85% 1.105 582.4 85,979 4,226 254,212
2018 52,160 5.4% 0.956 5.1% 2,808 166 85% 1.110 593.0 92,262 4,730 259,027
2019 47,317 5.6% 0.960 5.3% 2,654 176 84% 1.114 603.1 99,158 5,291 263,154
2020 42,825 5.8% 0.963 5.5% 2,497 188 83% 1.118 612.5 106,708 5,912 266,478
2021 38,659 6.0% 0.964 5.7% 2,338 201 82% 1.122 620.9 114,846 6,591 268,520
2022 34,797 6.1% 0.965 5.9% 2,178 215 81% 1.126 628.5 123,701 7,335 269,398
2023 31,221 6.3% 0.965 6.1% 2,017 230 81% 1.129 635.1 133,342 8,147 268,939
2024 27,915 6.5% 0.965 6.3% 1,858 247 80% 1.132 641.5 144,036 9,052 267,656
2025 24,870 6.7% 0.964 6.5% 1,704 265 80% 1.135 648.0 155,717 10,056 265,405
2026 22,072 6.9% 0.964 6.6% 1,556 284 80% 1.138 654.6 168,412 11,166 262,077
2027 19,509 7.1% 0.964 6.8% 1,415 304 79% 1.141 661.7 182,148 12,393 257,663
2028 17,170 7.2% 0.965 7.0% 1,280 325 79% 1.143 669.2 197,005 13,749 252,155
2029 15,052 7.4% 0.966 7.2% 1,153 348 79% 1.145 676.8 213,062 15,243 245,589
2030 13,145 7.6% 0.968 7.3% 1,034 371 79% 1.147 684.7 230,395 16,890 238,130
2031 11,435 7.7% 0.970 7.5% 923 396 79% 1.148 692.6 249,050 18,702 229,852
2032 9,910 7.9% 0.973 7.7% 821 422 79% 1.149 701.0 268,972 20,701 220,929
2033 8,555 8.1% 0.977 7.9% 728 449 79% 1.151 709.5 290,168 22,896 211,384
2034 7,356 8.2% 0.981 8.1% 644 477 79% 1.151 717.8 312,626 25,288 201,178
2035 6,299 8.4% 0.985 8.3% 566 506 80% 1.152 725.9 336,357 27,872 190,294
2036 5,370 8.6% 0.989 8.5% 495 536 80% 1.152 733.0 361,263 30,632 178,726
2037 4,556 8.7% 0.993 8.7% 430 568 80% 1.152 739.3 387,248 33,565 166,598
2038 3,845 8.9% 0.995 8.8% 371 600 80% 1.152 744.1 414,170 36,617 153,814
2039 3,227 9.0% 0.996 9.0% 318 635 81% 1.151 746.9 441,934 39,740 140,520
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Claim Cost Trend Components

Claim Cost Components Trend Components
Avg. Post Avg. Post

Lives Ultim. Durat. Max DB Claim Length Ultim. Durat. Max DB Claim Length
Year Inforce Incid. Adjs. DB Util. Inflat. of Stay Total Incid. Adjs. DB Util. Inflat. of Stay Total
2012 89,943
2013 82,305 4.5% 0.926 124 89% 1.085 537.8 2,687
2014 75,342 4.6% 0.931 132 88% 1.091 549.0 3,008 3.8% 0.5% 5.8% -1.1% 0.5% 2.1% 11.9%
2015 68,927 4.8% 0.937 139 87% 1.096 560.3 3,369 3.8% 0.6% 5.8% -1.1% 0.5% 2.1% 12.0%
2016 62,952 5.0% 0.944 147 86% 1.101 571.6 3,774 3.7% 0.7% 5.9% -1.1% 0.5% 2.0% 12.0%
2017 57,370 5.2% 0.950 156 85% 1.105 582.4 4,226 3.7% 0.7% 6.0% -1.2% 0.4% 1.9% 12.0%
2018 52,160 5.4% 0.956 166 85% 1.110 593.0 4,730 3.7% 0.6% 6.2% -1.1% 0.4% 1.8% 11.9%
2019 47,317 5.6% 0.960 176 84% 1.114 603.1 5,291 3.6% 0.4% 6.4% -1.1% 0.4% 1.7% 11.9%
2020 42,825 5.8% 0.963 188 83% 1.118 612.5 5,912 3.5% 0.3% 6.6% -1.0% 0.4% 1.5% 11.7%
2021 38,659 6.0% 0.964 201 82% 1.122 620.9 6,591 3.4% 0.2% 6.8% -0.9% 0.3% 1.4% 11.5%
2022 34,797 6.1% 0.965 215 81% 1.126 628.5 7,335 3.2% 0.1% 7.0% -0.8% 0.3% 1.2% 11.3%
2023 31,221 6.3% 0.965 230 81% 1.129 635.1 8,147 3.1% 0.0% 7.1% -0.7% 0.3% 1.1% 11.1%
2024 27,915 6.5% 0.965 247 80% 1.132 641.5 9,052 2.9% 0.0% 7.2% -0.5% 0.3% 1.0% 11.1%
2025 24,870 6.7% 0.964 265 80% 1.135 648.0 10,056 2.8% -0.1% 7.2% -0.4% 0.3% 1.0% 11.1%
2026 22,072 6.9% 0.964 284 80% 1.138 654.6 11,166 2.7% 0.0% 7.2% -0.4% 0.2% 1.0% 11.0%
2027 19,509 7.1% 0.964 304 79% 1.141 661.7 12,393 2.6% 0.0% 7.1% -0.3% 0.2% 1.1% 11.0%
2028 17,170 7.2% 0.965 325 79% 1.143 669.2 13,749 2.5% 0.1% 7.0% -0.3% 0.2% 1.1% 10.9%
2029 15,052 7.4% 0.966 348 79% 1.145 676.8 15,243 2.4% 0.1% 6.9% -0.2% 0.2% 1.1% 10.9%
2030 13,145 7.6% 0.968 371 79% 1.147 684.7 16,890 2.3% 0.2% 6.8% -0.1% 0.2% 1.2% 10.8%
2031 11,435 7.7% 0.970 396 79% 1.148 692.6 18,702 2.2% 0.2% 6.7% 0.0% 0.1% 1.2% 10.7%
2032 9,910 7.9% 0.973 422 79% 1.149 701.0 20,701 2.2% 0.3% 6.5% 0.1% 0.1% 1.2% 10.7%
2033 8,555 8.1% 0.977 449 79% 1.151 709.5 22,896 2.1% 0.4% 6.3% 0.1% 0.1% 1.2% 10.6%
2034 7,356 8.2% 0.981 477 79% 1.151 717.8 25,288 2.1% 0.4% 6.2% 0.2% 0.1% 1.2% 10.4%
2035 6,299 8.4% 0.985 506 80% 1.152 725.9 27,872 2.0% 0.4% 6.1% 0.2% 0.0% 1.1% 10.2%
2036 5,370 8.6% 0.989 536 80% 1.152 733.0 30,632 1.9% 0.4% 6.0% 0.3% 0.0% 1.0% 9.9%
2037 4,556 8.7% 0.993 568 80% 1.152 739.3 33,565 1.8% 0.4% 5.9% 0.4% 0.0% 0.9% 9.6%
2038 3,845 8.9% 0.995 600 80% 1.152 744.1 36,617 1.7% 0.3% 5.8% 0.5% 0.0% 0.6% 9.1%
2039 3,227 9.0% 0.996 635 81% 1.151 746.9 39,740 1.6% 0.1% 5.7% 0.6% -0.1% 0.4% 8.5%
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Incurred Claim Amounts ($Thousands)

Incidence Components Claim Size Components
Avg. Post Incurred

Lives Ultim. Durat. New Max DB Claim Length Claim Claims
Year Inforce Incid. Adjs. Total Claims DB Util. Inflat. of Stay Total Cost ($000s)
2012 8,571
2013 7,967 3.4% 0.880 3.0% 251 179 75% 1.124 593.8 89,878 2,725 22,533
2014 7,416 3.6% 0.891 3.2% 247 189 75% 1.129 606.7 96,704 3,101 23,852
2015 6,904 3.8% 0.902 3.4% 243 200 74% 1.133 618.8 103,950 3,529 25,268
2016 6,422 3.9% 0.913 3.6% 239 212 73% 1.137 629.4 111,709 4,012 26,732
2017 5,964 4.1% 0.922 3.8% 235 226 73% 1.141 638.7 120,023 4,553 28,197
2018 5,532 4.3% 0.929 4.0% 230 240 73% 1.144 647.4 129,083 5,163 29,681
2019 5,125 4.5% 0.935 4.2% 224 256 72% 1.147 655.5 138,979 5,846 31,150
2020 4,739 4.7% 0.939 4.4% 218 274 72% 1.149 663.1 149,778 6,613 32,615
2021 4,374 4.9% 0.941 4.6% 211 292 72% 1.152 669.8 161,366 7,461 34,001
2022 4,028 5.1% 0.943 4.8% 203 313 71% 1.154 675.9 173,925 8,410 35,334
2023 3,698 5.3% 0.944 5.0% 195 334 71% 1.155 681.1 187,470 9,457 36,532
2024 3,384 5.6% 0.945 5.3% 186 357 71% 1.157 686.1 202,202 10,617 37,597
2025 3,086 5.8% 0.945 5.5% 177 382 71% 1.158 691.1 218,086 11,907 38,519
2026 2,804 6.0% 0.946 5.7% 167 408 72% 1.159 696.2 235,237 13,340 39,283
2027 2,536 6.2% 0.947 5.9% 157 435 72% 1.160 702.3 253,871 14,953 39,925
2028 2,285 6.4% 0.949 6.1% 147 463 72% 1.161 708.8 273,958 16,745 40,370
2029 2,050 6.7% 0.951 6.3% 137 493 72% 1.161 715.1 295,519 18,708 40,552
2030 1,831 6.9% 0.954 6.5% 127 524 73% 1.161 721.4 318,669 20,872 40,499
2031 1,627 7.1% 0.956 6.8% 117 556 73% 1.162 727.5 343,410 23,235 40,166
2032 1,438 7.3% 0.960 7.0% 107 590 73% 1.162 734.6 369,850 25,866 39,640
2033 1,265 7.5% 0.965 7.2% 98 624 74% 1.162 742.0 397,936 28,769 38,881
2034 1,106 7.7% 0.970 7.5% 88 661 74% 1.161 748.9 427,591 31,924 37,838
2035 961 7.9% 0.976 7.7% 80 699 75% 1.161 755.9 459,239 35,391 36,578
2036 830 8.1% 0.981 7.9% 71 739 75% 1.161 762.1 492,742 39,153 35,075
2037 713 8.3% 0.987 8.2% 63 781 76% 1.160 768.1 528,325 43,270 33,392
2038 608 8.5% 0.991 8.4% 56 827 76% 1.159 772.1 565,812 47,626 31,452
2039 515 8.7% 0.993 8.6% 48 877 77% 1.159 772.8 605,051 52,126 29,254
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Claim Cost Components Trend Components
Avg. Post Avg. Post

Lives Ultim. Durat. Max DB Claim Length Ultim. Durat. Max DB Claim Length
Year Inforce Incid. Adjs. DB Util. Inflat. of Stay Total Incid. Adjs. DB Util. Inflat. of Stay Total
2012 8,571
2013 7,967 3.4% 0.880 179 75% 1.124 593.8 2,725
2014 7,416 3.6% 0.891 189 75% 1.129 606.7 3,101 4.5% 1.3% 5.8% -0.9% 0.4% 2.2% 13.8%
2015 6,904 3.8% 0.902 200 74% 1.133 618.8 3,529 4.5% 1.3% 5.9% -0.8% 0.4% 2.0% 13.8%
2016 6,422 3.9% 0.913 212 73% 1.137 629.4 4,012 4.6% 1.2% 6.1% -0.7% 0.3% 1.7% 13.7%
2017 5,964 4.1% 0.922 226 73% 1.141 638.7 4,553 4.6% 1.0% 6.3% -0.7% 0.3% 1.5% 13.5%
2018 5,532 4.3% 0.929 240 73% 1.144 647.4 5,163 4.6% 0.8% 6.4% -0.6% 0.3% 1.4% 13.4%
2019 5,125 4.5% 0.935 256 72% 1.147 655.5 5,846 4.5% 0.6% 6.6% -0.5% 0.3% 1.3% 13.2%
2020 4,739 4.7% 0.939 274 72% 1.149 663.1 6,613 4.5% 0.4% 6.8% -0.4% 0.2% 1.2% 13.1%
2021 4,374 4.9% 0.941 292 72% 1.152 669.8 7,461 4.4% 0.3% 6.9% -0.4% 0.2% 1.0% 12.8%
2022 4,028 5.1% 0.943 313 71% 1.154 675.9 8,410 4.4% 0.2% 6.9% -0.2% 0.2% 0.9% 12.7%
2023 3,698 5.3% 0.944 334 71% 1.155 681.1 9,457 4.2% 0.1% 6.9% -0.1% 0.1% 0.8% 12.4%
2024 3,384 5.6% 0.945 357 71% 1.157 686.1 10,617 4.0% 0.1% 6.9% 0.1% 0.1% 0.7% 12.3%
2025 3,086 5.8% 0.945 382 71% 1.158 691.1 11,907 3.9% 0.1% 6.9% 0.1% 0.1% 0.7% 12.1%
2026 2,804 6.0% 0.946 408 72% 1.159 696.2 13,340 3.8% 0.1% 6.8% 0.2% 0.1% 0.7% 12.0%
2027 2,536 6.2% 0.947 435 72% 1.160 702.3 14,953 3.7% 0.1% 6.6% 0.3% 0.1% 0.9% 12.1%
2028 2,285 6.4% 0.949 463 72% 1.161 708.8 16,745 3.6% 0.2% 6.5% 0.3% 0.1% 0.9% 12.0%
2029 2,050 6.7% 0.951 493 72% 1.161 715.1 18,708 3.4% 0.2% 6.4% 0.4% 0.0% 0.9% 11.7%
2030 1,831 6.9% 0.954 524 73% 1.161 721.4 20,872 3.2% 0.3% 6.3% 0.5% 0.0% 0.9% 11.6%
2031 1,627 7.1% 0.956 556 73% 1.162 727.5 23,235 3.0% 0.3% 6.2% 0.6% 0.0% 0.8% 11.3%
2032 1,438 7.3% 0.960 590 73% 1.162 734.6 25,866 2.9% 0.4% 6.0% 0.6% 0.0% 1.0% 11.3%
2033 1,265 7.5% 0.965 624 74% 1.162 742.0 28,769 2.8% 0.5% 5.9% 0.6% 0.0% 1.0% 11.2%
2034 1,106 7.7% 0.970 661 74% 1.161 748.9 31,924 2.7% 0.5% 5.8% 0.6% 0.0% 0.9% 11.0%
2035 961 7.9% 0.976 699 75% 1.161 755.9 35,391 2.6% 0.6% 5.8% 0.6% 0.0% 0.9% 10.9%
2036 830 8.1% 0.981 739 75% 1.161 762.1 39,153 2.5% 0.5% 5.8% 0.7% 0.0% 0.8% 10.6%
2037 713 8.3% 0.987 781 76% 1.160 768.1 43,270 2.5% 0.6% 5.7% 0.7% 0.0% 0.8% 10.5%
2038 608 8.5% 0.991 827 76% 1.159 772.1 47,626 2.3% 0.4% 5.8% 0.8% -0.1% 0.5% 10.1%
2039 515 8.7% 0.993 877 77% 1.159 772.8 52,126 2.2% 0.2% 6.0% 0.8% -0.1% 0.1% 9.4%
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Appendix CActuarial Analysis of PTNA/ANIC Required to Prevent Depletion

Projection of Cash Flows and Assets (375% Immediate Premium Rate Increase, No Benefit Modifications)
As of December 31, 2012 ($Millions)

Cum Net Expenses Total Book Market
Rate Rate Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 89,943 783.4 864.4
2013 82,305 375.0% 375.0% 794.1 100.6 693.5 238.7 52.2 402.6 40.5 0.0 1,226.5 1,297.3
2014 75,342 0.0% 375.0% 716.6 90.5 626.0 238.0 48.5 339.6 55.7 0.0 1,621.8 1,664.8
2015 68,927 0.0% 375.0% 646.4 82.7 563.7 248.1 46.1 269.6 70.0 -0.1 1,961.3 1,971.8
2016 62,952 0.0% 375.0% 582.4 77.2 505.1 262.5 43.8 198.8 82.7 0.0 2,242.8 2,215.0
2017 57,370 0.0% 375.0% 523.5 72.8 450.7 272.2 41.6 137.0 93.9 -0.2 2,473.5 2,413.3
2018 52,160 0.0% 375.0% 469.4 68.9 400.5 275.1 39.5 86.0 103.3 -0.2 2,662.6 2,569.1
2019 47,317 0.0% 375.0% 419.9 65.1 354.8 273.3 37.6 43.9 111.1 0.0 2,817.5 2,709.4
2020 42,825 0.0% 375.0% 374.8 61.4 313.4 279.8 35.9 -2.3 117.7 0.2 2,933.1 2,816.8
2021 38,659 0.0% 375.0% 333.6 57.8 275.8 285.4 34.3 -43.9 122.6 0.0 3,011.8 2,892.7
2022 34,797 0.0% 375.0% 296.1 54.2 241.9 290.3 32.9 -81.2 126.0 0.0 3,056.6 2,944.4
2023 31,221 0.0% 375.0% 262.0 50.6 211.4 294.2 31.5 -114.2 130.2 0.0 3,072.6 2,978.4
2024 27,915 0.0% 375.0% 231.0 47.0 184.0 297.0 30.2 -143.2 135.4 0.0 3,064.8 2,958.0
2025 24,870 0.0% 375.0% 202.8 43.5 159.3 298.8 29.0 -168.5 138.5 0.0 3,034.8 2,915.4
2026 22,072 0.0% 375.0% 177.3 40.1 137.2 301.1 27.8 -191.7 139.4 0.0 2,982.5 2,852.0
2027 19,509 0.0% 375.0% 154.3 36.8 117.5 300.5 26.7 -209.7 138.5 0.0 2,911.3 2,771.9
2028 17,170 0.0% 375.0% 133.6 33.6 100.0 298.5 25.6 -224.1 136.0 -0.3 2,822.9 2,675.4
2029 15,052 0.0% 375.0% 115.0 30.5 84.5 292.9 24.5 -232.9 132.3 -3.5 2,718.7 2,574.6
2030 13,145 0.0% 375.0% 98.6 27.7 70.9 288.1 23.4 -240.7 127.6 -11.7 2,594.0 2,463.8
2031 11,435 0.0% 375.0% 84.1 25.0 59.2 282.7 22.4 -246.0 121.8 -13.6 2,456.2 2,345.2
2032 9,910 0.0% 375.0% 71.4 22.4 49.0 277.4 21.5 -249.8 115.2 -2.3 2,319.2 2,221.0
2033 8,555 0.0% 375.0% 60.4 20.1 40.3 270.2 20.5 -250.4 109.5 0.0 2,178.4 2,094.0
2034 7,356 0.0% 375.0% 50.8 18.0 32.8 261.8 19.5 -248.5 104.5 0.0 2,034.4 1,946.9
2035 6,299 0.0% 375.0% 42.5 16.1 26.4 252.6 18.5 -244.6 98.5 -0.3 1,888.0 1,799.3
2036 5,370 0.0% 375.0% 35.4 14.3 21.1 242.9 17.5 -239.3 91.9 -1.4 1,739.2 1,651.9
2037 4,556 0.0% 375.0% 29.3 12.7 16.6 232.0 16.5 -231.9 84.7 -3.1 1,588.8 1,506.0
2038 3,845 0.0% 375.0% 24.1 11.3 12.8 220.4 15.5 -223.0 77.3 -4.5 1,438.5 1,362.8
2039 3,227 0.0% 375.0% 19.7 10.1 9.6 207.5 14.4 -212.2 69.8 -4.9 1,291.2 1,224.5
2040 2,694 0.0% 375.0% 16.0 9.0 7.0 194.4 13.4 -200.8 62.4 -6.1 1,146.7 1,091.6
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Actuarial Analysis of PTNA/ANIC Required to Prevent Depletion

Projection of Cash Flows and Assets (425% Immediate Premium Rate Increase, No Benefit Modifications)
As of December 31, 2012 ($Millions)

Cum Net Expenses Total Book Market
Rate Rate Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 8,571 141.9 160.3
2013 7,967 425.0% 425.0% 87.0 9.0 78.0 20.3 5.1 52.6 7.6 0.0 202.1 219.4
2014 7,416 0.0% 425.0% 79.4 8.2 71.2 21.3 4.9 45.1 9.6 0.0 256.8 269.2
2015 6,904 0.0% 425.0% 72.5 7.6 64.9 23.3 4.7 36.9 11.6 0.0 305.3 312.0
2016 6,422 0.0% 425.0% 66.2 7.2 59.0 26.1 4.6 28.3 13.4 0.0 347.0 347.4
2017 5,964 0.0% 425.0% 60.3 6.8 53.5 27.2 4.4 21.9 15.1 0.0 383.9 379.0
2018 5,532 0.0% 425.0% 54.9 6.5 48.4 28.4 4.3 15.7 16.6 0.0 416.2 405.8
2019 5,125 0.0% 425.0% 49.9 6.1 43.8 29.6 4.2 10.0 18.0 0.0 444.1 431.0
2020 4,739 0.0% 425.0% 45.2 5.8 39.4 31.3 4.1 4.0 19.2 0.0 467.3 452.7
2021 4,374 0.0% 425.0% 41.0 5.5 35.4 33.0 4.0 -1.6 20.2 0.0 485.9 470.3
2022 4,028 0.0% 425.0% 37.0 5.3 31.7 34.8 4.0 -7.1 21.1 0.0 500.0 485.0
2023 3,698 0.0% 425.0% 33.3 5.0 28.3 36.4 3.9 -12.0 22.1 0.0 510.0 497.5
2024 3,384 0.0% 425.0% 29.9 4.7 25.2 38.0 3.8 -16.7 23.1 0.0 516.5 501.6
2025 3,086 0.0% 425.0% 26.7 4.5 22.3 39.4 3.8 -20.9 23.9 0.0 519.5 502.4
2026 2,804 0.0% 425.0% 23.8 4.2 19.6 40.9 3.8 -25.0 24.4 0.0 518.9 499.7
2027 2,536 0.0% 425.0% 21.1 4.0 17.2 42.0 3.7 -28.5 24.6 0.0 514.9 494.0
2028 2,285 0.0% 425.0% 18.6 3.7 14.9 43.1 3.7 -31.8 24.6 0.0 507.7 485.1
2029 2,050 0.0% 425.0% 16.4 3.4 12.9 43.9 3.6 -34.6 24.3 0.0 497.4 474.7
2030 1,831 0.0% 425.0% 14.3 3.2 11.1 44.6 3.6 -37.1 23.9 -0.4 483.8 461.7
2031 1,627 0.0% 425.0% 12.4 3.0 9.5 45.1 3.5 -39.2 23.3 -1.3 466.7 446.7
2032 1,438 0.0% 425.0% 10.7 2.7 8.0 45.6 3.5 -41.1 22.5 -2.4 445.6 429.8
2033 1,265 0.0% 425.0% 9.2 2.5 6.7 45.7 3.4 -42.4 21.7 0.0 425.0 411.7
2034 1,106 0.0% 425.0% 7.9 2.3 5.6 45.4 3.3 -43.2 20.9 0.0 402.7 388.5
2035 961 0.0% 425.0% 6.7 2.1 4.6 44.9 3.2 -43.6 20.0 -0.4 378.7 364.3
2036 830 0.0% 425.0% 5.6 1.9 3.7 44.2 3.1 -43.6 18.8 -0.2 353.7 339.3
2037 713 0.0% 425.0% 4.7 1.8 3.0 43.2 3.0 -43.3 17.6 -0.3 327.7 313.7
2038 608 0.0% 425.0% 3.9 1.6 2.3 42.0 2.9 -42.5 16.3 -0.5 301.0 287.8
2039 515 0.0% 425.0% 3.2 1.5 1.8 40.4 2.8 -41.4 15.0 -0.4 274.3 261.9
2040 432 0.0% 425.0% 2.7 1.4 1.3 38.6 2.6 -39.9 13.6 -0.6 247.4 236.5
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Actuarial Analysis of PTNA/ANIC Required to Prevent Depletion

PTNA Full Benefits: 38.5% Biennial Increases Prevent Depletion 
Projection of Cash Flows and Assets (38.5% Biennial Premium Rate Increases, No Benefit Modifications)
As of December 31, 2012 ($Millions)

Cum Net Expenses Total Book Market
Rate Rate Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 89,943 783.4 864.4
2013 82,305 38.5% 38.5% 231.5 29.3 202.2 238.7 42.4 -78.9 32.6 0.0 737.2 806.7
2014 75,342 0.0% 38.5% 208.9 26.4 182.5 238.0 39.6 -95.1 30.9 -0.9 672.2 723.9
2015 68,927 38.5% 91.8% 261.0 33.4 227.7 248.1 39.3 -59.7 29.3 -0.5 641.3 676.9
2016 62,952 0.0% 91.8% 235.2 31.2 204.0 262.5 37.8 -96.3 27.5 -2.6 569.9 593.3
2017 57,370 38.5% 165.7% 292.8 40.7 252.1 272.2 37.6 -57.7 25.5 -2.0 535.7 549.4
2018 52,160 0.0% 165.7% 262.5 38.5 224.0 275.1 36.0 -87.0 23.4 -4.5 467.6 475.9
2019 47,317 38.5% 268.0% 325.2 50.4 274.8 273.3 36.0 -34.5 21.4 -0.3 454.2 459.1
2020 42,825 0.0% 268.0% 290.3 47.6 242.7 279.8 34.5 -71.5 20.2 -1.0 401.8 405.1
2021 38,659 38.5% 409.6% 357.9 62.0 295.9 285.4 34.7 -24.2 18.9 -0.1 396.5 398.1
2022 34,797 0.0% 409.6% 317.7 58.1 259.6 290.3 33.2 -63.9 18.0 -0.7 349.8 351.8
2023 31,221 38.5% 605.8% 389.3 75.2 314.2 294.2 33.6 -13.6 17.2 0.0 353.4 356.6
2024 27,915 0.0% 605.8% 343.3 69.9 273.4 297.0 32.0 -55.6 16.6 -0.5 313.9 315.3
2025 24,870 38.5% 877.6% 417.4 89.5 327.8 298.8 32.4 -3.3 16.1 0.0 326.6 326.2
2026 22,072 0.0% 877.6% 364.9 82.5 282.3 301.1 30.7 -49.4 15.7 -0.7 292.2 290.6
2027 19,509 38.5% 1253.9% 439.7 104.9 334.8 300.5 31.0 3.3 15.3 0.0 310.9 308.0
2028 17,170 0.0% 1253.9% 380.7 95.7 285.0 298.5 29.3 -42.8 15.3 -0.4 283.0 279.2
2029 15,052 38.5% 1775.2% 454.0 120.5 333.5 292.9 29.5 11.1 15.3 0.0 309.4 305.2
2030 13,145 0.0% 1775.2% 389.2 109.2 280.0 288.1 27.6 -35.7 15.8 -0.3 289.1 284.8
2031 11,435 38.5% 2497.2% 459.9 136.5 323.5 282.7 27.7 13.0 16.1 0.0 318.2 314.0
2032 9,910 0.0% 2497.2% 390.7 122.7 267.9 277.4 25.9 -35.3 16.5 -0.1 299.3 295.8
2033 8,555 38.5% 3497.1% 457.2 152.4 304.8 270.2 25.8 8.9 16.9 0.0 325.1 322.8
2034 7,356 0.0% 3497.1% 384.6 136.3 248.3 261.8 23.8 -37.3 17.5 -0.2 305.1 301.4
2035 6,299 38.5% 4881.9% 445.8 168.5 277.3 252.6 23.5 1.2 17.5 0.0 323.8 319.0
2036 5,370 0.0% 4881.9% 371.3 150.0 221.3 242.9 21.5 -43.1 17.5 -0.5 297.8 292.3
2037 4,556 38.5% 6800.0% 425.7 184.9 240.9 232.0 21.0 -12.1 16.9 0.0 302.6 296.4
2038 3,845 0.0% 6800.0% 350.4 164.4 186.0 220.4 18.9 -53.3 16.2 -0.8 264.7 258.6
2039 3,227 38.5% 9456.5% 396.9 202.8 194.0 207.5 18.1 -31.6 14.7 -0.1 247.7 241.5
2040 2,694 0.0% 9456.5% 322.7 181.7 141.0 194.4 16.1 -69.4 12.8 -1.5 189.6 184.7
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Actuarial Analysis of PTNA/ANIC

ANIC Full Benefits: 37.5% Biennial Increases Prevent Depletion 

Required to Prevent Depletion

Projection of Cash Flows and Assets (37.5% Biennial Premium Rate Increases, No Benefit Modifications)
As of December 31, 2012 ($Millions)

Cum Net Expenses Total Book Market
Rate Rate Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 8,571 141.9 160.3
2013 7,967 37.5% 37.5% 22.8 2.4 20.4 20.3 4.0 -3.8 6.7 0.0 144.8 161.9
2014 7,416 0.0% 37.5% 20.8 2.2 18.6 21.3 3.8 -6.5 6.7 0.0 145.1 158.4
2015 6,904 37.5% 89.1% 26.1 2.7 23.4 23.3 3.9 -3.8 6.8 0.0 148.0 157.5
2016 6,422 0.0% 89.1% 23.8 2.6 21.2 26.1 3.8 -8.7 6.8 -0.2 145.9 152.0
2017 5,964 37.5% 160.0% 29.9 3.4 26.5 27.2 3.9 -4.6 6.8 0.0 148.1 151.2
2018 5,532 0.0% 160.0% 27.2 3.2 24.0 28.4 3.8 -8.3 6.8 -0.2 146.4 147.1
2019 5,125 37.5% 257.4% 33.9 4.2 29.8 29.6 3.9 -3.7 6.8 0.0 149.5 148.7
2020 4,739 0.0% 257.4% 30.8 4.0 26.8 31.3 3.9 -8.3 6.8 -0.2 147.8 146.4
2021 4,374 37.5% 391.5% 38.3 5.2 33.2 33.0 4.0 -3.8 6.9 0.0 150.9 148.6
2022 4,028 0.0% 391.5% 34.6 4.9 29.7 34.8 3.9 -9.1 7.0 -0.2 148.7 146.2
2023 3,698 37.5% 575.8% 42.9 6.4 36.4 36.4 4.1 -4.1 7.1 0.0 151.7 149.5
2024 3,384 0.0% 575.8% 38.5 6.1 32.4 38.0 4.0 -9.6 7.2 -0.2 149.1 146.1
2025 3,086 37.5% 829.2% 47.3 7.9 39.4 39.4 4.1 -4.1 7.3 0.0 152.2 148.5
2026 2,804 0.0% 829.2% 42.1 7.5 34.7 40.9 4.1 -10.2 7.3 -0.7 148.6 144.9
2027 2,536 37.5% 1177.7% 51.4 9.6 41.8 42.0 4.2 -4.4 7.4 0.0 151.5 147.1
2028 2,285 0.0% 1177.7% 45.3 9.0 36.3 43.1 4.1 -10.9 7.4 -1.1 146.9 143.0
2029 2,050 37.5% 1656.8% 54.7 11.5 43.2 43.9 4.2 -4.9 7.4 0.0 149.4 145.4
2030 1,831 0.0% 1656.8% 47.8 10.7 37.1 44.6 4.1 -11.6 7.5 -0.7 144.6 141.2
2031 1,627 37.5% 2315.6% 57.1 13.6 43.5 45.1 4.2 -5.8 7.4 0.0 146.3 143.2
2032 1,438 0.0% 2315.6% 49.4 12.6 36.9 45.6 4.1 -12.8 7.4 -0.1 140.8 138.2
2033 1,265 37.5% 3221.5% 58.4 15.9 42.5 45.7 4.1 -7.3 7.3 0.0 140.8 139.0
2034 1,106 0.0% 3221.5% 49.9 14.6 35.3 45.4 3.9 -14.0 7.2 -0.1 134.0 131.8
2035 961 37.5% 4467.0% 58.2 18.3 39.9 44.9 4.0 -9.0 7.0 0.0 132.0 129.6
2036 830 0.0% 4467.0% 49.1 16.7 32.4 44.2 3.7 -15.5 6.8 -0.2 123.1 120.6
2037 713 37.5% 6179.6% 56.6 21.0 35.6 43.2 3.7 -11.3 6.5 -0.1 118.2 115.6
2038 608 0.0% 6179.6% 47.0 19.1 27.9 42.0 3.4 -17.5 6.1 -0.2 106.6 104.1
2039 515 37.5% 8534.5% 53.4 24.1 29.3 40.4 3.3 -14.5 5.6 -0.1 97.6 95.2
2040 432 0.0% 8534.5% 43.7 22.2 21.5 38.6 3.0 -20.2 5.0 -0.3 82.3 80.2
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Actuarial Analysis of PTNA/ANIC

PTNA Phase I: 170% Immediate Increase Prevents Depletion 

Required to Prevent Depletion

Projection of Cash Flows and Assets (170% Immediate Premium Rate Increases, Phase I Benefits)
As of December 31, 2012 ($Millions)

Cum Net Expenses Total Book Market
Rate Rate Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 89,943 783.4 864.4
2013 82,305 170.0% 170.0% 451.4 59.0 392.4 212.2 22.2 158.0 36.4 0.0 977.9 1,048.0
2014 75,342 0.0% 170.0% 407.3 50.7 356.6 192.1 19.9 144.6 43.6 0.0 1,166.1 1,213.0
2015 68,927 0.0% 170.0% 367.4 45.3 322.2 192.0 19.3 110.9 50.5 -0.1 1,327.5 1,349.2
2016 62,952 0.0% 170.0% 331.0 41.2 289.8 199.4 19.0 71.5 56.5 0.0 1,455.5 1,449.9
2017 57,370 0.0% 170.0% 297.5 37.6 260.0 202.8 18.5 38.6 61.7 -0.2 1,555.6 1,526.9
2018 52,160 0.0% 170.0% 266.8 34.4 232.4 200.0 18.1 14.3 65.8 -0.2 1,635.5 1,584.2
2019 47,317 0.0% 170.0% 238.7 31.5 207.2 192.9 17.8 -3.5 68.9 0.0 1,700.9 1,639.4
2020 42,825 0.0% 170.0% 213.0 29.0 184.0 195.6 17.5 -29.1 71.7 0.2 1,743.7 1,676.1
2021 38,659 0.0% 170.0% 189.6 26.8 162.9 197.8 17.3 -52.2 73.3 0.0 1,764.8 1,694.4
2022 34,797 0.0% 170.0% 168.3 24.5 143.8 198.9 17.0 -72.1 74.2 0.0 1,766.9 1,699.6
2023 31,221 0.0% 170.0% 148.9 22.4 126.5 199.2 16.6 -89.3 75.4 0.0 1,753.0 1,695.3
2024 27,915 0.0% 170.0% 131.3 20.5 110.8 199.1 16.3 -104.5 77.0 0.0 1,725.6 1,660.0
2025 24,870 0.0% 170.0% 115.3 18.7 96.6 198.1 15.9 -117.4 77.5 0.0 1,685.7 1,612.6
2026 22,072 0.0% 170.0% 100.8 17.0 83.8 197.6 15.4 -129.2 76.8 0.0 1,633.2 1,553.6
2027 19,509 0.0% 170.0% 87.7 15.3 72.4 194.4 14.9 -137.0 75.0 -1.1 1,570.2 1,486.4
2028 17,170 0.0% 170.0% 75.9 13.7 62.2 190.1 14.4 -142.2 72.4 -2.8 1,497.4 1,411.8
2029 15,052 0.0% 170.0% 65.4 12.2 53.1 182.3 13.8 -143.0 69.3 -6.4 1,417.4 1,338.0
2030 13,145 0.0% 170.0% 56.0 10.9 45.2 175.9 13.2 -143.9 65.8 -13.0 1,326.3 1,260.9
2031 11,435 0.0% 170.0% 47.8 9.6 38.2 169.1 12.6 -143.5 61.8 -5.9 1,238.7 1,182.2
2032 9,910 0.0% 170.0% 40.6 8.4 32.2 162.2 12.0 -142.0 57.5 -1.7 1,152.6 1,103.1
2033 8,555 0.0% 170.0% 34.3 7.4 26.9 154.9 11.3 -139.3 53.9 -0.1 1,067.1 1,024.6
2034 7,356 0.0% 170.0% 28.9 6.4 22.4 147.3 10.7 -135.6 50.7 -0.4 981.8 938.3
2035 6,299 0.0% 170.0% 24.2 5.6 18.6 139.5 10.0 -130.9 47.0 -0.7 897.2 853.9
2036 5,370 0.0% 170.0% 20.1 4.8 15.3 131.8 9.4 -125.9 43.2 -1.7 812.8 771.3
2037 4,556 0.0% 170.0% 16.7 4.2 12.5 123.5 8.7 -119.8 39.1 -2.5 729.6 691.4
2038 3,845 0.0% 170.0% 13.7 3.6 10.1 115.1 8.1 -113.1 35.1 -2.8 648.8 614.6
2039 3,227 0.0% 170.0% 11.2 3.1 8.1 106.0 7.4 -105.3 31.1 -2.6 571.9 542.4
2040 2,694 0.0% 170.0% 9.1 2.7 6.4 97.5 6.8 -97.9 27.3 -3.2 498.2 474.3
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Actuarial Analysis of PTNA/ANIC

ANIC Phase I: 210% Immediate Increase Prevents Depletion 

Required to Prevent Depletion

Projection of Cash Flows and Assets (210% Immediate Premium Rate Increases, Phase I Benefits)
As of December 31, 2012 ($Millions)

Cum Net Expenses Total Book Market
Rate Rate Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 8,571 141.9 160.3
2013 7,967 210.0% 210.0% 51.4 5.6 45.8 18.3 2.0 25.6 7.2 0.0 174.7 191.8
2014 7,416 0.0% 210.0% 46.9 4.9 42.0 17.9 1.9 22.2 8.2 0.0 205.1 218.0
2015 6,904 0.0% 210.0% 42.8 4.5 38.4 18.9 1.9 17.5 9.3 0.0 232.0 240.0
2016 6,422 0.0% 210.0% 39.1 4.2 34.9 21.1 2.0 11.9 10.3 0.0 254.2 257.2
2017 5,964 0.0% 210.0% 35.6 3.8 31.8 21.2 2.0 8.6 11.2 0.0 274.0 272.7
2018 5,532 0.0% 210.0% 32.4 3.5 28.9 21.6 2.0 5.3 12.0 0.0 291.4 285.9
2019 5,125 0.0% 210.0% 29.4 3.2 26.3 22.0 2.0 2.3 12.8 0.0 306.4 298.8
2020 4,739 0.0% 210.0% 26.7 3.0 23.7 23.1 2.0 -1.4 13.4 0.0 318.4 309.6
2021 4,374 0.0% 210.0% 24.2 2.7 21.4 24.1 2.1 -4.7 14.0 0.0 327.7 317.9
2022 4,028 0.0% 210.0% 21.8 2.5 19.3 25.2 2.1 -8.0 14.4 0.0 334.1 324.5
2023 3,698 0.0% 210.0% 19.7 2.3 17.3 26.2 2.1 -11.0 14.9 0.0 338.0 329.8
2024 3,384 0.0% 210.0% 17.7 2.2 15.5 27.1 2.2 -13.8 15.4 0.0 339.6 329.7
2025 3,086 0.0% 210.0% 15.8 2.0 13.8 28.0 2.2 -16.4 15.7 0.0 339.0 327.5
2026 2,804 0.0% 210.0% 14.1 1.9 12.2 28.9 2.2 -19.0 15.9 0.0 335.9 323.1
2027 2,536 0.0% 210.0% 12.5 1.8 10.7 29.4 2.2 -20.9 15.9 0.0 330.8 316.7
2028 2,285 0.0% 210.0% 11.0 1.6 9.4 30.0 2.2 -22.8 15.7 -0.1 323.6 308.5
2029 2,050 0.0% 210.0% 9.7 1.5 8.2 30.2 2.2 -24.2 15.4 -0.5 314.3 299.5
2030 1,831 0.0% 210.0% 8.4 1.4 7.1 30.4 2.2 -25.6 15.0 -0.9 302.8 289.0
2031 1,627 0.0% 210.0% 7.3 1.2 6.1 30.4 2.2 -26.5 14.5 -1.6 289.2 277.6
2032 1,438 0.0% 210.0% 6.3 1.1 5.2 30.4 2.2 -27.3 13.9 -1.4 274.4 265.3
2033 1,265 0.0% 210.0% 5.4 1.0 4.4 30.1 2.1 -27.8 13.3 0.0 259.9 252.5
2034 1,106 0.0% 210.0% 4.7 0.9 3.7 29.6 2.1 -28.0 12.8 0.0 244.7 236.7
2035 961 0.0% 210.0% 4.0 0.8 3.1 29.0 2.0 -27.9 12.1 -0.1 228.7 220.5
2036 830 0.0% 210.0% 3.3 0.7 2.6 28.3 2.0 -27.7 11.3 -0.3 212.1 204.1
2037 713 0.0% 210.0% 2.8 0.6 2.1 27.4 1.9 -27.1 10.5 -0.3 195.2 187.5
2038 608 0.0% 210.0% 2.3 0.6 1.7 26.3 1.8 -26.4 9.7 -0.4 178.1 170.9
2039 515 0.0% 210.0% 1.9 0.5 1.4 25.1 1.7 -25.4 8.8 -0.2 161.3 154.7
2040 432 0.0% 210.0% 1.6 0.5 1.1 23.8 1.6 -24.3 8.0 -0.4 144.7 138.9
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Actuarial Analysis of PTNA/ANIC

PTNA Phase I: 25.5% Biennial Increases Prevent Depletion 

Required to Prevent Depletion

Projection of Cash Flows and Assets (25.5% Biennial Premium Rate Increases, Phase I Benefits)
As of December 31, 2012 ($Millions)

Cum Net Expenses Total Book Market
Rate Rate Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 89,943 783.4 864.4
2013 82,305 25.5% 25.5% 209.8 27.4 182.4 212.2 22.2 -52.0 33.0 0.0 764.4 834.0
2014 75,342 0.0% 25.5% 189.3 23.6 165.8 192.1 19.9 -46.2 32.8 -0.1 750.9 801.3
2015 68,927 25.5% 57.5% 214.3 26.4 187.9 192.0 19.3 -23.4 32.9 -0.1 760.4 792.4
2016 62,952 0.0% 57.5% 193.1 24.0 169.1 199.4 19.0 -49.3 33.0 -0.4 743.7 758.8
2017 57,370 25.5% 97.7% 217.8 27.5 190.3 202.8 18.5 -31.0 32.9 -0.2 745.4 745.9
2018 52,160 0.0% 97.7% 195.3 25.2 170.2 200.0 18.1 -47.9 32.7 -1.8 728.4 717.4
2019 47,317 25.5% 148.1% 219.3 28.9 190.4 192.9 17.8 -20.3 32.3 0.0 740.4 723.3
2020 42,825 0.0% 148.1% 195.7 26.6 169.1 195.6 17.5 -44.0 32.5 -1.2 727.7 707.8
2021 38,659 25.5% 211.3% 218.7 30.9 187.8 197.8 17.3 -27.3 32.4 -0.1 732.8 710.2
2022 34,797 0.0% 211.3% 194.1 28.3 165.8 198.9 17.0 -50.1 32.4 -1.8 713.3 692.3
2023 31,221 25.5% 290.7% 215.5 32.4 183.1 199.2 16.6 -32.7 32.4 -0.1 712.8 694.7
2024 27,915 0.0% 290.7% 190.0 29.6 160.4 199.1 16.3 -55.0 32.4 -1.9 688.4 668.0
2025 24,870 25.5% 390.3% 209.3 33.9 175.4 198.1 15.9 -38.6 32.2 -0.2 681.8 658.0
2026 22,072 0.0% 390.3% 183.0 30.8 152.2 197.6 15.4 -60.8 31.8 -2.4 650.4 625.6
2027 19,509 25.5% 515.4% 199.8 34.9 165.0 194.4 14.9 -44.4 30.9 -1.9 635.0 609.7
2028 17,170 0.0% 515.4% 173.0 31.3 141.8 190.1 14.4 -62.7 30.0 -3.5 598.8 574.8
2029 15,052 25.5% 672.3% 187.0 35.0 152.0 182.3 13.8 -44.1 29.1 -1.5 582.3 559.3
2030 13,145 0.0% 672.3% 160.3 31.1 129.2 175.9 13.2 -59.9 28.3 -5.4 545.2 527.5
2031 11,435 25.5% 869.3% 171.6 34.4 137.2 169.1 12.6 -44.5 27.1 -0.3 527.5 510.8
2032 9,910 0.0% 869.3% 145.8 30.2 115.5 162.2 12.0 -58.6 25.8 -0.4 494.4 479.6
2033 8,555 25.5% 1116.4% 154.6 33.2 121.4 154.9 11.3 -44.8 24.8 -0.1 474.2 462.0
2034 7,356 0.0% 1116.4% 130.1 28.9 101.1 147.3 10.7 -56.9 23.9 -0.6 440.6 427.6
2035 6,299 25.5% 1426.6% 136.6 31.5 105.1 139.5 10.0 -44.4 22.6 -0.3 418.5 404.9
2036 5,370 0.0% 1426.6% 113.8 27.3 86.5 131.8 9.4 -54.7 21.4 -0.9 384.3 370.9
2037 4,556 25.5% 1815.9% 118.2 29.5 88.7 123.5 8.7 -43.6 19.9 -0.6 360.1 347.0
2038 3,845 0.0% 1815.9% 97.3 25.5 71.8 115.1 8.1 -51.4 18.5 -1.0 326.3 314.0
2039 3,227 25.5% 2304.4% 99.8 27.6 72.2 106.0 7.4 -41.2 17.1 -0.5 301.6 290.1
2040 2,694 0.0% 2304.4% 81.2 24.1 57.1 97.5 6.8 -47.1 15.7 -1.1 269.1 259.2
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ANIC Phase I: 26.5% Biennial Increases Prevent Depletion 

Required to Prevent Depletion

Projection of Cash Flows and Assets (26.5% Biennial Premium Rate Increases, Phase I Benefits)
As of December 31, 2012 ($Millions)

Cum Net Expenses Total Book Market
Rate Rate Written Waived Coll. Benefits and Cash Invest. Capital Value Value

Year Lives Incr. Incr. Prem. Prem. Prem. Paid Comms. Flow Income Gains Assets Assets
2012 8,571 141.9 160.3
2013 7,967 26.5% 26.5% 21.0 2.3 18.7 18.3 2.0 -1.5 6.7 0.0 147.1 164.2
2014 7,416 0.0% 26.5% 19.1 2.0 17.1 17.9 1.9 -2.7 6.9 0.0 151.3 164.6
2015 6,904 26.5% 60.0% 22.1 2.3 19.8 18.9 1.9 -1.0 7.0 0.0 157.3 166.7
2016 6,422 0.0% 60.0% 20.2 2.2 18.0 21.1 2.0 -5.0 7.2 0.0 159.5 165.1
2017 5,964 26.5% 102.4% 23.3 2.5 20.8 21.2 2.0 -2.4 7.4 0.0 164.5 166.9
2018 5,532 0.0% 102.4% 21.2 2.3 18.9 21.6 2.0 -4.7 7.5 0.0 167.3 166.8
2019 5,125 26.5% 156.1% 24.3 2.6 21.7 22.0 2.0 -2.3 7.7 0.0 172.6 170.6
2020 4,739 0.0% 156.1% 22.1 2.5 19.6 23.1 2.0 -5.5 7.8 0.0 175.0 172.0
2021 4,374 26.5% 223.9% 25.3 2.9 22.4 24.1 2.1 -3.7 8.1 0.0 179.3 175.4
2022 4,028 0.0% 223.9% 22.8 2.7 20.2 25.2 2.1 -7.2 8.3 0.0 180.4 176.2
2023 3,698 26.5% 309.8% 26.0 3.1 22.9 26.2 2.1 -5.4 8.4 0.0 183.4 179.6
2024 3,384 0.0% 309.8% 23.3 2.9 20.5 27.1 2.2 -8.8 8.6 0.0 183.2 178.2
2025 3,086 26.5% 418.4% 26.4 3.4 23.0 28.0 2.2 -7.2 8.7 0.0 184.8 178.8
2026 2,804 0.0% 418.4% 23.5 3.2 20.3 28.9 2.2 -10.8 8.8 -0.4 182.4 176.0
2027 2,536 26.5% 555.7% 26.4 3.7 22.7 29.4 2.2 -9.0 8.8 -0.1 182.1 174.9
2028 2,285 0.0% 555.7% 23.3 3.4 19.8 30.0 2.2 -12.4 8.8 -0.8 177.7 170.6
2029 2,050 26.5% 729.5% 25.8 4.0 21.9 30.2 2.2 -10.6 8.7 -0.3 175.6 168.5
2030 1,831 0.0% 729.5% 22.6 3.6 18.9 30.4 2.2 -13.7 8.6 -0.9 169.6 163.4
2031 1,627 26.5% 949.3% 24.8 4.2 20.6 30.4 2.2 -12.0 8.4 -0.5 165.5 160.1
2032 1,438 0.0% 949.3% 21.5 3.8 17.7 30.4 2.2 -14.9 8.2 -1.2 157.6 153.9
2033 1,265 26.5% 1227.4% 23.3 4.3 19.0 30.1 2.1 -13.2 8.0 -0.2 152.2 149.5
2034 1,106 0.0% 1227.4% 19.9 3.9 16.0 29.6 2.1 -15.7 7.7 -0.1 144.1 141.1
2035 961 26.5% 1579.1% 21.4 4.4 17.0 29.0 2.0 -14.1 7.4 -0.1 137.3 134.1
2036 830 0.0% 1579.1% 18.1 3.9 14.1 28.3 2.0 -16.1 7.0 -0.2 127.9 124.7
2037 713 26.5% 2024.1% 19.1 4.4 14.7 27.4 1.9 -14.6 6.6 -0.1 119.8 116.6
2038 608 0.0% 2024.1% 15.9 4.0 11.9 26.3 1.8 -16.2 6.1 -0.2 109.5 106.5
2039 515 26.5% 2587.0% 16.6 4.5 12.1 25.1 1.7 -14.7 5.7 -0.1 100.3 97.5
2040 432 0.0% 2587.0% 13.6 4.1 9.5 23.8 1.6 -15.9 5.2 -0.2 89.5 86.9
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Expert’s Qualifications
 Vincent L Bodnar is an actuary with 29 years of experience in insurance product design, pricing, strategic planning, 

financial analysis and projections, reinsurance and reserve valuations. He is recognized as one of the leading long-term 
care insurance experts in the country. Mr. Bodnar has worked in both the insurance company and consulting 
environments. As a consulting actuary, his clients have included insurance companies, banks, reinsurance companies, 
Blues plans, HMOs, health care providers and independent marketing organizations. He has been an active member of 
several professional organizations, frequently speaking at insurance meetings and has published on the topic of long-
term care several times.  Furthermore, Mr. Bodnar has been deposed as an expert witness with respect to actuarial 
projections four times and as a factual witness once.

 Mr. Bodnar joined Towers Watson as a Director in November 2012 and leads the firm’s long-term care insurance 
consulting initiatives. Prior to joining Towers Watson, he was a Principal of DaVinci Consulting Group LLC, an actuarial 
consulting firm that specialized in long-term care insurance.  DaVinci was co-founded by him in 2007. Prior to forming 
DaVinci, he was a co-founding Principal of the Philadelphia office of Wakely Actuarial Services, Inc. Before joining 
Wakely, he was a Principal with Milliman, Inc. From the time he joined Milliman in 2000 to the present, Mr. Bodnar has 
spent over 90% of his time leading or participating in engagements related to long-term care products and blocks of 
business. Before joining Milliman, Mr. Bodnar was with GE Financial Assurance (currently Genworth Financial, Inc.), 
where he was responsible for developing strategic alliances. Mr. Bodnar also served as Chief Actuary and was a 
member of the Board of Directors of Union Fidelity Life Insurance Company, which was one of GEFA’s insurance 
entities at the time. Before joining GEFA, he was a consulting actuary for KPMG LLP, where he focused on long-term 
care consulting and long-term care reserve reviews.

 Mr. Bodnar is a former Chairperson of the Society of Actuaries Long-Term Care Insurance Section. He was 
Chairperson of the 2007 and 2011 Intercompany Long-Term Care Insurance Conferences and is a past member of the 
American Academy of Actuaries State Health Committee and the Academy’s Long-Term Care Committee.
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Reliances and Limitations on Use

 This document was prepared for NOLHGA, its member Guaranty Associations and FBD under the 
terms and conditions agreed to in an engagement agreement dated May 30, 2013 between Towers 
Watson, NOLHGA and FBD. Its sole intended use is as an attachment to the NOLHGA Formal 
Comments dated August 30, 2013, to be filed with the Pennsylvania Commonwealth Court.  Other 
than access that may result from its filing with the Pennsylvania Commonwealth Court, this document 
cannot be referenced or distributed to any other party without our prior written consent.

 A detailed report that contains a more technical description of the analyses presented herein and the 
assumptions and methods used to prepare them will be provided to NOLHGA. It is a separate report 
and may not be referenced or distributed to any other party without our prior written consent.

 We accept no responsibility for any consequences arising from any third party relying on our work 
product.

 Any conclusions or judgments regarding  the results contained in this document should be made only 
after studying this document and the NOLHGA Formal Comments as a single document in its entirety.
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Reliances and Limitations on Use (continued)
 In developing this document and the underlying actuarial analyses, Towers Watson relied on 

information that was supplied by the Rehabilitator and PTNA staff in the preparation of this analysis. 
Towers Watson staff reviewed the information being relied upon for reasonableness, but performed no 
audits or independent verification of such information. To the extent that there are material errors in 
the information provided, the results of our analysis will be affected as well.

 Our assumptions for future morbidity, lapse, mortality, expenses and other actuarial factors, as 
documented in the Methods and Assumptions section of this document, are based on the analyses of 
the Companies historical experience as described therein.  Actual future experience may be more or 
less favorable than the assumptions underlying this document. To the extent that actual experience 
differs from the assumptions underlying this document, actual results will differ, perhaps materially, 
from the projected results.

Vincent Bodnar, ASA, MAAA
Director
Towers Watson
1205 Westlakes Drive, Suite 270
Berwyn, PA 19312-2410
Tel:  610-232-0395
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NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS (N.A.I.C.) 
MODEL LAWS, REGULATIONS AND GUIDELINES

N.A.I.C. MODEL LAWS, REGULATIONS AND GUIDELINES
VOLUME III

INSOLVENCY
LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION MODEL ACT

NAIC 520-1
Copyright 2013 National Association of Insurance Commissioners. Current through April 2013 Update. 
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Section 19. Prohibited Advertisement of Insurance Guaranty Association Act in Insurance Sales; Notice to
Policy Owners

Section 20. Prospective Application

APPENDIX ALTERNATIVE PROVISIONS

Section 1. Title

This Act shall be known and may be cited as the [State] Life and Health Insurance Guaranty Association Act.

Section 2. Purpose

A. The purpose of this Act is to protect, subject to certain limitations, the persons specified in Section 3A
against failure in the performance of contractual obligations, under life and health insurance policies and an-
nuity contracts specified in Section 3B, because of the impairment or insolvency of the member insurer that is-
sued the policies or contracts.

B. To provide this protection, an association of insurers is created to pay benefits and to continue coverages
as limited by this Act, and members of the Association are subject to assessment to provide funds to carry out
the purpose of this Act.

Drafting Note: The basic purpose of this model act is to protect policy owners, insureds, beneficiaries, annuit-
ants, payees and assignees against losses (both in terms of paying claims and continuing coverage) which might
otherwise occur due to an impairment or insolvency of an insurer. Unlike the property and liability lines of busi-
ness, life and annuity contracts in particular are long-term arrangements for security. An insured may have im-
paired health or be at an advanced age so as to be unable to obtain new and similar coverage from other insurers.
The payment of cash values alone does not adequately meet such needs. Thus it is essential that coverage be
continued. In like manner, an insured may be unable to obtain new health insurance or, at least, he may lose pro-
tection for prior illness.

Section 3. Coverage and Limitations

A. This Act shall provide coverage for the policies and contracts specified in Subsection B:
(1) To persons who, regardless of where they reside (except for nonresident certificate holders under

group policies or contracts), are the beneficiaries, assignees or payees of the persons covered under Para-
graph (2);

(2) To persons who are owners of or certificate holders under the policies or contracts (other than unalloc-
ated annuity contracts, and structured settlement annuities) and in each case who:

(a) Are residents; or
(b) Are not residents, but only under all of the following conditions:(i) The insurer that issued the

policies or contracts is domiciled in this State;(ii) The States in which the persons reside have associ-
ations similar to the association created by this Act;(iii) The persons are not eligible for coverage by an
association in any other State due to the fact that the insurer was not licensed in the State at the time
specified in the State's guaranty association law.

(3) For unallocated annuity contracts specified in Subsection B; Paragraphs (1) and (2) of this subsection
shall not apply, and this Act shall (except as provided in Paragraphs (5) and (6) of this subsection) provide
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coverage to:
(a) Persons who are the owners of the unallocated annuity contracts if the contracts are issued to or in

connection with a specific benefit plan whose plan sponsor has its principal place of business in this State; and
(b) Persons who are owners of unallocated annuity contracts issued to or in connection with government

lotteries if the owners are residents.

Drafting Note: It is believed that coverage of unallocated annuities is a policy decision that should be made
by each individual State. Attached as an Appendix are alternative Sections 3, 5 and 6, which specifically exclude
all unallocated annuities from coverage.

(4) For structured settlement annuities specified in Subsection B; Paragraphs (1) and (2) of this subsection
shall not apply, and this Act shall (except as provided in Paragraphs (5) and (6) of this subsection) provide
coverage to a person who is a payee under a structured settlement annuity (or beneficiary of a payee if the
payee is deceased), if the payee:

(a) Is a resident, regardless of where the contract owner resides; or
(b) Is not a resident, but only under both of the following conditions:(i) (I) The contract owner of the

structured settlement annuity is a resident; or(II) The contract owner of the structured settlement annu-
ity is not a resident; but· The insurer that issued the structured settlement annuity is domiciled in this
State; and· The State in which the contract owner resides has an association similar to the association
created by this Act; and(ii) Neither the payee (or beneficiary) nor the contract owner is eligible for cov-
erage by the association of the State in which the payee or contract owner resides.

(5) This Act shall not provide coverage to:
(a) A person who is a payee (or beneficiary) of a contract owner resident of this State, if the payee (or

beneficiary) is afforded any coverage by the association of another State; or
(b) A person covered under Paragraph (3) of this subsection, if any coverage is provided by the associ-

ation of another State to the person.
(6) This Act is intended to provide coverage to a person who is a resident of this State and, in special cir-

cumstances, to a nonresident. In order to avoid duplicate coverage, if a person who would otherwise receive
coverage under this Act is provided coverage under the laws of any other State, the person shall not be
provided coverage under this Act. In determining the application of the provisions of this paragraph in situ-
ations where a person could be covered by the association of more than one State, whether as an owner,
payee, beneficiary or assignee, this Act shall be construed in conjunction with other State laws to result in
coverage by only one association.
B. (1) This Act shall provide coverage to the persons specified in Subsection A for direct, non-group life,

health, or annuity policies or contracts and supplemental contracts to any of these, for certificates under direct
group policies and contracts, and for unallocated annuity contracts issued by member insurers, except as lim-
ited by this Act. Annuity contracts and certificates under group annuity contracts include but are not limited to
guaranteed investment contracts, deposit administration contracts, unallocated funding agreements, allocated
funding agreements, structured settlement annuities, annuities issued to or in connection with government lot-
teries and any immediate or deferred annuity contracts.

(2) This Act shall not provide coverage for:
(a) A portion of a policy or contract not guaranteed by the insurer, or under which the risk is borne by

the policy or contract owner;
(b) A policy or contract of reinsurance, unless assumption certificates have been issued pursuant to the

reinsurance policy or contract;
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(c) A portion of a policy or contract to the extent that the rate of interest on which it is based, or the
interest rate, crediting rate or similar factor determined by use of an index or other external reference
stated in the policy or contract employed in calculating returns or changes in value;(i) Averaged over
the period of four (4) years prior to the date on which the member insurer becomes an impaired or in-
solvent insurer under this Act, whichever is earlier, exceeds the rate of interest determined by subtract-
ing two (2) percentage points from Moody's Corporate Bond Yield Average averaged for that same
four-year period or for such lesser period if the policy or contract was issued less than four (4) years be-
fore the member insurer becomes an impaired or insolvent insurer under this Act, whichever is earlier;
and(ii) On and after the date on which the member insurer becomes an impaired or insolvent insurer un-
der this Act, whichever is earlier, exceeds the rate of interest determined by subtracting three (3) per-
centage points from Moody's Corporate Bond Yield Average as most recently available;

(d) A portion of a policy or contract issued to a plan or program of an employer, association or other
person to provide life, health or annuity benefits to its employees, members or others, to the extent that
the plan or program is self-funded or uninsured, including but not limited to benefits payable by an em-
ployer, association or other person under;(i) A multiple employer welfare arrangement as defined in 29
U.S.C. § 1144;(ii) A minimum premium group insurance plan;(iii) A stop-loss group insurance plan;
or(iv) An administrative services only contract;

(e) A portion of a policy or contract to the extent that it provides for(i) Dividends or experience rating
credits;(ii) Voting rights; or(iii) Payment of any fees or allowances to any person, including the policy
or contract owner, in connection with the service to or administration of the policy or contract;
(f) A policy or contract issued in this State by a member insurer at a time when it was not licensed or

did not have a certificate of authority to issue the policy or contract in this State;
(g) An unallocated annuity contract issued to or in connection with a benefit plan protected under the

federal Pension Benefit Guaranty Corporation, regardless of whether the federal Pension Benefit Guaranty
Corporation has yet become liable to make any payments with respect to the benefit plan;

(h) A portion of an unallocated annuity contract that is not issued to or in connection with a specific
employee, union or association of natural persons benefit plan or a government lottery;

(i) A portion of a policy or contract to the extent that the assessments required by Section 9 with respect
to the policy or contract are preempted by federal or State law;

(j) An obligation that does not arise under the express written terms of the policy or contract issued
by the insurer to the contract owner or policy owner, including without limitation:(i) Claims based on
marketing materials;(ii) Claims based on side letters, riders or other documents that were issued by the
insurer without meeting applicable policy form filing or approval requirements;(iii) Misrepresentations
of or regarding policy benefits;(iv) Extra-contractual claims; or(v) A claim for penalties or consequen-
tial or incidental damages;
(k) A contractual agreement that establishes the member insurer's obligations to provide a book value

accounting guaranty for defined contribution benefit plan participants by reference to a portfolio of assets
that is owned by the benefit plan or its trustee, which in each case is not an affiliate of the member in- surer; or

(l) A portion of a policy or contract to the extent it provides for interest or other changes in value to be
determined by the use of an index or other external reference stated in the policy or contract, but which
have not been credited to the policy or contract, or as to which the policy or contract owner's rights are
subject to forfeiture, as of the date the member insurer becomes an impaired or insolvent insurer under
this Act, whichever is earlier. If a policy's or contract's interest or changes in value are credited less fre-
quently than annually, then for purposes of determining the values that have been credited and are not
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subject to forfeiture under Section 3B(2)(l), the interest or change in value determined by using the pro-
cedures defined in the policy or contract will be credited as if the contractual date of crediting interest or
changing values was the date of impairment or insolvency, whichever is earlier, and will not be subject to
forfeiture.

(m) A policy or contract providing any hospital, medical, prescription drug or other health care benefits
pursuant to Part C or Part D of Subchapter XVIII, Chapter 7 of Title 42 of the United States Code
(commonly known as Medicare Part C& D) or any regulations issued pursuant thereto.

Drafting Note: Some life insurance policies and annuity contracts covered by this Act provide for interest or
other changes in value to be determined by the use of an index or other external reference stated in the policy or
contract. Sections 3B(2)(c) and 3B(2)(l) clarify the treatment of such policies or contracts in order to limit in-
creases in interest in a manner that parallels the treatment provided other policies and contracts under this Act.
Section 3B(2)(c) explicitly states that the application of the limit on “rate of interest” includes returns and
changes in value determined by equity index or other reference. Section 3B(2)(l) excludes from coverage any in-
terest or change in value that, as of the date the member insurer becomes an impaired or insolvent insurer under
this Act, whichever is earlier, has not been credited to the policy or contract. It excludes from coverage any in-
terest or change in value as to which the right of the policy or contract owner is subject to forfeiture on the date
the member insurer becomes an impaired or insolvent insurer under this Act, whichever is earlier.However, for
policies or contracts that credit interest or changes in value less than annually, Section 3B(2)(1) clarifies that
crediting will be done according to the procedures set forth in the policy or contract except that the date of
impairment or insolvency under this Act, whichever is earlier, will be deemed the final date for crediting interest
of changes in value.

C. The benefits that the Association may become obligated to cover shall in no event exceed the lesser of:
(1) The contractual obligations for which the insurer is liable or would have been liable if it were not an

impaired or insolvent insurer; or
(2) (a) With respect to one life, regardless of the number of policies or contracts:(i) $300,000 in life

insurance death benefits, but not more than $100,000 in net cash surrender and net cash withdrawal val-
ues for life insurance;(ii) In health insurance benefits:(I) $100,000 for coverages not defined as disabil-
ity insurance or basic hospital, medical and surgical insurance or major medical insurance or long term
care insurance as defined in [section of State law dealing with health insurance/disability insurance/long
term care insurance] including any net cash surrender and net cash withdrawal values;(II) $300,000 for
disability insurance as defined in [section of State law dealing with health insurance/disability insur-
ance], and $300,000 for long term care insurance as defined in [section of State law dealing with health
insurance/long term care insurance];(III) $500,000 for basic hospital medical and surgical insurance or
major medical insurance as defined in [section of State law dealing with health insurance];(iii)
$250,000 in the present value of annuity benefits, including net cash surrender and net cash withdrawal
values; or
(b) With respect to each individual participating in a governmental retirement benefit plan established

under Section 401, 403(b) or 457 of the U.S. Internal Revenue Code covered by an unallocated annuity
contract or the beneficiaries of each such individual if deceased, in the aggregate, $250,000 in present
value annuity benefits, including net cash surrender and net cash withdrawal values;

(c) With respect to each payee of a structured settlement annuity (or beneficiary or beneficiaries of the
payee if deceased), $250,000 in present value annuity benefits, in the aggregate, including net cash sur-
render and net cash withdrawal values, if any;

(d) However, in no event shall the Association be obligated to cover more than (i) an aggregate of
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$300,000 in benefits with respect to any one life under Paragraphs 2(a), 2(b) and 2(c) of this subsection
except with respect to benefits for basic hospital, medical and surgical insurance and major medical insur-
ance under Paragraph 2(a)(ii) of this subsection, in which case the aggregate liability of the Association
shall not exceed $500,000 with respect to any one individual, or (ii) with respect to one owner of multiple
non-group policies of life insurance, whether the policy owner is an individual, firm, corporation or other
person, and whether the persons insured are officers, managers, employees or other persons, more than
$5,000,000 in benefits, regardless of the number of policies and contracts held by the owner;

(e) With respect to either (i) one contract owner provided coverage under Subsection A(3)(b) of this
section; or (ii) one plan sponsor whose plans own directly or in trust one or more unallocated annuity con-
tracts not included in Paragraph (2)(b) of this subsection, $5,000,000 in benefits, irrespective of the num-
ber of contracts with respect to the contract owner or plan sponsor. However, in the case where one or
more unallocated annuity contracts are covered contracts under this Act and are owned by a trust or other
entity for the benefit of two (2) or more plan sponsors, coverage shall be afforded by the Association if
the largest interest in the trust or entity owning the contract or contracts is held by a plan sponsor whose
principal place of business is in this State and in no event shall the Association be obligated to cover more
than $5,000,000 in benefits with respect to all these unallocated contracts.

(f) The limitations set forth in this subsection are limitations on the benefits for which the Association
is obligated before taking into account either its subrogation and assignment rights or the extent to which
those benefits could be provided out of the assets of the impaired or insolvent insurer attributable to
covered policies. The costs of the Association's obligations under this Act may be met by the use of assets
attributable to covered policies or reimbursed to the Association pursuant to its subrogation and assign-
ment rights.

D. In performing its obligations to provide coverage under Section 8 of this Act, the Association shall not be
required to guarantee, assume, reinsure or perform, or cause to be guaranteed, assumed, reinsured or per-
formed, the contractual obligations of the insolvent or impaired insurer under a covered policy or contract that
do not materially affect the economic values or economic benefits of the covered policy or contract.

Drafting Note: This section and Section 8 are key sections of the Act. Section 3 identifies who and what are
covered and not covered by the Act. Section 8 specifies the responsibilities of the Association toward covered
persons with covered policies.

Protection of this Act is primarily extended to resident persons but certain nonresidents under specific circum-
stances will be protected by this Act if the insolvent insurer was domiciled in this State.

This model does not apply to reinsurance unless assumption certificates were issued to the direct insureds.
Furthermore, it applies only to direct individual or group certificate insurance issued by insurers licensed to
transact insurance in this State at any time.

Persons to whom coverage is typically provided are resident owners of policies or contracts, or their benefi-
ciaries, assignees or payees. For group contracts, coverage is provided to resident certificate holders and not to
the owners of the group contracts; this avoids the possibility of double coverage and indirect coverage of nonres-
ident certificate holders through resident group contract owners. However, for unallocated annuities, coverage is
provided under Subsection A(3) to plan sponsors whose principal place of business is in this State, rather than to
contract owners. No coverage is provided to individuals who have or might have an interest in the plan or unal-
located annuity contract because there is no contractual guaranty by the insurer to individuals under those con-
tracts. Subsection A(4) provides coverage for structured settlement annuities to resident payees rather than to the
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contract owners.

Subsection A(3) providing unallocated annuity contract coverage to plan sponsors whose principal place of
business is in the State and Subsection A(4) providing structured settlement annuity coverage to resident payees
are significant changes from previous versions of this Model Act intended to place the coverage in the State of
the resident persons to be protected rather than in the State where the nominal owner of the contract resides.
Subsections A(5) and (6) avoid the possibility of double coverage due to differing approaches for determining
the covered persons in different State statutes and provide mechanisms for resolving which State's statutes will
be used to determine the existence and limits of coverage.

Policies and contracts covered by the model bill are life, health and annuity policies and contracts and con-
tracts supplemental thereto. The term health insurance is intended to include “accident and health” insurance,
“sickness and accident” insurance, “disability” insurance, etc. The individual State may want to adjust this lan-
guage to fit its particular terminology.

Subsection B(2) identifies certain types of contracts or portions of contracts that are specifically not covered
by this Act. If a portion of a contract is not covered, the remainder of the contract is covered unless excluded
otherwise. Subsection B(2) also provides a ready means by which an individual State can exempt from the Act
those policies and contracts issued by insurers or similar organizations deemed appropriate for exemption by the
State.

Subsection B(2)(h) excludes coverage for any unallocated annuity contract not used to fund a benefit plan for
natural persons or governmental lottery. Subsection B(2)(k) is intended to exclude from coverage those products
commonly referred to as “financial guaranty” products.

Subsection C provides the maximum limitations of the Association's liability by type of contract or line of
business and overall per one life, plan sponsor or owner. The limits may be reached through cash surrender pay-
ments, benefit payments, or continuing coverage or a combination thereof. The maximum limits for each type of
coverage should be set at an appropriate level after review by each State.

Section 4. Construction

This Act shall be construed to effect the purpose under Section 2.

Section 5. Definitions

As used in this Act:
A. “Account” means either of the two accounts created under Section 6.
B. “Association” means the [State] Life and Health Insurance Guaranty Association created under Section 6.
C. “Authorized assessment” or the term “authorized” when used in the context of assessments means a res-

olution by the Board of Directors has been passed whereby an assessment will be called immediately or in the
future from member insurers for a specified amount. An assessment is authorized when the resolution is passed.

D. “Benefit plan” means a specific employee, union or association of natural persons benefit plan.
E. “Called assessment” or the term “called” when used in the context of assessments means that a notice has

been issued by the Association to member insurers requiring that an authorized assessment be paid within the
time frame set forth within the notice. An authorized assessment becomes a called assessment when notice is
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mailed by the Association to member insurers.
F. “Commissioner” means the Commissioner of Insurance of this State.

Drafting Note: Insert the title of the chief insurance regulatory official whenever the term “commissioner”
appears.

G. “Contractual obligation” means an obligation under a policy or contract or certificate under a group
policy or contract, or portion thereof for which coverage is provided under Section 3.

H. “Covered policy” means a policy or contract or portion of a policy or contract for which coverage is
provided under Section 3.

I. “Extra-contractual claims” shall include, for example, claims relating to bad faith in the payment of
claims, punitive or exemplary damages or attorneys' fees and costs.

J. “Impaired insurer” means a member insurer which, after the effective date of this Act, is not an insolvent
insurer, and is placed under an order of rehabilitation or conservation by a court of competent jurisdiction.

K. “Insolvent insurer” means a member insurer which after the effective date of this Act, is placed under an
order of liquidation by a court of competent jurisdiction with a finding of insolvency.

L. “Member insurer” means an insurer licensed or that holds a certificate of authority to transact in this
State any kind of insurance for which coverage is provided under Section 3, and includes an insurer whose li-
cense or certificate of authority in this State may have been suspended, revoked, not renewed or voluntarily
withdrawn, but does not include:

(1) A hospital or medical service organization, whether profit or non-profit;
(2) A health maintenance organization;
(3) A fraternal benefit society;
(4) A mandatory State pooling plan;
(5) A mutual assessment company or other person that operates on an assessment basis;
(6) An insurance exchange;
(7) An organization that has a certificate or license limited to the issuance of charitable gift annuities un-

der [insert the appropriate section of the State code]; or
(8) An entity similar to any of the above.

M. “Moody's Corporate Bond Yield Average” means the Monthly Average Corporates as published by
Moody's Investors Service, Inc., or any successor thereto.

N. “Owner” of a policy or contract and “policy owner” and “contract owner” mean the person who is identi-
fied as the legal owner under the terms of the policy or contract or who is otherwise vested with legal title to
the policy or contract through a valid assignment completed in accordance with the terms of the policy or con-
tract and properly recorded as the owner on the books of the insurer. The terms owner, contract owner and
policy owner do not include persons with a mere beneficial interest in a policy or contract.

O. “Person” means an individual, corporation, limited liability company, partnership, association, govern-
mental body or entity or voluntary organization.

P. “Plan sponsor” means:
(1) The employer in the case of a benefit plan established or maintained by a single employer;
(2) The employee organization in the case of a benefit plan established or maintained by an employee or-

ganization; or
(3) In a case of a benefit plan established or maintained by two (2) or more employers or jointly by one or

more employers and one or more employee organizations, the association, committee, joint board of trust-
ees, or other similar group of representatives of the parties who establish or maintain the benefit plan.
Q. “Premiums” means amounts or considerations (by whatever name called) received on covered policies or
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contracts less returned premiums, considerations and deposits and less dividends and experience credits.
“Premiums” does not include amounts or considerations received for policies or contracts or for the portions
of policies or contracts for which coverage is not provided under Section 3B except that assessable premium
shall not be reduced on account of Sections 3B(2)(c) relating to interest limitations and 3C(2) relating to limit-
ations with respect to one individual, one participant and one contract owner. “Premiums” shall not include:

(1) Premiums in excess of $5,000,000 on an unallocated annuity contract not issued under a governmental
retirement benefit plan (or its trustee) established under Section 401, 403(b) or 457 of the United States In-
ternal Revenue Code, or

(2) With respect to multiple non-group policies of life insurance owned by one owner, whether the policy
owner is an individual, firm, corporation or other person, and whether the persons insured are officers, man-
agers, employees or other persons, premiums in excess of $5,000,000 with respect to these policies or con-
tracts, regardless of the number of policies or contracts held by the owner.
R. (1) “Principal place of business” of a plan sponsor or a person other than a natural person means the

single State in which the natural persons who establish policy for the direction, control and coordination of the
operations of the entity as a whole primarily exercise that function, determined by the Association in its reas-
onable judgment by considering the following factors:

(a) The State in which the primary executive and administrative headquarters of the entity is located;
(b) The State in which the principal office of the chief executive officer of the entity is located;
(c) The State in which the board of directors (or similar governing person or persons) of the entity con-

ducts the majority of its meetings;
(d) The State in which the executive or management committee of the board of directors (or similar

governing person or persons) of the entity conducts the majority of its meetings;
(e) The State from which the management of the overall operations of the entity is directed; and
(f) In the case of a benefit plan sponsored by affiliated companies comprising a consolidated corpora-

tion, the State in which the holding company or controlling affiliate has its principal place of business as
determined using the above factors.

However, in the case of a plan sponsor, if more than fifty percent (50%) of the participants in the bene-
fit plan are employed in a single State, that State shall be deemed to be the principal place of business of
the plan sponsor.
(2) The principal place of business of a plan sponsor of a benefit plan described in Subsection P(3) of this

section shall be deemed to be the principal place of business of the association, committee, joint board of
trustees or other similar group of representatives of the parties who establish or maintain the benefit plan
that, in lieu of a specific or clear designation of a principal place of business, shall be deemed to be the prin-
cipal place of business of the employer or employee organization that has the largest investment in the bene-
fit plan in question.
S. “Receivership court” means the court in the insolvent or impaired insurer's State having jurisdiction over

the conservation, rehabilitation or liquidation of the insurer.
T. “Resident” means a person to whom a contractual obligation is owed and who resides in this State on the

date of entry of a court order that determines a member insurer to be an impaired insurer or a court order that
determines a member insurer to be an insolvent insurer, whichever occurs first. A person may be a resident of
only one State, which in the case of a person other than a natural person shall be its principal place of busi-
ness. Citizens of the United States that are either (i) residents of foreign countries, or (ii) residents of United
States possessions, territories or protectorates that do not have an association similar to the Association cre-
ated by this Act, shall be deemed residents of the State of domicile of the insurer that issued the policies or
contracts.
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U. “Structured settlement annuity” means an annuity purchased in order to fund periodic payments for a
plaintiff or other claimant in payment for or with respect to personal injury suffered by the plaintiff or other
claimant.

V. “State” means a State, the District of Columbia, Puerto Rico, and a United States possession, territory or
protectorate.

W. “Supplemental contract” means a written agreement entered into for the distribution of proceeds under a
life, health or annuity policy or contract.

X. “Unallocated annuity contract” means an annuity contract or group annuity certificate which is not issued
to and owned by an individual, except to the extent of any annuity benefits guaranteed to an individual by an
insurer under the contract or certificate.

Each State will wish to examine its own statutes to determine whether these definitions are applicable and to
determine whether some should be deleted and others added.

Section 6. Creation of the Association

A. There is created a nonprofit legal entity to be known as the [State] Life and Health Insurance Guaranty
Association. All member insurers shall be and remain members of the Association as a condition of their au-
thority to transact insurance in this State. The Association shall perform its functions under the plan of opera-
tion established and approved under Section 10 and shall exercise its powers through a board of directors es-
tablished under Section 7. For purposes of administration and assessment, the Association shall maintain two
(2) accounts:

(1) The life insurance and annuity account which includes the following subaccounts:
(a) Life insurance account;
(b) Annuity account which shall include annuity contracts owned by a governmental retirement plan (or

its trustee) established under Section 401, 403(b) or 457 of the United States Internal Revenue Code, but
shall otherwise exclude unallocated annuities; and

(c) Unallocated annuity account, which shall exclude contracts owned by a governmental retirement be-
nefit plan (or its trustee) established under Section 401, 403(b) or 457 of the United States Internal Reven-
ue Code.
(2) The health insurance account.

B. The Association shall come under the immediate supervision of the commissioner and shall be subject to
the applicable provisions of the insurance laws of this State. Meetings or records of the Association may be
opened to the public upon majority vote of the board of directors of the Association.

Section 7. Board of Directors

A. The board of directors of the Association shall consist of not less than five (5) nor more than nine (9)
member insurers serving terms as established in the plan of operation. The insurer members of the board shall
be selected by member insurers subject to the approval of the commissioner. In addition, two (2) persons who
must be public representatives shall be appointed by the commissioner to the board of directors. A “public
representative” may not be an officer, director or employee of an insurance company or any person engaged in
the business of insurance.

Vacancies on the board shall be filled for the remaining period of the term by a majority vote of the re-
maining board members, for member insurers subject to the approval of the commissioner, and by the com-
missioner for public representatives. To select the initial board of directors, and initially organize the Asso-
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ciation, the commissioner shall give notice to all member insurers of the time and place of the organization-
al meeting. In determining voting rights at the organizational meeting each member insurer shall be entitled
to one vote in person or by proxy. If the board of directors is not selected within sixty (60) days after notice
of the organizational meeting, the commissioner may appoint the initial insurer members in addition to the
public representatives.
B. In approving selections or in appointing members to the board, the commissioner shall consider, among

other things, whether all member insurers are fairly represented.
C. Members of the board may be reimbursed from the assets of the Association for expenses incurred by

them as members of the board of directors but members of the board shall not otherwise be compensated by
the Association for their services.

Drafting Note: Subsection A provides that the number and term of the members of the board of directors shall
be determined in the plan of operation. To avoid problems in initially selecting the board, this section includes a
provision for a start-up meeting which will be called by the commissioner. To determine voting rights at the or-
ganizational meeting each member would have one vote. Thereafter the plan of operation will establish the vot-
ing procedures, by-laws, etc. governing the conduct of the Association. States that are amending an existing stat-
ute should provide for a continuation of the board.

Section 8. Powers and Duties of the Association

A. If a member insurer is an impaired insurer, the Association may, in its discretion, and subject to any con-
ditions imposed by the Association that do not impair the contractual obligations of the impaired insurer and
that are approved by the commissioner:

(1) Guarantee, assume or reinsure, or cause to be guaranteed, assumed, or reinsured, any or all of the
policies or contracts of the impaired insurer; or

(2) Provide such monies, pledges, loans, notes, guarantees or other means as are proper to effectuate Para-
graph (1) and assure payment of the contractual obligations of the impaired insurer pending action under
Paragraph (1).
B. If a member insurer is an insolvent insurer, the Association shall, in its discretion, either:

(1) (a) (i) Guaranty, assume or reinsure, or cause to be guaranteed, assumed or reinsured, the policies
or contracts of the insolvent insurer; or(ii) Assure payment of the contractual obligations of the insolv-
ent insurer; and
(b) Provide monies, pledges, loans, notes, guarantees, or other means reasonably necessary to discharge

the Association's duties; or
(2) Provide benefits and coverages in accordance with the following provisions:

(a) With respect to life and health insurance policies and annuities, assure payment of benefits for
premiums identical to the premiums and benefits (except for terms of conversion and renewability) that
would have been payable under the policies or contracts of the insolvent insurer, for claims incurred:(i)
With respect to group policies and contracts, not later than the earlier of the next renewal date under
those policies or contracts or forty-five (45) days, but in no event less than thirty (30) days, after the
date on which the Association becomes obligated with respect to the policies and contracts;(ii) With re-
spect to non-group policies, contracts, and annuities not later than the earlier of the next renewal date (if
any) under the policies or contracts or one year, but in no event less than thirty (30) days, from the date
on which the Association becomes obligated with respect to the policies or contracts;
(b) Make diligent efforts to provide all known insureds or annuitants (for non-group policies and con-

tracts), or group policy owners with respect to group policies and contracts, thirty (30) days notice of the

© 2013 Thomson Reuters. No Claim to Orig. US Gov. Works.

Page 11 of 37

8/28/2013http://web2.westlaw.com/print/printstream.aspx?rs=WLW13.07&utid=%7b1E749F6F-CD...



NAIC 520-1 Page 12

(Cite as: NAIC 520-1, 20XXWL 8342896 ())

termination (pursuant to Subparagraph (a) of this paragraph) of the benefits provided;
(c) With respect to non-group life and health insurance policies and annuities covered by the Associ-

ation, make available to each known insured or annuitant, or owner if other than the insured or annuitant,
and with respect to an individual formerly insured or formerly an annuitant under a group policy who is
not eligible for replacement group coverage, make available substitute coverage on an individual basis in
accordance with the provisions of Subparagraph (d), if the insureds or annuitants had a right under law or
the terminated policy or annuity to convert coverage to individual coverage or to continue an individual
policy or annuity in force until a specified age or for a specified time, during which the insurer had no
right unilaterally to make changes in any provision of the policy or annuity or had a right only to make
changes in premium by class:

(d) (i) In providing the substitute coverage required under Subparagraph (c), the Association may of-
fer either to reissue the terminated coverage or to issue an alternative policy;(ii) Alternative or reissued
policies shall be offered without requiring evidence of insurability, and shall not provide for any wait-
ing period or exclusion that would not have applied under the terminated policy;(iii) The Association
may reinsure any alternative or reissued policy.

(e) (i) Alternative policies adopted by the Association shall be subject to the approval of the domicili-
ary insurance commissioner and the receivership court. The Association may adopt alternative policies
of various types for future issuance without regard to any particular impairment or insolvency.(ii) Al-
ternative policies shall contain at least the minimum statutory provisions required in this State and
provide benefits that shall not be unreasonable in relation to the premium charged. The Association
shall set the premium in accordance with a table of rates that it shall adopt. The premium shall reflect
the amount of insurance to be provided and the age and class of risk of each insured, but shall not re-
flect any changes in the health of the insured after the original policy was last underwritten.(iii) Any al-
ternative policy issued by the Association shall provide coverage of a type similar to that of the policy
issued by the impaired or insolvent insurer, as determined by the Association.
(f) If the Association elects to reissue terminated coverage at a premium rate different from that charged

under the terminated policy, the premium shall be set by the Association in accordance with the amount of
insurance provided and the age and class of risk, subject to approval of the domiciliary insurance commis-
sioner and the receivership court;

(g) The Association's obligations with respect to coverage under any policy of the impaired or insolvent
insurer or under any reissued or alternative policy shall cease on the date the coverage or policy is re-
placed by another similar policy by the policy owner, the insured or the Association;

(h) When proceeding under this Subsection B(2) with respect to a policy or contract carrying guaran-
teed minimum interest rates, the Association shall assure the payment or crediting of a rate of interest
consistent with Section 3B(2)(c).

C. Nonpayment of premiums within thirty-one (31) days after the date required under the terms of any guar-
anteed, assumed, alternative or reissued policy or contract or substitute coverage shall terminate the Associ-
ation's obligations under the policy or coverage under this Act with respect to the policy or coverage, except
with respect to any claims incurred or any net cash surrender value which may be due in accordance with the
provisions of this Act.

D. Premiums due for coverage after entry of an order of liquidation of an insolvent insurer shall belong to
and be payable at the direction of the Association. If the liquidator of an insolvent insurer requests, the Asso-
ciation shall provide a report to the liquidator regarding such premium collected by the Association. The As-
sociation shall be liable for unearned premiums due to policy or contract owners arising after the entry of the
order.
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E. The protection provided by this Act shall not apply where any guaranty protection is provided to resid-
ents of this State by the laws of the domiciliary State or jurisdiction of the impaired or insolvent insurer other
than this State.

F. In carrying out its duties under Subsection B, the Association may:
(1) Subject to approval by a court in this State, impose permanent policy or contract liens in connection

with a guarantee, assumption or reinsurance agreement, if the Association finds that the amounts which can
be assessed under this Act are less than the amounts needed to assure full and prompt performance of the
Association's duties under this Act, or that the economic or financial conditions as they affect member in-
surers are sufficiently adverse to render the imposition of such permanent policy or contract liens, to be in
the public interest;

(2) Subject to approval by a court in this State, impose temporary moratoriums or liens on payments of
cash values and policy loans, or any other right to withdraw funds held in conjunction with policies or con-
tracts, in addition to any contractual provisions for deferral of cash or policy loan value. In addition, in the
event of a temporary moratorium or moratorium charge imposed by the receivership court on payment of
cash values or policy loans, or on any other right to withdraw funds held in conjunction with policies or
contracts, out of the assets of the impaired or insolvent insurer, the Association may defer the payment of
cash values, policy loans or other rights by the Association for the period of the moratorium or moratorium
charge imposed by the receivership court, except for claims covered by the Association to be paid in accord-
ance with a hardship procedure established by the liquidator or rehabilitator and approved by the receiver-
ship court.
G. A deposit in this State, held pursuant to law or required by the commissioner for the benefit of creditors,

including policy owners, not turned over to the domiciliary liquidator upon the entry of a final order of liquid-
ation or order approving a rehabilitation plan of an insurer domiciled in this State or in a reciprocal State, pur-
suant to [insert citation to this State's law dealing with the handling of special deposits] shall be promptly paid
to the Association. The Association shall be entitled to retain a portion of any amount so paid to it equal to the
percentage determined by dividing the aggregate amount of policy owners claims related to that insolvency for
which the Association has provided statutory benefits by the aggregate amount of all policy owners' claims in
this State related to that insolvency and shall remit to the domiciliary receiver the amount so paid to the Asso-
ciation less the amount retained pursuant to this subsection. Any amount so paid to the Association and re-
tained by it shall be treated as a distribution of estate assets pursuant to applicable State receivership law deal-
ing with early access disbursements.

H. If the Association fails to act within a reasonable period of time with respect to an insolvent insurer, as
provided in Subsection B of this section, the commissioner shall have the powers and duties of the Association
under this Act with respect to the insolvent insurer.

I. The Association may render assistance and advice to the commissioner, upon the commissioner's request,
concerning rehabilitation, payment of claims, continuance of coverage, or the performance of other contractu-
al obligations of an impaired or insolvent insurer.

J. The Association shall have standing to appear or intervene before a court or agency in this State with jur-
isdiction over an impaired or insolvent insurer concerning which the Association is or may become obligated
under this Act or with jurisdiction over any person or property against which the Association may have rights
through subrogation or otherwise. Standing shall extend to all matters germane to the powers and duties of the
Association, including, but not limited to, proposals for reinsuring, modifying or guaranteeing the policies or
contracts of the impaired or insolvent insurer and the determination of the policies or contracts and contractual
obligations. The Association shall also have the right to appear or intervene before a court or agency in anoth-
er State with jurisdiction over an impaired or insolvent insurer for which the Association is or may become
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obligated or with jurisdiction over any person or property against whom the Association may have rights
through subrogation or otherwise.

K. (1) A person receiving benefits under this Act shall be deemed to have assigned the rights under, and any
causes of action against any person for losses arising under, resulting from or otherwise relating to, the
covered policy or contract to the Association to the extent of the benefits received because of this Act, wheth-
er the benefits are payments of or on account of contractual obligations, continuation of coverage or provision
of substitute or alternative coverages. The Association may require an assignment to it of such rights and
cause of action by any payee, policy or contract owner, beneficiary, insured or annuitant as a condition pre-
cedent to the receipt of any right or benefits conferred by this Act upon the person.

(2) The subrogation rights of the Association under this subsection shall have the same priority against the
assets of the impaired or insolvent insurer as that possessed by the person entitled to receive benefits under
this Act.

(3) In addition to Paragraphs (1) and (2) above, the Association shall have all common law rights of sub-
rogation and any other equitable or legal remedy that would have been available to the impaired or insolvent
insurer or owner, beneficiary or payee of a policy or contract with respect to the policy or contracts
(including without limitation, in the case of a structured settlement annuity, any rights of the owner, benefi-
ciary or payee of the annuity, to the extent of benefits received pursuant to this Act, against a person origin-
ally or by succession responsible for the losses arising from the personal injury relating to the annuity or
payment therefor), excepting any such person responsible solely by reason of serving as an assignee in re-
spect of a qualified assignment under Internal Revenue Code Section 130).

(4) If the preceding provisions of this subsection are invalid or ineffective with respect to any person or
claim for any reason, the amount payable by the Association with respect to the related covered obligations
shall be reduced by the amount realized by any other person with respect to the person or claim that is at-
tributable to the policies (or portion thereof) covered by the Association.

(5) If the Association has provided benefits with respect to a covered obligation and a person recovers
amounts as to which the Association has rights as described in the preceding paragraphs of this subsection,
the person shall pay to the Association the portion of the recovery attributable to the policies (or portion
thereof) covered by the Association.
L. In addition to the rights and powers elsewhere in this Act, the Association may:

(1) Enter into such contracts as are necessary or proper to carry out the provisions and purposes of this Act;
(2) Sue or be sued, including taking any legal actions necessary or proper to recover any unpaid assess-

ments under Section 9 and to settle claims or potential claims against it;
(3) Borrow money to effect the purposes of this Act; any notes or other evidence of indebtedness of the

Association not in default shall be legal investments for domestic insurers and may be carried as admitted assets;
(4) Employ or retain such persons as are necessary or appropriate to handle the financial transactions of

the Association, and to perform such other functions as become necessary or proper under this Act;
(5) Take such legal action as may be necessary or appropriate to avoid or recover payment of improper claims;
(6) Exercise, for the purposes of this Act and to the extent approved by the commissioner, the powers of a

domestic life or health insurer, but in no case may the Association issue insurance policies or annuity con-
tracts other than those issued to perform its obligations under this Act;

(7) Organize itself as a corporation or in other legal form permitted by the laws of the State;
(8) Request information from a person seeking coverage from the Association in order to aid the Associ-
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ation in determining its obligations under this Act with respect to the person, and the person shall promptly
comply with the request; and

(9) Take other necessary or appropriate action to discharge its duties and obligations under this Act or to
exercise its powers under this Act.
M. The Association may join an organization of one or more other State associations of similar purposes, to

further the purposes and administer the powers and duties of the Association.
N. (1) (a) At any time within one hundred eighty (180) days of the date of the order of liquidation, the Asso-

ciation may elect to succeed to the rights and obligations of the ceding member insurer that relate to policies
or annuities covered, in whole or in part, by the Association, in each case under any one or more reinsurance
contracts entered into by the insolvent insurer and its reinsurers and selected by the Association. Any such as-
sumption shall be effective as of the date of the order of liquidation. The election shall be effected by the As-
sociation or the National Organization of Life and Health Insurance Guaranty Associations (NOLHGA) on its
behalf sending written notice, return receipt requested, to the affected reinsurers.

(b) To facilitate the earliest practicable decision about whether to assume any of the contracts of rein-
surance, and in order to protect the financial position of the estate, the receiver and each reinsurer of the
ceding member insurer shall make available upon request to the Association or to NOLHGA on its behalf
as soon as possible after commencement of formal delinquency proceedings (i) copies of in-force con-
tracts of reinsurance and all related files and records relevant to the determination of whether such con-
tracts should be assumed, and (ii) notices of any defaults under the reinsurance contacts or any known
event or condition which with the passage of time could become a default under the reinsurance contracts.

(c) The following Subparagraphs (i) through (iv) shall apply to reinsurance contracts so assumed by
the Association:(i) The Association shall be responsible for all unpaid premiums due under the reinsur-
ance contracts for periods both before and after the date of the order of liquidation, and shall be re-
sponsible for the performance of all other obligations to be performed after the date of the order of li-
quidation, in each case which relate to policies or annuities covered, in whole or in part, by the Associ-
ation. The Association may charge policies or annuities covered in part by the Association, through
reasonable allocation methods, the costs for reinsurance in excess of the obligations of the Association
and shall provide notice and an accounting of these charges to the liquidator;(ii) The Association shall
be entitled to any amounts payable by the reinsurer under the reinsurance contracts with respect to
losses or events that occur in periods after the date of the order of liquidation and that relate to policies
or annuities covered, in whole or in part, by the Association, provided that, upon receipt of any such
amounts, the Association shall be obliged to pay to the beneficiary under the policy or annuity on ac-
count of which the amounts were paid a portion of the amount equal to the lesser of:(A) The amount re-
ceived by the Association; and(B) The excess ofthe amount received by the Association over the
amount equal to the benefits paid by the Association on account of the policy or annuity less the reten-
tion of the insurer applicable to the loss or event.(iii) Within thirty (30) days following the Association's
election (the “election date”), the Association and each reinsurer under contracts assumed by the Asso-
ciation shall calculate the net balance due to or from the Association under each reinsurance contract as
of the election date with respect to policies or annuities covered, in whole or in part, by the Association,
which calculation shall give full credit to all items paid by either the insurer or its receiver or the rein-
surer prior to the election date. The reinsurer shall pay the receiver any amounts due for losses or events
prior to the date of the order of liquidation, subject to any set-off for premiums unpaid for periods prior
to the date, and the Association or reinsurer shall pay any remaining balance due the other, in each case
within five (5) days of the completion of the aforementioned calculation. Any disputes over the
amounts due to either the Association or the reinsurer shall be resolved by arbitration pursuant to the
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terms of the affected reinsurance contracts or, if the contract contains no arbitration clause, as otherwise
provided by law. If the receiver has received any amounts due the Association pursuant to Subpara-
graph (c)(ii) of this Paragraph (1), the receiver shall remit the same to the Association as promptly as
practicable.(iv) If the Association or receiver, on the Association's behalf, within sixty (60) days of the
election date, pays the unpaid premiums due for periods both before and after the election date that re-
late to policies or annuities covered, in whole or in part, by the Association, the reinsurer shall not be
entitled to terminate the reinsurance contracts for failure to pay premium insofar as the reinsurance con-
tracts relate to policies or annuities covered, in whole or in part, by the Association, and shall not be en-
titled to set off any unpaid amounts due under other contracts, or unpaid amounts due from parties other
than the Association, against amounts due the Association.

(2) During the period from the date of the order of liquidation until the election date (or, if the election
date does not occur, until one hundred eighty (180) days after the date of the order of liquidation),

(a) (i) Neither the Association nor the reinsurer shall have any rights or obligations under reinsurance
contracts that the Association has the right to assume under Subsection (1), whether for periods prior to
or after the date of the order of liquidation; and(ii) The reinsurer, the receiver and the Association shall,
to the extent practicable, provide each other data and records reasonably requested;
(b) Provided that once the Association has elected to assume a reinsurance contract, the parties' rights

and obligations shall be governed by Subsection (1).
(3) If the Association does not elect to assume a reinsurance contract by the election date pursuant to Sub-

section (1), the Association shall have no rights or obligations, in each case for periods both before and after
the date of the order of liquidation, with respect to the reinsurance contract.

(4) When policies or annuities, or covered obligations with respect thereto, are transferred to an assuming
insurer, reinsurance on the policies or annuities may also be transferred by the Association, in the case of
contracts assumed under Subsection (1), subject to the following:

(a) Unless the reinsurer and the assuming insurer agree otherwise, the reinsurance contract transferred
shall not cover any new policies of insurance or annuities in addition to those transferred;

(b) The obligations described in Subsection (1) of this Section shall no longer applywith respect to mat-
ters arising after the effective date of the transfer; and

(c) Notice shall be given in writing, return receipt requested, by the transferring party to the affected re-
insurer not less than thirty (30) days prior to the effective date of the transfer.
(5) The provisions of this Section N shall supersede the provisions of any law State or of any affected re-

insurance contract that provides for or requires any payment of reinsurance proceeds, on account of losses
or events that occur in periods after the date of the order of liquidation, to the receiver of the insolvent in-
surer or any other person. The receiver, shall remain entitled to any amounts payable by the reinsurer under
the reinsurance contracts with respect to losses or events that occur in periods prior to the date of the order
of liquidation, subject to applicable setoff provisions.

(6) Except as otherwise provided in this section, nothing in this Section N shall alter or modify the terms
and conditions of any reinsurance contract. Nothing in this section shall abrogate or limit any rights of any
reinsurer to claim that it is entitled to rescind a reinsurance contract. Nothing in this section shall give a
policyholder or beneficiary an independent cause of action against a reinsurer that is not otherwise set forth
in the reinsurance contract. Nothing in this section shall limit or affect the Association's rights as a creditor
of the estate against the assets of the estate. Nothing in this section shall apply to reinsurance agreements
covering property or casualty risks.
O. The Board of Directors of the Association shall have discretion and may exercise reasonable business

judgment to determine the means by which the Association is to provide the benefits of this Act in an econom-

© 2013 Thomson Reuters. No Claim to Orig. US Gov. Works.

Page 16 of 37

8/28/2013http://web2.westlaw.com/print/printstream.aspx?rs=WLW13.07&utid=%7b1E749F6F-CD...



NAIC 520-1 Page 17

(Cite as: NAIC 520-1, 20XXWL 8342896 ())

ical and efficient manner.
P. Where the Association has arranged or offered to provide the benefits of this Act to a covered person un-

der a plan or arrangement that fulfills the Association's obligations under this Act, the person shall not be en-
titled to benefits from the Association in addition to or other than those provided under the plan or arrange- ment.

Q. Venue in a suit against the Association arising under the Act shall be in [insert name of county] County.
The Association shall not be required to give an appeal bond in an appeal that relates to a cause of action
arising under this Act.

Drafting Note: Along with Section 3, this section is a key to the specific responsibilities of the Association
toward covered persons. That responsibility varies by type of policy or contract involved.

The Association is primarily intended to act after the entry of an order of liquidation with the finding of in-
solvency against a member insurer. However, the Association may act (Section 8A) in the case of an impaired
member insurer to guarantee, assume or reinsure any or all policies or otherwise provide money to the member
insurer.

Section 8B details the main role of the Association in the instance of an order of liquidation against an insolv-
ent member insurer. The responsibilities of the Association vary depending on the kind of coverage and type of
policy— group or individual. The Association may offer alternative policies or change the premiums or benefits
of existing contracts. “New contracts” shall be offered without new underwriting and with coverage for most ex-
isting conditions. In order to facilitate the sale of blocks of business for which the Association is responsible, the
cooperation of the domestic receiver will be necessary. Each State should review its receivership statutes to
make sure that such sales by the Association are permitted and that the receiver will act to accomplish this.

Subsection F relates to the imposition of policy and contract liens, moratoriums, etc. These are devices which
have been used in the past in connection with continuation of the insolvent insurer's coverage. Since, by defini-
tion, the assets of the insolvent insurer were not adequate to support its contractual obligations, liens were used
to reduce those obligations to a level where the assets would be adequate. However, in the past there was no
means to infuse additional funds where needed to make whole policy owners, insureds, and beneficiaries. The
purpose of the model act is to provide timely payment and protect against losses due to an insolvency, by
providing prompt fulfillment of insurance benefits to the extent of the Association's obligations under this Act.
To the extent that liens and moratoriums are sanctioned, the model act retreats from this principle.

On the one hand, it can be argued that if liens and moratoriums cannot be used, there will be a run on the as-
sets of the impaired or insolvent company. In the past this seems to have been true. However, unlike the past, the
performance of the insurer's contractual obligations would be guaranteed.

Also, the standard nonforfeiture laws provide that an insurer in its policies shall reserve the right to defer the
payment of cash values for a period of six months after demand therefor with surrender of the policy. Similarly,
it is common to require an insurer to reserve for a period of six months the right to defer the granting of any
policy loan (other than to pay premiums). For those various reasons, the model act does not encourage the use of
liens and moratoriums in ordinary situations.

On the other hand, in periods of severe liquidity problems and economic stress, perhaps of even catastrophic
proportions, such devices may become essential. While the model bill concentrates on the protection of those to
whom the impaired or insolvent insurer has a contractual obligation, the impact of assessments on the policy-
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holders of assessed companies is also an important consideration (e.g., significant sales of depressed value assets
in a tight money market). Consequently Subsection F(1) authorizes the Association to cause to be imposed liens
and moratoriums (or other similar means):

1. If the Court finds that the amounts assessable are less than what is needed, or that the economic or financial
conditions as they affect member insurers are sufficiently adverse to render the use of such tools in the public in-
terest; and

2. The Court approves the use of the specific lien, moratorium, etc.

This provides a highly flexible mechanism while at the same time it avoids impairing the contractual obliga-
tions of the impaired or insolvent insurer as a routine matter under ordinary economic and financial conditions.
The provision also recognizes that while contractual rights of policy owners may not constitutionally be im-
paired, when the impaired or insolvent insurer's obligation under the contract is assumed by another insurer the
policy owner has two options. The policy owner may accept the new contract with such liens or moratoriums as
permitted by the court, or accept such pro rata payment as is available from the estate of the insolvent insurer.

Furthermore, to provide added flexibility in a temporary situation (e.g., run on assets), Subsection F(2)
provides for temporary moratoriums or liens on payment of cash values and policy loans, but not on the payment
of other benefits, with the Court's approval.

Subsection J, to enable the Association to protect its interest and the best interests of the policyholders in the
handling of an impairment or insolvency, provides that the Association shall have standing to appear in courts
with jurisdiction over an insolvent insurer and such standing will extend to any matters concerning the duties of
the Association.

Subsection M explicitly recognizes that prompt and efficient discharge of the Association's obligations will be
greatly facilitated, especially in multistate insolvencies by acting in concert through the National Organization
of Life and Health Insurance Guaranty Associations (NOLHGA) to develop and, where appropriate, carry out
coordinated plans.

Section 8N has been revised to conform to the provisions of Section 612 of the Insurer Receivership Model
Act. Section 612 represents a compromise among receivers, reinsurers and guaranty associations regarding rein-
surance of life and health insurance contracts. The revisions of Section 8N are intended to preserve that com-
promise in this Act insofar as the Association is concerned.

R. In carrying out its duties in connection with guaranteeing, assuming or reinsuring policies or contracts
under Subsections A or B, the Association may, subject to approval of the receivership court, issue substitute
coverage for a policy or contract that provides an interest rate, crediting rate or similar factor determined by
use of an index or other external reference stated in the policy or contract employed in calculating returns or
changes in value by issuing an alternative policy or contract in accordance with the following provisions:

(1) In lieu of the index or other external reference provided for in the original policy or contract, the al-
ternative policy or contract provides for (i) a fixed interest rate or (ii) payment of dividends with minimum
guarantees or (iii) a different method for calculating interest or changes in value;

(2) There is no requirement for evidence of insurability, waiting period or other exclusion that would not
have applied under the replaced policy or contract, and;

(3) The alternative policy or contract is substantially similar to the replaced policy or contract in all other
material terms.
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Section 9. Assessments

A. For the purpose of providing the funds necessary to carry out the powers and duties of the Association,
the board of directors shall assess the member insurers, separately for each account, at such time and for such
amounts as the board finds necessary. Assessments shall be due not less than thirty (30) days after prior writ-
ten notice to the member insurers and shall accrue interest at [insert amount] percent per annum on and after
the due date.

B. There shall be two (2) classes of assessments, as follows:
(1) Class A assessments shall be authorized and called for the purpose of meeting administrative and legal

costs and other expenses. Class A assessments may be authorized and called whether or not related to a par-
ticular impaired or insolvent insurer.

(2) Class B assessments shall be authorized and called to the extent necessary to carry out the powers and
duties of the Association under Section 8 with regard to an impaired or an insolvent insurer.
C. (1) The amount of a Class A assessment shall be determined by the board and may be authorized and

called on a pro rata or non-pro rata basis. If pro rata, the board may provide that it be credited against future
Class B assessments. The total of all non-pro rata assessments shall not exceed $300 per member insurer in
any one calendar year. The amount of a Class B assessment shall be allocated for assessment purposes among
the accounts pursuant to an allocation formula which may be based on the premiums or reserves of the im-
paired or insolvent insurer or any other standard deemed by the board in its sole discretion as being fair and
reasonable under the circumstances.

(2) Class B assessments against member insurers for each account and subaccount shall be in the propor-
tion that the premiums received on business in this State by each assessed member insurer on policies or
contracts covered by each account for the three (3) most recent calendar years for which information is
available preceding the year in which the insurer became insolvent (or, in the case of an assessment with re-
spect to an impaired insurer, the three (3) most recent calendar years for which information is available pre-
ceding the year in which the insurer became impaired) bears to premiums received on business in this State
for those calendar years by all assessed member insurers.

(3) Assessments for funds to meet the requirements of the Association with respect to an impaired or in-
solvent insurer shall not be authorized or called until necessary to implement the purposes of this Act. Clas-
sification of assessments under Subsection B and computation of assessments under this subsection shall be
made with a reasonable degree of accuracy, recognizing that exact determinations may not always be pos-
sible. The Association shall notify each member insurer of its anticipated pro rata share of an authorized as-
sessment not yet called within one hundred eighty (180) days after the assessment is authorized.
D. The Association may abate or defer, in whole or in part, the assessment of a member insurer if, in the

opinion of the board, payment of the assessment would endanger the ability of the member insurer to fulfill its
contractual obligations. In the event an assessment against a member insurer is abated, or deferred in whole or
in part, the amount by which the assessment is abated or deferred may be assessed against the other member
insurers in a manner consistent with the basis for assessments set forth in this section. Once the conditions that
caused a deferral have been removed or rectified, the member insurer shall pay all assessments that were de-
ferred pursuant to a repayment plan approved by the Association.

E. (1) (a) Subject to the provisions of Subparagraph (b) of this paragraph, the total of all assessments au-
thorized by the Association with respect to a member insurer for each subaccount of the life insurance and an-
nuity account and for the health account shall not in one calendar year exceed two percent (2%) of that mem-
ber insurer's average annual premiums received in this State on the policies and contracts covered by the sub-
account or account during the three (3) calendar years preceding the year in which the insurer became an im-
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paired or insolvent insurer.
(b) If two (2) or more assessments are authorized in one calendar year with respect to insurers that be-

come impaired or insolvent in different calendar years, the average annual premiums for purposes of the
aggregate assessment percentage limitation referenced in Subparagraph (a) of this paragraph shall be
equal and limited to the higher of the three-year average annual premiums for the applicable subaccount
or account as calculated pursuant to this section.

(c) If the maximum assessment, together with the other assets of the Association in an account, does not
provide in one year in either account an amount sufficient to carry out the responsibilities of the Associ-
ation, the necessary additional funds shall be assessed as soon thereafter as permitted by this Act.
(2) The board may provide in the plan of operation a method of allocating funds among claims, whether

relating to one or more impaired or insolvent insurers, when the maximum assessment will be insufficient to
cover anticipated claims.

(3) If the maximum assessment for a subaccount of the life and annuity account in one year does not
provide an amount sufficient to carry out the responsibilities of the Association, then pursuant to Subsection
C(2), the board shall access the other subaccounts of the life and annuity account for the necessary addition-
al amount, subject to the maximum stated in Paragraph (1) above.
F. The board may, by an equitable method as established in the plan of operation, refund to member in-

surers, in proportion to the contribution of each insurer to that account, the amount by which the assets of the
account exceed the amount the board finds is necessary to carry out during the coming year the obligations of
the Association with regard to that account, including assets accruing from assignment, subrogation, net real-
ized gains and income from investments. A reasonable amount may be retained in any account to provide
funds for the continuing expenses of the Association and for future losses claims.

G. It shall be proper for any member insurer, in determining its premium rates and policyowner dividends as
to any kind of insurance within the scope of this Act, to consider the amount reasonably necessary to meet its
assessment obligations under this Act.

H. The Association shall issue to each insurer paying an assessment under this Act, other than a Class A as-
sessment, a certificate of contribution, in a form prescribed by the commissioner, for the amount of the assess-
ment so paid. All outstanding certificates shall be of equal dignity and priority without reference to amounts
or dates of issue. A certificate of contribution may be shown by the insurer in its financial statement as an as-
set in such form and for such amount, if any, and period of time as the commissioner may approve.

I. (1) A member insurer that wishes to protest all or part of an assessment shall pay when due the full
amount of the assessment as set forth in the notice provided by the Association. The payment shall be avail-
able to meet Association obligations during the pendency of the protest or any subsequent appeal. Payment
shall be accompanied by a statement in writing that the payment is made under protest and setting forth a brief
statement of the grounds for the protest.

(2) Within sixty (60) days following the payment of an assessment under protest by a member insurer, the
Association shall notify the member insurer in writing of its determination with respect to the protest unless
the Association notifies the member insurer that additional time is required to resolve the issues raised by
the protest.

(3) Within thirty (30) days after a final decision has been made, the Association shall notify the protesting
member insurer in writing of that final decision. Within sixty (60) days of receipt of notice of the final de-
cision, the protesting member insurer may appeal that final action to the commissioner.

(4) In the alternative to rendering a final decision with respect to a protest based on a question regarding
the assessment base, the Association may refer protests to the commissioner for a final decision, with or
without a recommendation from the Association.
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(5) If the protest or appeal on the assessment is upheld, the amount paid in error or excess shall be re-
turned to the member company. Interest on a refund due a protesting member shall be paid at the rate actu-
ally earned by the Association.
J. The Association may request information of member insurers in order to aid in the exercise of its power

under this section and member insurers shall promptly comply with a request.

Drafting Note: The Association is authorized to raise funds to fulfill its obligations under this Model Act with
respect to an impaired or insolvent insurer by assessing the member insurers on the basis of the premiums they
write in the State. This corresponds to the Association's liability which, in most cases, is limited to covered
policies of residents. This assessment system provides a base broad enough to meet fairly large demands on the
Association. Equally important, since it reflects the market share of each member in the State considered, it is an
equitable method of apportioning the burden of the assessments.

Subsection E provides some limitations on the amounts that can be assessed in a given year. The maximum as-
sessment per year may be varied from State to State depending on the size of the base and the concentration of
the business. The two percent (2%) maximum assessment per year should produce an adequate amount while at
the same time not impose an undue strain in any given year on the assessed companies and their policyowners.
The maximum is applied to the amount of assessments authorized in a given year, and not the amount called;
this allows the Association the flexibility to utilize current capacity for future obligations without collecting as-
sessments from the member insurers until required. The Model Act provides additional discretion and flexibility
for the Association in fulfilling its responsibilities by authorizing it to borrow funds that later can be paid out of
future assessments.

Subsection G provides that a member insurer may consider in its premium rates and dividend scale an amount
reasonably necessary to meet its assessment obligations. This makes it clear that the cost can be ultimately
passed on to the policy owners—i.e., to persons who enjoy the protection provided by the Act. Subsection H
provides that the Association shall issue to assessed insurers certificates of contribution in the amount levied.
The certificates may be carried by an insurer in its annual statement as an asset in such form, amount and period
as may be approved by the commissioner. By permitting the companies to carry these certificates as an asset, to
the extent of their estimated value, the impact on member insurers will be lessened.

Section 10. Plan of Operation

A. (1) The Association shall submit to the commissioner a plan of operation and any amendments thereto
necessary or suitable to assure the fair, reasonable and equitable administration of the Association. The plan of
operation and any amendments thereto shall become effective upon the commissioner's written approval or
unless it has not been disapproved within thirty (30) days.

(2) If the Association fails to submit a suitable plan of operation within 120 days following the effective
date of this Act or if at any time thereafter the Association fails to submit suitable amendments to the plan,
the commissioner shall, after notice and hearing, adopt and promulgate such reasonable rules as are neces-
sary or advisable to effectuate the provisions of this Act. The rules shall continue in force until modified by
the commissioner or superseded by a plan submitted by the Association and approved by the commissioner.
B. All member insurers shall comply with the plan of operation.
C. The plan of operation shall, in addition to requirements enumerated elsewhere in this Act:

(1) Establish procedures for handling the assets of the Association;
(2) Establish the amount and method of reimbursing members of the board of directors under Section 7;
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(3) Establish regular places and times for meetings including telephone conference calls of the board of
directors;

(4) Establish procedures for records to be kept of all financial transactions of the Association, its agents,
and the board of directors;

(5) Establish the procedures whereby selections for the board of directors will be made and submitted to
the commissioner;

(6) Establish any additional procedures for assessments under Section 9;
(7) Contain additional provisions necessary or proper for the execution of the powers and duties of the

Association;
(8) Establish procedures whereby a director may be removed for cause, including in the case where a

member insurer director becomes an impaired or insolvent insurer;
(9) Require the Board of Directors to establish a policy and procedures for addressing conflicts of in- terests.

D. The plan of operation may provide that any or all powers and duties of the Association, except those un-
der Section 8L(3) and Section 9, are delegated to a corporation, association or other organization which per-
forms or will perform functions similar to those of this Association, or its equivalent, in two (2) or more
States. Such a corporation, association, or organization shall be reimbursed for any payments made on behalf
of the Association and shall be paid for its performance of any function of the Association. A delegation under
this subsection shall take effect only with the approval of both the board of directors and the commissioner,
and may be made only to a corporation, association, or organization which extends protection not substantially
less favorable and effective than that provided by this Act.

Section 11. Duties and Powers of the Commissioner

In addition to the duties and powers enumerated elsewhere in this Act,
A. The commissioner shall:

(1) Upon request of the board of directors, provide the Association with a statement of the premiums in
this and any other appropriate States for each member insurer;

(2) When an impairment is declared and the amount of the impairment is determined, serve a demand
upon the impaired insurer to make good the impairment within a reasonable time; notice to the impaired in-
surer shall constitute notice to its shareholders, if any; the failure of the insurer to promptly comply with
such demand shall not excuse the Association from the performance of its powers and duties under this Act.
B. The commissioner may suspend or revoke, after notice and hearing, the certificate of authority to transact

insurance in this State of any member insurer which fails to pay an assessment when due or fails to comply
with the plan of operation. As an alternative the commissioner may levy a forfeiture on any member insurer
that fails to pay an assessment when due. The forfeiture shall not exceed five percent (5%) of the unpaid as-
sessment per month, but no forfeiture shall be less than $100 per month.

C. A final action of the board of directors or the Association may be appealed to the commissioner by a
member insurer if the appeal is taken within sixty (60) days of its receipt of notice of the final action being ap-
pealed. A final action or order of the commissioner shall be subject to judicial review in a court of competent
jurisdiction in accordance with the laws of this State that apply to the actions or orders of the commissioner.

D. The liquidator, rehabilitator or conservator of an impaired or insolvent insurer may notify all interested
persons of the effect of this Act.

Drafting Note: Subsection A(2) requires that the commissioner give notice of an impairment to the impaired
insurer, and hence to its stockholders, and serve a demand that the impairment be made good. If the company
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and stockholders fail to raise the necessary funds, this will be a factor bearing upon the stockholder's ownership
rights under Section 14E.

State Proceedings for the liquidation, rehabilitation or conservation of insurers present several difficulties that
both acts seek to solve. Briefly, the difficulties have two sources. First, in some States the liquidator, rehabilitat-
or or ancillary receiver maybe a person unfamiliar with insurance regulation. Inefficient administration of the
proceedings may result.

Second, the laws of more than one State may be applied to the proceedings, particularly regarding ownership
of assets and preferences for payment. The result is confusion and inequity in the collection and distribution of
the assets. The Insurers Rehabilitation and Liquidation Model Act and the Uniform Insurers Liquidation Act
meet the first source of problems by designating the insurance commissioner as the receiver of a domestic in-
surer or the ancillary receiver of a foreign insurer. To solve the problem of multiple laws and marshaling of as-
sets, both acts give the receiver title to the assets. The ancillary receiver is then required to forward all assets to
the receiver. Both acts also detail the laws under which preferences in the distribution of assets will be determ- ined.

In drafting this model guaranty bill, particular effort was made to avoid (to the extent possible) disrupting ex-
isting State liquidation and rehabilitation laws. However, each individual State may want to consider adopting
the Insurers Rehabilitation and Liquidation Model Act or the Uniform Insurers Liquidation Act, if it has not
already done so.

Section 12. Prevention of Insolvencies

To aid in the detection and prevention of insurer insolvencies or impairments,
A. It shall be the duty of the commissioner:

(1) To notify the commissioners of all the other States, territories of the United States and the District of
Columbia within thirty (30) days following the action taken or the date the action occurs, when the commis-
sioner takes any of the following actions against a member insurer:

(a) Revocation of license;
(b) Suspension of license; or
(c) Makes a formal order that the company restrict its premium writing, obtain additional contributions

to surplus, withdraw from the State, reinsure all or any part of its business, or increase capital, surplus, or
any other account for the security of policy owners or creditors.
(2) To report to the board of directors when the commissioner has taken any of the actions set forth in

Paragraph (1) or has received a report from any other commissioner indicating that any such action has been
taken in another State. The report to the board of directors shall contain all significant details of the action
taken or the report received from another commissioner.

(3) To report to the board of directors when the commissioner has reasonable cause to believe from an ex-
amination, whether completed or in process, of any member insurer that the insurer may be an impaired or
insolvent insurer.

(4) To furnish to the board of directors the NAIC Insurance Regulatory Information System (IRIS) ratios
and listings of companies not included in the ratios developed by the National Association of Insurance
commissioners, and the board may use the information contained therein in carrying out its duties and re-
sponsibilities under this section. The report and the information contained therein shall be kept confidential
by the board of directors until such time as made public by the commissioner or other lawful authority.
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B. The commissioner may seek the advice and recommendations of the board of directors concerning any
matter affecting the duties and responsibilities of the commissioner regarding the financial condition of mem-
ber insurers and companies seeking admission to transact insurance business in this State.

C. The board of directors may, upon majority vote, make reports and recommendations to the commissioner
upon any matter germane to the solvency, liquidation, rehabilitation or conservation of any member insurer or
germane to the solvency of any company seeking to do an insurance business in this State. The reports and re-
commendations shall not be considered public documents.

D. The board of directors may, upon majority vote, notify the commissioner of any information indicating a
member insurer may be an impaired or insolvent insurer.

E. The board of directors may, upon majority vote, make recommendations to the commissioner for the de-
tection and prevention of insurer insolvencies.

[Section 13. Credits for Assessments Paid (Tax Offsets)—OPTIONAL

A. A member insurer may offset against its [premium, franchise or income] tax liability to this State an as-
sessment described in Section 9H to the extent of twenty percent (20%) of the amount of the assessment for
each of the five (5) calendar years following the year in which the assessment was paid. In the event a member
insurer should cease doing business, all uncredited assessments may be credited against its [premium, fran-
chise, or income] tax liability for the year it ceases doing business.

B. Any sums that are acquired by refund, pursuant to Section 9F, from the Association by member insurers,
and that have been offset against [premium, franchise or income] taxes as provided in Subsection A above,
shall be paid by the insurers to this State in such manner as the tax authorities may require. The Association
shall notify the commissioner that refunds have been made.]

Drafting Note: Subsection A provides an offset against future premium, franchise or income taxes of assess-
ments, over a five-year period. The timing of the credit is dependent on the year the assessment is paid. It also
allows the member insurer to select the applicable tax (premium, franchise or income) against which the credit
may be applied and it permits member insurers going out of business to make use of the credit in their final year
of operations.

The NAIC model insolvency guaranty bill for property and casualty insurance provides, in Section 16, that
rates “shall include amounts sufficient to recoup a sum equal to the amounts paid to the Association ...” It is ob-
vious that life insurance premiums, and premiums for certain forms of health insurance, cannot be changed on
existing policyholders. Thus, recoupment is virtually unattainable through existing policy premium rates and
building such assessments into rates for future policyholders is not only impractical but unfair to all policyhold-
ers. The only suitable and practical method of recoupment available to companies writing life and health insur-
ance lies in offsets against positive effects: (1) the State legislature would have an additional incentive for
providing adequate funds for premium or other taxes on such companies. The method suggested in this section is
not only equitable to the companies involved but also reduces the impact on State revenue by the partial offset
over a period of years. To the extent the recovery from the insolvent company exceeds the tax credit received,
the State would be the ultimate beneficiary. The equitable treatment of assessments for tax purposes would have
additional insurance department personnel and administration, and (2) participation in the economic loss would
be shared, to some degree, by the general public rather than solely by insureds, thus minimizing what might oth-
erwise be a penalty on thrift and savings. It may be advisable in some jurisdictions to provide a cross-reference
to the premium or other tax statutes to avoid questions of conflicting statutory provisions.
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Some States allow this credit and others do not. Accordingly, this section is optional, and the NAIC neither
endorses nor rejects the tax credit concept. Each State will wish to consider this provision in the light of its own
regulatory experience.

Section 14. Miscellaneous Provisions

A. This Act shall not be construed to reduce the liability for unpaid assessments of the insureds of an im-
paired or insolvent insurer operating under a plan with assessment liability.

B. Records shall be kept of all meetings of the board of directors to discuss the activities of the Association
in carrying out its powers and duties under Section 8. The records of the Association with respect to an im-
paired or insolvent insurer shall not be disclosed prior to the termination of a liquidation, rehabilitation or con-
servation proceeding involving the impaired or insolvent insurer, except (i) upon the termination of the
impairment or insolvency of the insurer, or (ii) upon the order of a court of competent jurisdiction. Nothing in
this subsection shall limit the duty of the Association to render a report of its activities under Section 15.

C. For the purpose of carrying out its obligations under this Act, the Association shall be deemed to be a
creditor of the impaired or insolvent insurer to the extent of assets attributable to covered policies reduced by
any amounts to which the Association is entitled as subrogee pursuant to Section 8K. Assets of the impaired
or insolvent insurer attributable to covered policies shall be used to continue all covered policies and pay all
contractual obligations of the impaired or insolvent insurer as required by this Act. Assets attributable to
covered policies, as used in this subsection, are that proportion of the assets which the reserves that should
have been established for such policies bear to the reserves that should have been established for all policies
of insurance written by the impaired or insolvent insurer.

D. As a creditor of the impaired or insolvent insurer as established in Subsection C of this section and con-
sistent with [insert cite of applicable State receivership law provision dealing with early access disburse-
ments], the Association and other similar associations shall be entitled to receive a disbursement of assets out
of the marshaled assets, from time to time as the assets become available to reimburse it, as a credit against
contractual obligations under this Act. If the liquidator has not, within 120 days of a final determination of in-
solvency of an insurer by the receivership court, made an application to the court for the approval of a propos-
al to disburse assets out of marshaled assets to guaranty associations having obligations because of the insolv-
ency, then the Association shall be entitled to make application to the receivership court for approval of its
own proposal to disburse these assets.

E. (1) Prior to the termination of any liquidation, rehabilitation or conservation proceeding, the court may
take into consideration the contributions of the respective parties, including the Association, the shareholders,
and policy owners of the insolvent insurer, and any other party with a bona fide interest, in making an equit-
able distribution of the ownership rights of the insolvent insurer. In such a determination, consideration shall
be given to the welfare of the policy owners of the continuing or successor insurer.

(2) No distribution to stockholders, if any, of an impaired or insolvent insurer shall be made until and un-
less the total amount of valid claims of the Association with interest thereon for funds expended in carrying
out its powers and duties under Section 8 with respect to the insurer have been fully recovered by the Asso-
ciation.
[F. (1) If an order for liquidation or rehabilitation of an insurer domiciled in this State has been entered, the

receiver appointed under the order shall have a right to recover on behalf of the insurer, from any affiliate that
controlled it, the amount of distributions, other than stock dividends paid by the insurer on its capital stock,
made at any time during the five (5) years preceding the petition for liquidation or rehabilitation subject to the
limitations of Paragraphs (2) to (4).
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(2) No such distribution shall be recoverable if the insurer shows that when paid the distribution was law-
ful and reasonable, and that the insurer did not know and could not reasonably have known that the distribu-
tion might adversely affect the ability of the insurer to fulfill its contractual obligations.

(3) Any person who was an affiliate that controlled the insurer at the time the distributions were paid shall
be liable up to the amount of distributions received. Any person who was an affiliate that controlled the in-
surer at the time the distributions were declared, shall be liable up to the amount of distributions which
would have been received if they had been paid immediately. If two (2) or more persons are liable with re-
spect to the same distributions, they shall be jointly and severally liable.

(4) The maximum amount recoverable under this subsection shall be the amount needed in excess of all
other available assets of the insolvent insurer to pay the contractual obligations of the insolvent insurer.

(5) If any person liable under Paragraph (3) is insolvent, all its affiliates that controlled it at the time the
distribution was paid, shall be jointly and severally liable for any resulting deficiency in the amount re-
covered from the insolvent affiliate.]

Drafting Note: Subsection A is intended to preserve the assessment liability of the insureds of assessment
mutuals.

Subsection B addresses record-keeping by the Association. The Association should be held publicly account-
able for its actions. On the other hand, effective handling of the rehabilitation or liquidation effort requires min-
imum publicity. Thus, such records will be made public only after the liquidation, rehabilitation or conservation
proceeding is terminated, the impairment or insolvency is terminated or there is a prior order by a court of com-
petent jurisdiction.

Since this Act imposes the obligation upon the Association to continue coverage for policyholders of insolvent
insurers, the assets of the insolvent insurer ought to be used, to the extent available, for the purpose of continu-
ing such coverage. Subsections C and D are designed to accomplish this purpose.

Subsection E, in conjunction with Section 11A(2), is intended to prevent the shareholders of an impaired or
insolvent insurer from sitting back and doing nothing and then reaping the benefits of funds put up by the Asso-
ciation. These stockholders should not obtain a more advantageous position than they would have occupied in
the absence of this Act. The court is empowered to modify and distribute the ownership rights of an impaired or
insolvent insurer in order to do equity as between the interested parties.

Subsection F, which should be deleted if the State has adopted Section 602 of the NAIC Insurers Receivership
Model Act dealing with affiliated transactions, is designed to recapture excessive dividend payments to affiliates
that exercised control over the impaired or insolvent insurer. The NAIC Insurance Holding Company System
Regulatory Model Act in large measure prevents improper distribution of dividends by an insurer to its holding
company since extraordinary dividends are subject to the prior approval of the commissioner, and ordinary di-
vidends are required to be reported to the commissioner. If, however, dividends are paid under circumstances
that the insurer should have reasonably known that such payment could reasonably be expected to affect its abil-
ity to perform its contractual obligation to its policyholders, the holding company and affiliates should be re-
quired to repay such dividends subject to certain reasonable limitations.

If a State has the NAIC Insurance Holding Company System Regulatory Model Act, the definitions therein
could be referred to by this subsection. States without the Model Act could incorporate the relevant definitions
in this subsection.
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Section 15. Examination of the Association; Annual Report

The Association shall be subject to examination and regulation by the commissioner. The board of directors
shall submit to the commissioner each year, not later than 120 days after the Association's fiscal year, a financial
report in a form approved by the commissioner and a report of its activities during the preceding fiscal year.
Upon the request of a member insurer, the Association shall provide the member insurer with a copy of the re- port.

Section 16. Tax Exemptions

The Association shall be exempt from payment of all fees and all taxes levied by this State or any of its subdi-
visions, except taxes levied on real property.

Section 17. Immunity

There shall be no liability on the part of and no cause of action of any nature shall arise against any member
insurer or its agents or employees, the Association or its agents or employees, members of the board of directors,
or the commissioner or the commissioner's representatives, for any action or omission by them in the perform-
ance of their powers and duties under this Act. This immunity shall extend to the participation in any organiza-
tion of one or more other State associations of similar purposes and to any such organization and its agents or
employees.

Drafting Note: This drafting note is for the purpose of clarifying the intent of the drafters of Section 17. As
the courts have indicated, this provision was never intended to protect the Association from actions seeking to
enforce its statutory obligations to pay covered claims. See, e.g., Mendes v. Hawaii Insurance Guaranty Associ-
ation, 950 P.2d 1214, 1218 (Haw. Sup. Ct. 1998), (“HIGA is amenable to suit for the limited purpose of compel-
ling it to perform its statutory duty to deal with the covered claims of insolvent insurers”); PIE Mutual Insurance
Company v. Ohio Insurance Guaranty Association, 611 N.E. 2d. 313, 317 (Ohio Sup. Ct. 1993) (” ... insured or
third-party claimant is entitled to judicial relief to force OIGA to perform its statutory duties”).

Nor was the provision ever intended to protect the Association from contract actions to enforce express oblig-
ations of the Association under contracts entered into by the Association.

Each State may wish to review its own statutes to determine whether its Tort Claims Act, if it has one, could
be used as an alternative to this section insofar as it applies to the commissioner or his representative.

Section 18. Stay of Proceedings; Reopening Default Judgments

All proceedings in which the insolvent insurer is a party in any court in this State shall be stayed one hundred
eighty (180) days from the date an order of liquidation, rehabilitation or conservation is final to permit proper
legal action by the Association on any matters germane to its powers or duties. As to judgment under any de-
cision, order, verdict or finding based on default the Association may apply to have such judgment set aside by
the same court that made such judgment and shall be permitted to defend against such suit on the merits.

Section 19. Prohibited Advertisement of Insurance Guaranty Association Act in Insurance Sales; Notice to
Policy Owners

A. No person, including an insurer, agent or affiliate of an insurer shall make, publish, disseminate, circu-
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late or place before the public, or cause directly or indirectly, to be made, published, disseminated, circulated
or placed before the public, in any newspaper, magazine or other publication, or in the form of a notice, circu-
lar, pamphlet, letter or poster, or over any radio station or television station, or in any other way, any advert-
isement, announcement or statement, written or oral, which uses the existence of the Insurance Guaranty As-
sociation of this State for the purpose of sales, solicitation or inducement to purchase any form of insurance
covered by the [State] Life and Health Insurance Guaranty Association Act. However, this section shall not
apply to the [State] Life and Health Insurance Guaranty Association or any other entity which does not sell or
solicit insurance.

B. Within one hundred eighty (180) days of the effective date of this Act, the Association shall prepare a
summary document describing the general purposes and current limitations of the Act and complying with
Subsection C of this section. This document shall be submitted to the commissioner for approval. At the expir-
ation of the sixtieth day after the date on which the commissioner approves the document, an insurer may not
deliver a policy or contract to a policy or contract owner unless the summary document is delivered to the
policy or contract owner at the time of delivery of the policy or contract. The document shall also be available
upon request by a policy owner. The distribution, delivery or contents or interpretation of this document does
not guarantee that either the policy or the contract or the owner of the policy or contract is covered in the
event of the impairment or insolvency of a member insurer. The description document shall be revised by the
Association as amendments to the Act may require. Failure to receive this document does not give the policy
owner, contract owner, certificate holder, or insured any greater rights than those stated in this Act.

C. The document prepared under Subsection B shall contain a clear and conspicuous disclaimer on its face.
The commissioner shall establish the form and content of the disclaimer. The disclaimer shall:

(1) State the name and address of the Life and Health Insurance Guaranty Association and insurance de-
partment;

(2) Prominently warn the policy or contract owner that the Life and Health Insurance Guaranty Associ-
ation may not cover the policy or, if coverage is available, it will be subject to substantial limitations and
exclusions and conditioned on continued residence in this State;

(3) State the types of policies for which guaranty funds will provide coverage;
(4) State that the insurer and its agents are prohibited by law from using the existence of the Life and

Health Insurance Guaranty Association for the purpose of sales, solicitation or inducement to purchase any
form of insurance;

(5) State that the policy or contract owner should not rely on coverage under the Life and Health Insur-
ance Guaranty Association when selecting an insurer

(6) Explain rights available and procedures for filing a complaint to allege a violation of any provisions of
this Act; and

(7) Provide other information as directed by the commissioner including but not limited to, sources for in-
formation about the financial condition of insurers provided that the information is not proprietary and is
subject to disclosure under that State's public records law.
D. A member insurer shall retain evidence of compliance with Subsection B for so long as the policy or

contract for which the notice is given remains in effect.

Drafting Note: Subsection A continues the prohibition of using the existence of the Association in the induce-
ment of sale of insurance. However, Subsection B requires notification to new policyholders concerning the gen-
eral parameters of the association law and responsibility thereunder.

The following form for the disclaimer notice is suggested:
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LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION DISCLAIMER
The [insert name of the Life and Health Insurance Guaranty Association] provides coverage of claims under

some types of policies if the insurer becomes impaired or insolvent. COVERAGE MAY NOT BE AVAIL-
ABLE FOR YOUR POLICY. Even if coverage is provided, there are significant limits and exclusions. Cover-
age is always conditioned on residence in this State. Other conditions may also preclude coverage.

The Life and Health Insurance Guaranty Association will respond to any questions you may have which are
not answered by this document. Your insurer and agent are prohibited by law from using the existence of the
association or its coverage to sell you an insurance policy.

You should not rely on availability of coverage under the Life and Health Insurance Guaranty Association
when selecting an insurer.

[Insert addresses of the Association and department.]

Insurers and agents should be required to deliver the document and disclaimer described under Subsections B
and C when a customer is solicited if a “free look” period is not required by State law.

Computer programs or other evidence of established procedures for including the notice required under Sub-
section 19B in the policy or contract in the printing, assembly or issue process would be considered evidence of
the compliance required under Subsection 19D.

Section 20. Prospective Application

This Act shall not apply to any insurer that is insolvent or unable to fulfill its contractual obligations on the ef-
fective date of this Act.

APPENDIX ALTERNATIVE PROVISIONS

Drafting Note: The underlining and overstrikes in the following provisions show the necessary changes from
the model if a State decides to eliminate coverage for unallocated annuities.

Alternative Section 3. Coverage and Limitations

A. This Act shall provide coverage for the policies and contracts specified in Subsection B:
(1) To persons who, regardless of where they reside (except for nonresident certificate holders under

group policies or contracts), are the beneficiaries, assignees or payees of the persons covered under Para-
graph (2);

(2) To persons who are owners of or certificate holders under the policies or contracts (other than struc-
tured settlement annuities) and in each case who

(a) Are residents; or
(b) Are not residents, but only under all of the following conditions:(i) The insurer that issued the

policies or contracts is domiciled in this State;(ii) The States in which the persons reside have associ-
ations similar to the association created by this Act;(iii) The persons are not eligible for coverage by an
association in any other State due to the fact that the insurer was not licensed in the State at the time
specified in the State's guaranty association law.

(3) For structured settlement annuities specified in Subsection B; Paragraphs (1) and (2) of this subsection
shall not apply, and this Act shall (except as provided in Paragraphs (5) and (6) of this subsection) provide
coverage to a person who is a payee under a structured settlement annuity (or beneficiary of a payee if the
payee is deceased), if the payee:
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(a) Is a resident, regardless of where the contract owner resides; or
(b) Is not a resident, but only under both of the following conditions;(i) (I) The contract owner of the

structured settlement annuity is a resident; or(II) The contract owner of the structured settlement annu-
ity is not a resident; but· The insurer that issued the structured settlement annuity is domiciled in this
State; and· The State in which the contract owner resides has an association similar to the association
created by this Act; and(ii) Neither the payee (or beneficiary) nor the contract owner is eligible for cov-
erage by the association of the State in which the payee or contract owner resides.

(4) This Act shall not provide coverage to a person who is a payee (or beneficiary) of a contract owner
resident of this State, if the payee (or beneficiary) is afforded any coverage by the association of another State.

(5) This Act is intended to provide coverage to a person who is a resident of this State and, in special cir-
cumstances, to a nonresident. In order to avoid duplicate coverage, if a person who would otherwise receive
coverage under this Act is provided coverage under the laws of any other State, the person shall not be
provided coverage under this Act. In determining the application of the provisions of this paragraph in situ-
ations where a person could be covered by the association of more than one State, whether as an owner,
payee, beneficiary or assignee, this Act shall be construed in conjunction with other State laws to result in
coverage by only one association.
B. (1) This Act shall provide coverage to the persons specified in Subsection A for direct, non-group life,

health, or annuity policies or contracts and supplemental contracts to any of these and for certificates under
direct group policies and contracts, except as limited by this Act. Annuity contracts and certificates under
group annuity contracts include allocated funding agreements, structured settlement annuities and any imme-
diate or deferred annuity contracts.

(2) This Act shall not provide coverage for:
(a) A portion of a policy or contract not guaranteed by the insurer, or under which the risk is borne by

the policy or contract owner;
(b) A policy or contract of reinsurance, unless assumption certificates have been issued pursuant to the

reinsurance policy or contract;
(c) A portion of a policy or contract to the extent that the rate of interest on which it is based(i) Aver-

aged over the period of four (4) years prior to the date on which the Association becomes obligated with
respect to the policy or contract, exceeds a rate of interest determined by subtracting two (2) percentage
points from Moody's Corporate Bond Yield Average averaged for that same four-year period or for
such lesser period if the policy or contract was issued less than four (4) years before the Association be-
came obligated; and(ii) On and after the date on which the Association becomes obligated with respect
to the policy or contract, exceeds the rate of interest determined by subtracting three (3) percentage
points from Moody's Corporate Bond Yield Average as most recently available;

(d) A portion of a policy or contract issued to a plan or program of an employer, association or other
person to provide life, health or annuity benefits to its employees, members or others, to the extent that
the plan or program is self-funded or uninsured, including but not limited to benefits payable by an em-
ployer, association or other person under:(i) A multiple employer welfare arrangement as defined in 29
U.S.C. § 1144;(ii) A minimum premium group insurance plan;(iii) A stop-loss group insurance plan;
or(iv) An administrative services only contract;

(e) A portion of a policy or contract to the extent that it provides for(i) Dividends or experience rating
credits;(ii) Voting rights; or(iii) Payment of any fees or allowances to any person, including the policy
or contract owner, in connection with the service to or administration of the policy or contract;
(f) A policy or contract issued in this State by a member insurer at a time when it was not licensed or
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did not have a certificate of authority to issue the policy or contract in this State;
(g) A portion of a policy or contract to the extent that the assessments required by Section 9 with re-

spect to the policy or contract are preempted by federal or State law;
(h) An obligation that does not arise under the express written terms of the policy or contract issued

by the insurer to the contract owner or policy owner, including without limitation:(i) Claims based on
marketing materials;(ii) Claims based on side letters, riders or other documents that were issued by the
insurer without meeting applicable policy form filing or approval requirements;(iii) Misrepresentations
of or regarding policy benefits;(iv) Extra-contractual claims or;(v) A claim for penalties or consequen-
tial or incidental damages; and
(i) A contractual agreement that establishes the member insurer's obligations to provide a book value

accounting guaranty for defined contribution benefit plan participants by reference to a portfolio of assets
that is owned by the benefit plan or its trustee, which in each case is not an affiliate of the member in- surer;

(j) An unallocated annuity contract;
(l) A policy or contract providing any hospital, medical, prescription drug or other health care benefits

pursuant to Part C or Part D of Subchapter XVIII, Chapter 7 of Title 42 of the United States Code
(commonly known as Medicare Part C& D) or any regulations issued pursuant thereto.

C. The benefits that the Association may become obligated to cover shall in no event exceed the lesser of:
(1) The contractual obligations for which the insurer is liable or would have been liable if it were not an

impaired or insolvent insurer, or
(2) (a) With respect to one life, regardless of the number of policies or contracts:(i) $300,000 in life

insurance death benefits, but not more than $100,000 in net cash surrender and net cash withdrawal val-
ues for life insurance;(ii) In health insurance benefits:(I) $100,000 for coverages not defined as disabil-
ity insurance or basic hospital, medical and surgical insurance or major medical insurance or long term
care insurance as defined in State including any net cash surrender and net cash withdrawal values;(II)
$300,000 for disability insurance as defined in [section of State law dealing with health insurance/disab-
ility insurance] and $300,000 for long-term care insurance as defined in [section of State law dealing
with health insurance/long term care insurance];(III) $500,000 for basic hospital medical and surgical
insurance or major medical insurance as defined in [section of State law dealing with health insurance];
or(iii) $250,000 in the present value of annuity benefits, including net cash surrender and net cash with-
drawal values; or
(b) With respect to each payee of a structured settlement annuity (or beneficiary or beneficiaries of the

payee if deceased), $250,000 in present value annuity benefits, in the aggregate, including net cash sur-
render and net cash withdrawal values;

(c) However, in no event shall the Association be obligated to cover more than (i) an aggregate of
$300,000 in benefits with respect to any one life under Paragraphs 2(a), 2(b) and 2(c) of this subsection
except with respect to benefits for basic hospital, medical and surgical insurance and major medical insur-
ance under Paragraph 2(a)(ii) of this subsection, in which case the aggregate liability of the Association
shall not exceed $500,000 with respect to any one individual, or (ii) with respect to one owner of multiple
non-group policies of life insurance, whether the policy owner is an individual, firm, corporation or other
person, and whether the persons insured are officers, managers, employees or other persons, more than
$5,000,000 in benefits, regardless of the number of policies and contracts held by the owner;

(d) The limitations set forth in this subsection are limitations on the benefits for which the Association
is obligated before taking into account either its subrogation and assignment rights or the extent to which
those benefits could be provided out of the assets of the impaired or insolvent insurer attributable to
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covered policies. The costs of the Association's obligations under this Act may be met by the use of assets
attributable to covered policies or reimbursed to the Association pursuant to its subrogation and assign-
ment rights.

D. In performing its obligations to provide coverage under Section 8 of this Act, the Association shall not be
required to guarantee, assume, reinsure or perform, or cause to be guaranteed, assumed, reinsured or per-
formed, the contractual obligations of the insolvent or impaired insurer under a covered policy or contract that
do not materially affect the economic values or economic benefits of the covered policy or contract.

Drafting Note: This section and Section 8 are key sections of the Act. Section 3 identifies who and what are
covered and not covered by the Act. Section 8 specifies the responsibilities of the Association toward covered
persons with covered policies.

Protection of this Act is primarily extended to resident persons but certain nonresidents under specific circum-
stances will be protected by this Act if the insolvent insurer was domiciled in this State.

This model does not apply to reinsurance unless assumption certificates were issued to the direct insureds.
Furthermore, it applies only to direct individual or group certificate insurance issued by insurers licensed to
transact insurance in this State at any time.

Persons to whom coverage is typically provided are resident owners of policies or contracts, or their benefi-
ciaries, assignees or payees. For group contracts, coverage is provided to resident certificate holders and not to
the owners of the group contracts; this avoids the possibility of double coverage and indirect coverage of nonres-
ident certificate holders through resident group contract owners. StateSubsection A(3) provides coverage for
structured settlement annuities to resident payees rather than to the contract owners.

Subsection A(3) Stateproviding structured settlement annuity coverage to resident payees is a significant
change from previous versions of this Model Act intended to place the coverage in the State of the resident per-
sons to be protected rather than in the State where the nominal owner of the contract resides. Subsections A(4)
and (5) avoid the possibility of double coverage due to differing approaches for determining the covered persons
in different State statutes and provide mechanisms for resolving which State's statutes will be used to determine
the existence and limits of coverage.

Policies and contracts covered by the model bill are life, health and annuity policies and contracts and con-
tracts supplemental thereto. The term health insurance is intended to include “accident and health” insurance,
“sickness and accident” insurance, “disability” insurance, etc. The individual State may want to adjust this lan-
guage to fit its particular terminology.

Subsection B(2) identifies certain types of contracts or portions of contracts that are specifically not covered
by this Act. If a portion of a contract is not covered, the remainder of the contract is covered unless excluded
otherwise. Subsection B(2) also provides a ready means by which an individual State can exempt from the Act
those policies and contracts issued by insurers or similar organizations deemed appropriate for exemption by the
State.

Subsection B(2)(i) is intended to exclude from coverage those products commonly referred to as “financial
guaranty” products.

Subsection C provides the maximum limitations of the Association's liability by type of contract or line of
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business and overall per one life, plan sponsor or owner. The limits may be reached through cash surrender pay-
ments, benefit payments, or continuing coverage or a combination thereof. The maximum limits for each type of
coverage should be set at an appropriate level after review by each State.

Alternative Section 5. Definitions
As used in this Act:

A. “Account” means either of the two accounts created under Section 6.
B. “Association” means the [State] Life and Health Insurance Guaranty Association created under Section 6.
C. “Authorized assessment” or the term “authorized” when used in the context of assessments means a res-

olution by the Board of Directors has been passed whereby an assessment will be called immediately or in the
future from member insurers for a specified amount. An assessment is authorized when the resolution is passed.

D. “Benefit plan” means a specific employee, union or association of natural persons benefit plan.
E. “Called assessment” or the term “called” when used in the context of assessments means that a notice has

been issued by the Association to member insurers requiring that an authorized assessment be paid within the
time frame set forth within the notice. An authorized assessment becomes a called assessment when notice is
mailed by the Association to member insurers.

F. “Commissioner” means the Commissioner of Insurance of this State.

Drafting Note: Insert the title of the chief insurance regulatory official whenever the term “commissioner”
appears.

G. “Contractual obligation” means an obligation under a policy or contract or certificate under a group
policy or contract, or portion thereof for which coverage is provided under Section 3.

H. “Covered policy” means a policy or contract or portion of a policy or contract for which coverage is
provided under Section 3.

I. “Extra-contractual claims” shall include, for example, claims relating to bad faith in the payment of
claims, punitive or exemplary damages or attorneys' fees and costs.

J. “Impaired insurer” means a member insurer which, after the effective date of this Act, is not an insolvent
insurer, and is placed under an order of rehabilitation or conservation by a court of competent jurisdiction.

K. “Insolvent insurer” means a member insurer which after the effective date of this Act, is placed under an
order of liquidation by a court of competent jurisdiction with a finding of insolvency.

L. “Member insurer” means an insurer licensed or that holds a certificate of authority to transact in this
State any kind of insurance for which coverage is provided under Section 3, and includes an insurer whose li-
cense or certificate of authority in this State may have been suspended, revoked, not renewed or voluntarily
withdrawn, but does not include:

(1) A hospital or medical service organization, whether profit or non-profit;
(2) A health maintenance organization;
(3) A fraternal benefit society;
(4) A mandatory State pooling plan;
(5) A mutual assessment company or other person that operates on an assessment basis;
(6) An insurance exchange;
(7) An organization that has a certificate or license limited to the issuance of charitable gift annuities un-

der [insert the appropriate section of the State code]; or
(8) An entity similar to any of the above.

M. “Moody's Corporate Bond Yield Average” means the Monthly Average Corporates as published by
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Moody's Investors Service, Inc., or any successor thereto.
N. “Owner” of a policy or contract and “policy owner” and “contract owner” mean the person who is identi-

fied as the legal owner under the terms of the policy or contract or who is otherwise vested with legal title to
the policy or contract through a valid assignment completed in accordance with the terms of the policy or con-
tract and properly recorded as the owner on the books of the insurer. The terms owner, contract owner and
policy owner do not include persons with a mere beneficial interest in a policy or contract.

O. “Person” means an individual, corporation, limited liability company, partnership, association, govern-
mental body or entity or voluntary organization.

P. “Premiums” means amounts or considerations (by whatever name called) received on covered policies or
contracts less returned premiums, considerations and deposits and less dividends and experience credits.
“Premiums” does not include amounts or considerations received for policies or contracts or for the portions
of policies or contracts for which coverage is not provided under Section 3B except that assessable premium
shall not be reduced on account of Sections 3B(2)(c) relating to interest limitations and 3C(2) relating to limit-
ations with respect to one individual, one participant and one contract owner. “Premiums” shall not include:

(1) Premiums on an unallocated annuity contract State; or
(2) With respect to multiple non-group policies of life insurance owned by one owner, whether the policy

owner is an individual, firm, corporation or other person, and whether the persons insured are officers, man-
agers, employees or other persons, premiums in excess of $5,000,000 with respect to these policies or con-
tracts, regardless of the number of policies or contracts held by the owner.
Q. (1) “Principal place of business” of a plan sponsor or a person other than a natural person means the

single State in which the natural persons who establish policy for the direction, control and coordination of the
operations of the entity as a whole primarily exercise that function, determined by the Association in its reas-
onable judgment by considering the following factors:

(a) The State in which the primary executive and administrative headquarters of the entity is located;
(b) The State in which the principal office of the chief executive officer of the entity is located;
(c) The State in which the board of directors (or similar governing person or persons) of the entity con-

ducts the majority of its meetings;
(d) The State in which the executive or management committee of the board of directors (or similar

governing person or persons) of the entity conducts the majority of its meetings;
(e) The State from which the management of the overall operations of the entity is directed; and
(f) In the case of a benefit plan sponsored by affiliated companies comprising a consolidated corpora-

tion, the State in which the holding company or controlling affiliate has its principal place of business as
determined using the above factors.

However, in the case of a plan sponsor, if more than fifty percent (50%) of the participants in the bene-
fit plan are employed in a single State, that State shall be deemed to be the principal place of business of
the plan sponsor.
(2) The principal place of business of a plan sponsor of a benefit plan shall be deemed to be the principal

place of business of the association, committee, joint board of trustees or other similar group of representat-
ives of the parties who establish or maintain the benefit plan that, in lieu of a specific or clear designation of
a principal place of business, shall be deemed to be the principal place of business of the employer or em-
ployee organization that has the largest investment in the benefit plan in question.
R. “Receivership court” means the court in the insolvent or impaired insurer's State having jurisdiction over

the conservation, rehabilitation or liquidation of the insurer.
S. “Resident” means a person to whom a contractual obligation is owed and who resides in this State on the

date of entry of a court order that determines a member insurer to be an impaired insurer or a court order that
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determines a member insurer to be an insolvent insurer, whichever occurs first. A person may be a resident of
only one State, which in the case of a person other than a natural person shall be its principal place of busi-
ness. Citizens of the United States that are either (i) residents of foreign countries, or (ii) residents of United
States possessions, territories or protectorates that do not have an association similar to the Association cre-
ated by this Act, shall be deemed residents of the State of domicile of the insurer that issued the policies or
contracts.

T. “Structured settlement annuity” means an annuity purchased in order to fund periodic payments for a
plaintiff or other claimant in payment for or with respect to personal injury suffered by the plaintiff or other
claimant.

U. “State” means a State, the District of Columbia, Puerto Rico, and a United States possession, territory or
protectorate.

V. “Supplemental contract” means a written agreement entered into for the distribution of proceeds under a
life, health or annuity policy or contract.

W. “Unallocated annuity contract” means an annuity contract or group annuity certificate which is not is-
sued to and owned by an individual, except to the extent of any annuity benefits guaranteed to an individual
by an insurer under the contract or certificate.

Each State will wish to examine its own statutes to determine whether these definitions are applicable and to
determine whether some should be deleted and others added.

Alternative Section 6. Creation of the Association

A. There is created a nonprofit legal entity to be known as the [State] Life and Health Insurance Guaranty
Association. All member insurers shall be and remain members of the Association as a condition of their au-
thority to transact insurance in this State. The Association shall perform its functions under the plan of opera-
tion established and approved under Section 10 and shall exercise its powers through a board of directors es-
tablished under Section 7. For purposes of administration and assessment, the Association shall maintain two
(2) accounts:

(1) The life insurance and annuity account which includes the following subaccounts:
(a) Life insurance account; and
(b) Annuity account which shall include annuity contracts owned by a governmental retirement plan (or

its trustee) established under Section 401, 403(b) or 457 of the United States Internal Revenue Code.
(2) The health insurance account.

B. The Association shall come under the immediate supervision of the commissioner and shall be subject to
the applicable provisions of the insurance laws of this State. Meetings or records of the Association may be
opened to the public upon majority vote of the board of directors of the Association.

CREDIT(S)

Chronological Summary of Action (all references are to the Proceedings of the NAIC).

1971 Proc. I 54, 58, 134, 159, 160-173 (adopted).

1976 Proc. I 2, 9, 270, 296-297, 298-312 (amended and reprinted).

1977 Proc. II 19, 21, 355, 363 (amended).
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1978 Proc. I 13, 15, 211, 241 (corrected).

1986 Proc. I 9-10, 22, 149, 294-295, 306-322 (amended and reprinted).

1987 Proc. II 15, 22, 160, 320 (decertification of 4-account approach).

1988 Proc. I 9, 18-19, 157-159, 337-338, 339-354 (amended to create 2 accounts and reprinted).

1993 Proc. 2nd Quarter 12, 33, 227, 600, 602, 620-621 (amended).

1993 Proc. 3rd Quarter 7, 30, 333-334, 341-343, 350-352 (amended).

1995 Proc. 1st Quarter 7, 10, 461, 466 (amended).

1995 Proc. 3rd Quarter 4, 18, 582, 585-586 (amended).

1996 Proc. 4th Quarter 11, 45-46, 938, 956, 959-981 (amended and reprinted).

1997 Proc. 4th Quarter 25, 27-28, 645, 646-647 (amended).

1998 Proc. 1st Quarter 15, 17, 598, 602, 603-616 (amended to add appendix).

1999 Proc. 1st Quarter 8, 9, 443, 445-446 (amended).

1999 Proc. 2nd Quarter 10, 11, 435, 436-438 (amended).

2009 Proc. 1st Quarter (amended and reprinted).
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