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ANNUAL REPORT OF THE
MISSOURI LIFE AND HEALTH INSURANCE
GUARANTY ASSOCIATION
FOR THE YEAR ENDING DECEMBER 31, 2019
The Annual Report of the Missouri Life and Health Insurance Guaranty
Association (the "Association") for the year ending December 31, 2019 is herewith
submitted to the Director of the Missouri Department of Commerce and Insurance
(“DCI”) and the Board of Directors.
GENERAL
As of December 31, 2019, there were 852 companies licensed to sell life, health, or
annuity contracts and by the terms of sections 376.715 to 376.758, RSMo, are deemed to
be members of the Association. Of the member companies, 480 had authority to sell life
insurance, 438 had authority to sell health insurance, and there was one health service
corporation.
2019 MEETINGS
The Annual Meeting of the Membership was held on May 30, 2019. As a course of
business for this meeting, three members were elected to serve on the Board of Directors
for a term that will expire in 2022. Those members are:
Allstate Life Insurance Company
Sonya Ekart
Farm Bureau Life Insurance Company of Missouri
Carol Gilmore
Metropolitan Tower Life Insurance Company
Michael Hickey

On the same date, the Board of Directors elected the following officers to serve for
a term of one year, or until a successor is duly elected:
NAME

COMPANY

Sonya Ekart, Chair

Allstate Life Insurance Company

David Monaghan, Vice-Chair

American Family Life Insurance Company

Carol Gilmore, Secretary-Treasurer

Farm Bureau Life Insurance Co. of Missouri

In accordance with Article III.B.2. of the Plan of Operation (the "Plan"), the officers
of the Association constitute the Executive Committee. A full roster of the Board of
Directors accompanies this report.
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Also during 2019, the Executive Committee continued the practice of meeting
regularly on a quarterly basis. Under Article III.B.2. of the Plan, it is contemplated that
the Executive Committee will be involved with the ongoing functions and the
administrative duties of the Association as may occur between meetings of the Board of
Directors. Minutes of all meetings of the Member Insurers, the Board of Directors, and
the Executive Committee are on file at the office of the Association in Jefferson City,
Missouri.
OFFICE OF THE EXECUTIVE DIRECTOR
Long Term Care (“LTC”) insurance continues as a concern. The Association
remains engaged with the National Organization for Life and Health Guaranty
Associations to monitor potential insolvencies, including several LTC companies.
In July 2019, the Eighth Circuit entered a final judgment in the retrial of the matter
relating to the Lincoln Memorial Life Insurance Company insolvency. The trial court
found that three NPS preneed trusts lost a combined $72.2 million as a result of
Allegiant’s breaches of trust. The court also awarded $12.2 million prejudgment interest
and $15 million punitive damages. Defendant PNC’s appeal is pending before the United
States Court of Appeals for the Eighth Circuit. Briefing is ongoing. The affected guaranty
associations are funding claims under life insurance policies that were sold to the trust
by Lincoln Memorial Life Insurance Company.
The Association continued its administrative responsibilities for approximately 300
LTC policies that were issued by two insolvent insurers: Life and Health Insurance
Company of America and National States Insurance Company. In addition to being able
to more closely control the expenses of providing administrative services, handling the
administration with staff provides for more precise and timely responses to Missouri
consumers.
Much of the activity of the Association relating to insolvent insurers takes place in
coordination with other state guaranty associations. These efforts are coordinated through
the National Organization of Life & Health Insurance Guaranty Associations (“NOLHGA”).
The Association is an active member of NOLHGA and the Executive Director has
represented the Association by serving on the following task forces that are dealing with
specific insolvencies:
Senior American Insurance Company
Global Bankers
Lincoln Memorial Life Insurance Company
National States Insurance Company
FINANCIAL REPORTS
The Association’s financial records are the subject of an annual independent audit.
Interim financial reports and transactions are reviewed by the Board of Directors and
committees of the Board. The audited financial statements as of and for the year ending
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December 31, 2019 are included with this report. Further, the notes to the financial
statements are also included as an integral part of the report. The accounting firm of
Williams-Keepers, LLC, Jefferson City, Missouri, conducted the independent audit of the
financial records of the Association.
2019 CLASS A ASSESSMENT
The Board is authorized under Section 376.735, RSMo, to make either a pro-rata
or a non-pro-rata Class A assessment of the membership for the purpose of providing the
funding to cover administrative expenses. The Association allocates administrative
expenses among all insolvencies. It was not necessary to levy a Class A assessment
during 2019.
2019 CLASS B INSOLVENCY ASSESSMENT
The Board of Directors of the Association authorized one Class B assessment in
2019. The assessment was made in accordance with Section 376.735, RSMo, for the
purpose of providing the funding necessary to meet the Association’s requirements with
respect to insolvent and impaired insurers. The following information is a breakdown of
the amounts assessed by insolvent estate and account.
COMPANY NAME

Lincoln Memorial Life Ins. Co.
Total

ANNUITY

HEALTH

$0
$0

LIFE

$0
$0

$27,000,000
$27,000,000

TOTAL

$27,000,000
$27,000,000

OPEN INSOLVENCIES
Article V.C. of the Plan, requires that the Annual Report contain a review of the activities
of the Association during the preceding year. The following vignettes are intended to
fulfill that requirement and to update the membership regarding the status of each estate
that had significant and material activity during the calendar year 2019. Also, a listing of
all open estates is included.
INSOLVENCY LISTING
1989
American Mutual Liability Ins. Co. (MA)

2007
Benicorp Ins. Co. (IN)

1991
Executive Life Ins. Co. (CA)

2008
Lincoln Memorial Life Ins. Co. (TX)

1995
National Heritage Life Ins. Co. (DE)

2009
Medical Savings Ins. Co. (IN)

1998
Centennial Life Ins. Co. (KS)

2010
Imerica Life and Health Ins. Co. (AR)
National States Ins. Co. (MO)
Universal Life Ins. Co.(AL)

1999
First National Life Ins. Co. of America (MS)
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2013
Lumbermens Mutual Casualty Co. (IL)

2001
Reliance Insurance Co. (PA)

2015
SeeChange Health Ins. Co. (GA)

2003
Legion Insurance Co. (PA)

2017
American Network Ins. Co. (PA)
Penn Treaty Network America Ins. Co. (PA)

2006
Shelby Casualty Ins. Co. (TX)

ESTATES WITH SIGNIFICANT AND MATERIAL ACTIVITY
Continental Security (Peoples Mutual Assessment Business)
The Association continues to handle all the administration of this block of
business. As of the end of 2019, there were 54 active policies that represented
approximately 86 insured lives. The total number of death claims paid was 13. The block
of life association business continues to decline. Administrative expenses for handling
this block of business exceed the policyholder assessments.
Lincoln Memorial Life Insurance Company
Lincoln Memorial Life Insurance Company and its parent, Memorial Service, sold life
insurance policies to fund pre-need funeral home service arrangements. The pre-need funeral
contracts were marketed primarily through an affiliated company—National Prearranged Services,
Inc. (“NPS”). NPS was also brought under the oversight of the Texas Department of Insurance as
part of the 2008 rehabilitation and liquidation orders. Both insurance companies were domiciled
in Texas, while NPS was a Missouri-based company. As of the liquidation date, the insurance
companies were owned directly or indirectly by Forever Enterprises, Inc., which in turn was owned
by National Heritage Enterprises, Inc. National Heritage was controlled by the RBT Trust II, a
family-owned trust controlled by the Cassity family.
A Liquidation Plan was developed for the guaranty associations to essentially run off the
insurance business using the Special Deputy Receiver (“SDR”) as their third-party administrator
for claims (“TPA”). The plan was approved by the Texas Receivership Court and became effective
on September 22, 2008. It calls for the policies to be allocated between Standard Policies (those
owned by an individual, with the beneficiary being an estate or funeral home, etc.) and Disputed
Policies (those in which NPS and various trusts associated with NPS listed themselves as the
owner, took policy loans, issued replacement term policies for whole-life policies, or where certain
other specified activities took place).
As of the liquidation date, the insurance companies combined had approximately 200,000
policies in force, with $600 million (not including assumption treaties discussed below) in face
amounts.
Assumption Reinsurance
A small block of business (approximately $52 million face amount) was discovered that
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had been transferred to North America Life Insurance Company under an indemnity reinsurance
treaty. All records and administration of the business were also transferred. In turn, North America
retroceded a portion of the block to North Carolina Mutual Life Insurance Company along with
all administrative functions. The guaranty associations negotiated a Service Agreement during the
fall of 2008 to provide for administration of the policies.
Subsequent to those agreements, an Assumption Reinsurance Agreement was negotiated
in which each company assumed the policies that it was administering. The Assumption
Agreement closed on December 30, 2008, with no guaranty association funding since assets
transferred under the original reinsurance treaties supported the covered obligations. Final closing
occurred by March 2009, with the approvals received from the various insurance departments and
assumption certificates being issued.
A request for proposal (“RFP”) was undertaken during the summer of 2010 for the in-force
blocks of both Lincoln Memorial and Memorial Service. Solicitation letters were mailed to 235
entities, with 2 companies submitting proposals. This resulted in the assumption of the Memorial
Service block of business by Investors Heritage Life Insurance Company. That transaction closed
on July 6, 2011. Assumption funding for this transaction by the Texas Life & Health Insurance
Guaranty Association was approximately $94.6 million. The only proposal received on the Lincoln
Memorial block was not accepted.
During 2017, certain remaining life insurance policies and the related pre-need contracts
were assumed by the Liberty Bankers Life/The Capitol Life Insurance Companies. The initial
closing on the transaction took place on November 1, 2017, with the final accounting taking place
on November 30, 2018 (see below). Total funding was $118.3 million.
There are two remaining blocks—approximately 9,500 policies with $5.3 million in
estimated reserves—that are eligible for later assumption once data cleanup efforts are completed.
Cleanup efforts on the Reduced Paid-Up block of business has been completed, and it is anticipated
this block will be transferred in 2020.
Estate Distributions
Guaranty associations have received $77.7 million in early access distributions ($75
million cash and $2.7 million from deposits held in various states).
Legal Activity
Civil Litigation: On August 6, 2009, the SDR, NOLHGA, and certain individual guaranty
associations filed an action in the federal district court in St. Louis, Missouri. The original
complaint asserted more than 30 claims for relief (including a federal RICO claim) and named
over 40 defendants, including Cassity family members, related companies, professional advisors,
banks, and an accounting firm. All affected states are participating in this third-party litigation
except Alabama, Alaska, Connecticut, Delaware, Florida, Hawaii, Maine, North Carolina,
Pennsylvania, South Carolina, Vermont, and Virginia. Alabama, North Carolina, South Carolina,
and Virginia have deposits exceeding their obligations.
A first amended complaint was filed on July 12, 2010. After the court denied preliminary
motions to dismiss but requested clarification regarding the various causes of action, a second
amended complaint was filed on January 28, 2011. A third amended complaint was filed on April
30, 2012, which added new defendants and expanded allegations against certain existing
defendants. This filing led to a new round of dismissal requests from the defendants. Those
motions were denied, except those relating to newly pled aiding and abetting claims against certain
defendants, which were dismissed by the court in September 2012.
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In July 2011, the court granted the government’s request for a partial stay of the civil
proceedings in light of then-pending criminal indictments against a number of the individual
defendants (described below). As a result of the stay, all testimonial discovery (except written
discovery between the plaintiffs and the Bank Defendants) was postponed until the criminal
proceedings were completed in late 2013. Documentary discovery involving any defendants was
unaffected by the stay and remained ongoing throughout 2012 and 2013.
In addition to the usual activity occurring between the parties, on September 13, 2013, the
court ordered the U.S. Marshals to seize and oversee the transfer of records that were hidden in
crypts at two cemeteries associated with the Forever Defendants. Additionally, plaintiffs needed
to file additional discovery and deposition requests to certain defendants to get them to produce
documents and witnesses.
Due to the completion of the criminal trial activities (see below), activity in the civil
litigation increased during 2013 and 2014. On April 16, 2013, the court issued the Case
Management Order, setting a jury trial to begin on February 2, 2015, and last up to 11 weeks. The
discovery process continued throughout 2014 and into 2015, and both the SDR and NOLHGA
continued to respond to interrogatories and requests by certain Bank Defendants to produce
documents that were received during the year. Additionally, plaintiffs had served numerous
discovery requests on various defendants, including the Bank Defendants. Various hearings were
held during December 2014 and January 2015 to resolve any remaining issues.
Prior to the 2015 trial, the plaintiffs settled with all defendants except for two: PNC Bank
and Forever Enterprises. The trial with the remaining defendants began on February 2 and lasted
almost six weeks. The jury awarded the plaintiffs damages of $355 million, plus punitive damages
of $35.55 million, against PNC Bank and $100 million against Forever Enterprises (because
Forever has no assets, the latter judgment is considered uncollectable). Post-trial, PNC Bank
successfully moved to reduce the damage award against it by $101.6 million due to settlements
entered into by the plaintiffs with other defendants in the case. PNC Bank appealed the judgment
to the Eighth Circuit Court of Appeals. The plaintiffs in turn cross-appealed on several issues. See
below for further discussion.
Criminal Litigation: Federal authorities indicted six individuals (all of whom were also named
defendants in the civil proceeding involving guaranty associations). The indictments alleged 50
counts against those defendants and sought recoupment of their assets. The criminal trial was
scheduled to last 12 weeks, commencing August 5, 2013. Prior to commencement of the trial, five
defendants (Province, D. Cassity, B. Cassity, Wittner, and Sutton) accepted plea agreements. One
defendant (David Wulf) went to trial and was convicted on all counts.
Below is a summary of the criminal cases. All defendants began serving their sentences in
January 2014.
Result

Sentence

Forfeitures

Restitution
Award
million $435 million
PLICA

Status

Doug
Cassity

Pled
guilty

115
months

Serving
sentence

Randy
Sutton
Howard
Wittner
David Wulf

Pled
guilty
Pled
guilty
Convicted

84
months
36
months
120

$3.7
plus
shares
None

$435 million

$1.9 million

$10.5 million

None

$435 million
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Passed away
in prison
Released due
to health
Serving

Brent
Cassity

Pled
guilty

months
60
months

Nicki
Province

Pled
guilty

18
months

$3.7 million $435 million
plus PLICA
shares
None
$435 million

sentence
Released,
currently in
halfway house
Released,
currently in
halfway house

2018 ACTIVITY
Claims & Premium Administration
Claims funding began in mid-November 2008. There was an approximate four-month
backlog, as claims payments ceased during July 2008. This backlog was eliminated by early 2009,
and any minor backlogs are now the result of normal work flow processes. As a result of this,
claims funding has been on a biweekly basis since March 2009.
As of December 30, 2018, guaranty associations have funded approximately $474.7
million for death claims (this includes the $94.6 million assumption funding by the Texas guaranty
association for Memorial Service Life and $118.3 million for the Lincoln Memorial block assumed
by Liberty Bankers/Capitol Life). In-force policy counts have decreased from an initial count of
211,957 (both Lincoln and Memorial) at liquidation to just over 15,000 (Lincoln only) at the end
of December 2018. Remaining face amounts covered by guaranty associations total approximately
$23.5 million as of December 2018.
Premium collections were made by the SDR on behalf of the guaranty associations through
late 2017 (premiums ceased as a result of the assumption agreement with Liberty Bankers).
Through December 2018, approximately $32 million has been received. Premiums had been
forwarded to NOLHGA on a quarterly basis and were subsequently disbursed to the guaranty
associations or held in an escrow account used to fund claims.
Legal Activity
Civil Litigation: As indicated above, both plaintiffs and defendants had filed appeals of the original
judgment in the district court case. In August, the United States Court of Appeals for the Eight
Circuit issued a ruling with the following key points:
•
•
•

•
•
•

The plaintiffs’ claims were trust law claims brought in equity that should have been tried to the
court, not to a jury.
The measure of damages for trust claims is defined by §205 of the Restatement (Second) of Trusts.
The beneficiaries of the trusts are NPS, Missouri consumers, and the funeral homes that were to
provide services.

The district court properly rejected PNC’s defenses of in pari delicto, authorization, and
investment advisor.
The district court properly dismissed the plaintiffs’ aiding-and-abetting claims.
The case is remanded for further proceedings, but the Eighth Circuit did “not dictate that
the case be retried in its entirety. The district court is familiar with the evidence and may
proceed based on the existing trial record as it sees fit, with receipt of additional evidence
as the court deems appropriate.”

In September, the plaintiffs filed a petition for the Eighth Circuit to rehear certain aspects
of its earlier ruling. The Eighth Circuit denied the petition in December. As a result, the case was
remanded to the district court for trial. The remanded trial began in St. Louis on November 28 and
was adjourned December 19, 2018. Testimony and closing arguments continued into early 2019.
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2019 ACTIVITY
In July 2019, the Eighth Circuit entered a final judgment in the retrial of the matter relating
to the Lincoln Memorial Life Insurance Company insolvency. The trial court found that three NPS
preneed trusts lost a combined $72.2 million as a result of Allegiant’s breaches of trust. The court
also awarded $12.2 million prejudgment interest and $15 million punitive damages. Defendant
PNC’s appeal is pending before the United States Court of Appeals for the Eighth Circuit. Briefing
is ongoing with argument expected in late 2020.
Litigation Recoveries: The plaintiffs have received approximately $131.3 million in settlement,
forfeiture, and restitution payments from certain defendants. The guaranty associations’ share of
this is approximately $101.1 million.
OUTLOOK
Covered claims will continue to be funded by the guaranty associations on approximately
a monthly basis as deaths occur now that the volume has dropped drastically due to the Assumption
Transaction. The Litigation Oversight Committee continues to oversee the actions against third
parties and any potential asset recovery scenarios. The trial will be completed in early 2019, and
the Litigation Oversight Committee will continue to monitor any settlement or appellate activity
with the remaining defendant, PNC Bank.
The NOLHGA task force expects to continue efforts to move the Reduced Paid-Up block of
business during 2019.
Penn Treaty/American Network
Pre-Rehabilitation History
Penn Treaty Network America Insurance Company (www.penntreaty.com) and its wholly
owned subsidiary, American Network Insurance Company (“ANIC”), both Pennsylvania domestic
life insurance companies, were placed in rehabilitation on January 6, 2009. The rehabilitator filed
a detailed Preliminary Report (see below) in April 2009 and filed petitions for the liquidation of
Penn Treaty and ANIC on October 2, 2009.
Penn Treaty and its insurance company subsidiaries (ANIC and American Independent
Network Insurance Company of New York, a New York domestic life insurance company that is
not in rehabilitation) started writing long-term-care (“LTC”) insurance in 1972. Penn Treaty
experienced rapid growth in its LTC business in the late 1990s. As of December 31, 2001, Penn
Treaty’s adjusted capital and surplus were below the Regulatory Action Level, and it was required
to file a Corrective Action Plan with the Pennsylvania Insurance Department. At that time, Penn
Treaty and ANIC (the “Companies”) suspended underwriting activities, reviewed and adjusted
underwriting and claims protocols, increased reserves, sought and obtained additional reinsurance,
commenced efforts to raise capital, adopted the Corrective Action Plan, and then resumed writing
new business. As a result, the Companies’ business is looked at as two blocks—that sold prior to
2002 and that written since 2002.
Rehabilitation
On April 6, 2009, the rehabilitator filed a Preliminary Report and Plan of Rehabilitation
with the Commonwealth Court. The Preliminary Report included detailed summaries by Milliman
(engaged to conduct an underwriting analysis) and Signal Hill (engaged to evaluate rehabilitation
8

options). The rehabilitator’s initial plan described in the Preliminary Report was for the continued
rehabilitation of both Penn Treaty and ANIC and included a nationwide rate increase on all pre2002 business.
First Liquidation Petitions Filed (2009) and Denied (2012)
After evaluating several rehabilitation alternatives throughout 2009, the Commissioner
filed petitions for liquidation on October 2, 2009. On October 23, 2009, the Commissioner filed
amended petitions for liquidation. The amended petitions included an updated Milliman evaluation
showing that Penn Treaty’s statutory capital and surplus would be negative by more than $1.3
billion as of June 30, 2009, if appropriate reserves for future claims and risks were held. ANIC’s
statutory capital and surplus would be negative by more than $45 million.
The Board of Directors of Penn Treaty, through its Chairman, and Penn Treaty’s sole
shareholder, Penn Treaty American Corporation (PTAC), objected to the liquidation of Penn
Treaty and ANIC in 2010. A hearing on the liquidation petitions began on January 31, 2011. Faegre
Baker Daniels attended the liquidation hearing and monitored the proceedings. Testimony
concluded in November 2011. There were 29 days of testimony and argument (with several breaks
throughout). Oral argument on the proceeding was in February 2012. On May 3, 2012, the court
issued an order denying the liquidation petitions and ordering the rehabilitator to file a plan of
rehabilitation that addresses and eliminates the inadequate and discriminatory premium rates for
the pre-2002 business.
Judgment on the court’s order was entered on September 28, 2012, triggering the start of
the 30-day notice of appeal period. On October 26, 2012, the rehabilitator filed a notice of appeal
of the court’s May 3 order.
2013 Rehabilitation Plan Filing
The rehabilitator, through a new professional team, filed Applications for Approval of the
Plans of Rehabilitation for Penn Treaty and ANIC with the Commonwealth Court on April 30,
2013 (the “2013 Plans”). The 2013 Plans were based largely on the reduction of policy benefits as
a first step with the possibility of further benefit reductions or rate increases in the future.
On June 5, 2013, the Commonwealth Court issued Case Management Orders and dictated
certain notice and comment procedures, including procedures for submitting Informal and Formal
Comments. In total, 244 Informal Comments and 282 Formal Comments were filed. Six Formal
Commenters were represented by counsel and sought to participate in the court proceedings. Those
Formal Commenters were (i) Eugene Woznicki and PTAC (the Chairman of the Board and
shareholder of Penn Treaty); (ii) Broadbill Partners (a shareholder of PTAC); (iii) a group of agents
appointed by and receiving commissions from the Companies; (iv) Aetna, Cigna,
UnitedHealthcare, and WellPoint; (v) NOLHGA; and (vi) two policyholders of the Companies.
During 2013, the Commonwealth Court held two pre-hearing conferences on the 2013
Plans, appointed a Policyholder Committee (represented by Thomas Leonard and Richard
Limburg of Obermayer Rebmann Maxwell & Hippel), and directed the rehabilitator and Formal
Commenters listed above to negotiate for a period of 30–60 days to determine if agreement could
be reached with respect to at least “Phase 1” of the 2013 Plans. The court ordered that such
negotiations would be privileged and beyond discovery. The rehabilitator referred to the
negotiating group as the Multi-Party Rehabilitation Group (MPRG). In the fall/winter of 2013, the
MPRG met more than 10 times with conversations turning to the possibility of a “good bank/bad
9

bank” plan that would rehabilitate as much of the Companies’ business as could be rehabilitated
in a “good bank,” with the remainder of the business to be liquidated in a “bad bank,” which would
trigger the guaranty associations.
2014 Second Amended Rehabilitation Plan Filing
The MPRG continued to meet throughout 2014 to discuss a possible amended
rehabilitation plan. The rehabilitator filed an Amended Plan of Rehabilitation on August 8, 2014,
and a Second Amended Plan of Rehabilitation on October 8, 2014 (“Second Amended Plan”). The
Second Amended Plan adopted the “good bank/bad bank” structure developed through MPRG
discussions. On December 3, 2014, the court issued a Case Management Order outlining notice
and comment procedures. The hearing on the 2014 Plan was scheduled to begin on July 13, 2015.
In late 2014, the court ordered the rehabilitator to file a memorandum on the applicable
legal standard of review and approved the Policyholder Committee’s request to retain an actuary.
The Intervenors (Woznicki and PTAC) filed but later withdrew several applications for multiple
forms of relief.
Supreme Court of Pennsylvania Appeal
On August 5, 2013, the rehabilitator filed his brief in support of the appeal of the
Commonwealth Court’s 2012 order denying the liquidation petitions. The National Association of
Insurance Commissioners and NOLHGA (with the Pennsylvania guaranty association) filed
amicus briefs in support of the rehabilitator. The Intervenors in the Commonwealth Court
proceedings filed a brief in opposition to the appeal. Briefing continued through the end of 2013,
and the oral argument was held on September 10, 2014.
On July 20, 2015, the Supreme Court of Pennsylvania issued a per curiam opinion holding
that the Commonwealth Court applied an incorrect standard of review when reviewing the
rehabilitator’s petition for liquidation. The Supreme Court found the appropriate standard of
review is abuse of discretion. However, the Supreme Court upheld the Commonwealth Court’s
denial of the liquidation petitions and sent everything back to the Commonwealth Court.
Second Amended Plan & Other Discussions
Throughout 2015, the MPRG participants attempted to resolve their competing goals and
interests so that an agreed modification to the Second Amended Plan might be proposed to the
court. The task force’s involvement in the MPRG process gave the guaranty associations the ability
to weigh in on issues of utmost importance to the guaranty system to ensure protection of
policyholders consistent with governing statutes and to prevent courses of action that would be
detrimental to the guaranty associations and their member insurers.
Interested parties, including NOLHGA, submitted formal and informal comments on the
Second Amended Plan in February 2015. The court held a pre-hearing conference on February 20,
2015. Various motions were filed by the rehabilitator and interested parties regarding discovery
and certain elements of the Second Amended Plan. In May, the court heard argument on, and
subsequently denied, PTAC’s application seeking an immediate rejection of the Second Amended
Plan. The court also heard argument on the health insurers’ applications challenging the use of
estate assets to pay benefits in excess of guaranty association limits and the payment of
commissions under the Second Amended Plan. The court reserved judgment on both issues.
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Before the start of the Second Amended Plan confirmation hearing, the court recognized
the formal commenters, including NOLHGA, as limited intervenors. The first phase of the hearing
began on July 13–14, 2015. Special Deputy Receiver Patrick Cantilo gave direct testimony, and
each of the limited intervenors gave opening statements. The court issued a Case Management
Order on July 30, 2015, setting out the process and timing for discovery and stating that the second
phase of the hearing would begin on November 30, 2015.
A lengthy document discovery process ran through the end of 2015, and a number of fact
and expert witnesses were scheduled for deposition. On October 13, 2015, after conferences with
the parties and due to the extended discovery, the court issued a new scheduling order moving the
start of the second phase of the hearing to February 16, 2016. The rehabilitator’s witnesses and
representatives were deposed in December 2015; depositions for the other parties’ witnesses and
representatives were scheduled for January 2016.
Two significant issues raised over the course of the proceedings continued to affect the
guaranty associations and their members directly—the issue of whether policyholders have claims
to estate assets for benefits in excess of guaranty association limits (sometimes referred to as the
Warrantech issue) and the issue of whether the guaranty association statutory interest rate
adjustment provision applies to the Companies’ inflation benefits (sometimes referred to as the
Moody’s issue). In an attempt to resolve these issues and avoid litigation of these issues in the
Commonwealth Court and, with respect to the Moody’s issue, across the country, the task force
worked diligently with other interested parties on a compromise.
The Path to Liquidation
Early in the first quarter of 2016, the action in the receiverships changed from a nowabandoned “good bank/bad bank” rehabilitation plan (as set forth in the Second Amended Plan) to
working toward a straight liquidation of both Companies. The rehabilitator’s focus in 2016 was on
two fronts: (1) resolving disputes with the shareholder interests (PTAC and Broadbill), eventually
resulting in a $10 million shareholder settlement brokered by the court; and (2) getting ready to
file liquidation conversion petitions with the Commonwealth Court and preparing for liquidation
orders. Those liquidation conversion petitions were filed by the rehabilitator with the
Commonwealth Court on July 27, 2016. There continued to be disagreements, disputes, meetings,
and numerous conversations among the rehabilitator and the intervenors (NOLHGA,
PTAC/Broadbill, the Policyholder Committee, the nine represented health insurers, and the
agents), but in the context of an anticipated/inevitable liquidation of both companies in early 2017
with a triggering of the 50 affected guaranty associations to protect the remaining 78,000
policyholders.
Task Force’s Plan for Liquidation
Starting in the first quarter and accelerating in the second quarter of 2016, the task force’s
day-to-day liquidation planning moved to six subgroups, with oversight by the working group and
full task force: Administration, Captive, Premium Increase, GA Reinsurance, External
Communications, and Asset Management/Assessment Timing. Each subgroup actively engaged
in getting ready for the triggering of the affected guaranty associations, and each subgroup
involved member insurers where appropriate in the subgroup’s work and in crafting the elements
of the task force’s resolution plan. The elements of this plan were presented to and approved by
the MPC at a special meeting on November 15, 2016.
11

•
•
•
•
•

The key elements of the resolution plan and the results of the MPC opt-out process were:

Early Access Agreements with the Receiver: all 50 affected guaranty associations participating
National Premium Rate Increase Strategy: 48 associations participating
Settlement Agreement with the Intervening Health Insurers: 41 associations participating
Reinsurance Agreements with the Protected Cells of the Captive: 44 associations participating
Interim Services Agreement with the Receiver: all 50 associations participating (44 through the
captive and 6 through NOLHGA)

Liquidation
Liquidation orders were issued against Penn Treaty and ANIC on March 1, 2017, and the
elements of the plan described above went into effect. The task force focused on ensuring a smooth
transition to liquidation for policyholders and the guaranty associations. The captive established
by the guaranty associations, LTC Reinsurance PCC, began operations in early 2017 after the
appointment of its full Board of Directors and officers and engagement of consultants. Guaranty
associations participating in LTC Re funded their initial obligations to LTC Re on May 30, 2017.
LTC Re manages the collective asset management and oversees the administration of the covered
policies on behalf of its member guaranty associations. Guaranty associations participating in the
Interim Services Agreement through NOLHGA also funded their annual obligations on May 30,
2017.
2018 ACTIVITY
Policy & Claims Administration
Since liquidation, Penn Treaty has been administering the covered policies on behalf of the
guaranty associations. The Policy and Claims Administration Working Group (PACA Working
Group) and Coordination and Strategy Committee (C&S Committee), which were established in
2017 pursuant to the terms of the Settlement Agreement with certain health insurers, continued to
oversee policy and claims administration activities. The PACA Working Group, which is the
central point of contact for Penn Treaty as the TPA, reviewed certain policies/procedures of Penn
Treaty and followed up on open items from the 2017 claims audit, in addition to its general work
on administration and escalated matters. The C&S Committee continued to oversee the strategic
direction of policy and claims administration.
A subgroup of the task force considered the best way to handle uncashed checks/unclaimed
property and facilitated a subcontractor arrangement between Penn Treaty and Ryan LLC under
which Ryan will provide unclaimed property compliance services for those guaranty associations
that elect to have the TPA assist them.
In the fall of 2018, two guaranty associations that were participating in the Interim Services
Agreement through NOLHGA (Illinois and Wisconsin) withdrew from the Interim Services
Agreement and moved administration of their covered policies in-house.
Search for Long-Term TPA
In the summer of 2018, the receiver’s team completed its process for selecting an entity to
purchase Penn Treaty’s infrastructure and named a finalist. The task force and LTC Re formed a
joint Negotiating Team that was charged with working with the finalist to determine if the parties
could agree to the terms of a long-term TPA agreement. The Negotiating Team includes
representatives from NOLHGA and the guaranty associations, LTC Re, health insurers and an
LTC insurer and is overseen by a joint Task Force/LTC Re Steering Committee. The Negotiating
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Team spent several weeks vetting the Receiver’s finalist and attempting to negotiate a long-term
TPA agreement with the finalist. Late in the summer, the Negotiating Team decided to pause its
negotiations with the finalist and explore additional TPA options.
The task force and LTC Re launched a new process and invited three TPAs, including the
finalist, to submit proposals for a long-term TPA agreement. All three submitted proposals. The
Negotiating Team reviewed the proposals, met with each of the bidders, spoke with references,
and posed written follow-up questions to the bidders. Each of the proposals included a conversion
from Penn Treaty’s core IT system to the TPA’s core system, but each TPA proposed “rebadging”
most of Penn Treaty’s workforce to the TPA so that they could continue to service the guaranty
association–covered policies. Throughout the process, the Negotiating Team has collaborated with
the receiver’s team so that any sale of Penn Treaty’s infrastructure would be coordinated with the
transition to a long-term TPA. As of year-end, the Negotiating Team was analyzing the proposals
with the expectation that it would select a finalist and begin negotiations on a definitive agreement
in early 2019. Until a new TPA agreement is effective, Penn Treaty will continue to service the
guaranty association–covered policies pursuant to the Interim Services Agreement.
National Rate Increase Strategy
Since liquidation, rate increase filings have been made in 48 states. Rate increases had been
approved in 46 states as of year-end 2018. The task force’s rate increase subgroup continues to
work with Penn Treaty and LTCG on the implementation of rate increases (and benefit
modification elections). Approximately one-third of policyholders who received rate increases
called or wrote to Penn Treaty with questions, but only a few have logged a complaint in response
to the rate increase.
Assessment Protests
Certain member health insurers (including those who are parties to the Settlement
Agreement related to the Moody’s interest rate adjustment issue) filed assessment protests against
every guaranty association that assessed for Penn Treaty or ANIC. There were two primary bases
for the protests: (1) the guaranty association over-assessed due to its failure to apply the Moody’s
interest rate adjustment to the LTC inflation benefit, and (2) the guaranty association misallocated
the assessment among member insurers by not using 2016 premium data and by using possibly
faulty data.
The rate increase program developed by the Task Force was successful in resolving nearly
all of the protests based on the Moody’s adjustment pursuant to the terms of the Settlement
Agreement. LTCG confirmed that the National Threshold for rate increases was reached in 2018.
That resolved the Moody’s protests for guaranty associations in all states where the result of rate
increase efforts in the state reached at least 50% of the target. As of year-end 2018, this threshold
had been reached for all guaranty associations participating in the Settlement Agreement except
one (which continues to address the protest issue with the protesting health insurers).
NOLHGA staff and legal counsel worked closely with the protesting health insurers and
their legal counsel and financial advisors in late 2017 and much of 2018 to resolve the protests
based on assessment allocation issues. In the process of resolving these protests, the protesting
health insurers basically audited the nationwide assessment calculations for Penn Treaty and
ANIC. Ultimately, no issues were found with respect to the data or methodology used by the
guaranty associations. In states where the 2016 premium data was not originally used by the
guaranty association in allocating the assessment, the guaranty association and protesting health
insurers came to an agreement about how the 2016 data would be used going forward. All
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assessment protests related to assessment allocation issues have now been resolved.
Estate Asset Allocation
NOLHGA filed omnibus proofs of claim (for Penn Treaty and ANIC) on behalf of all
affected guaranty associations in May 2018. The proofs of claim stated the basis for the guaranty
associations’ claims but did not include the amount of the claims. The receiver has not yet
submitted a plan for the allocation of estate assets to the Commonwealth Court. The issue of
whether any estate assets should be allocated to policyholders with claims in excess of guaranty
association limits remains unresolved and could be put before the Commonwealth Court.
2019 ACTIVITY
The Task Force’s primary focus in 2019 was finalizing a new agreement for policy and
claims administration and starting the transition from Penn Treaty to the new TPA. TriPlus
Services, Inc. was selected as the new TPA. The task force will continue to implement approved
rate increases, including those that are being phased in over several years. We expect some activity
on estate asset allocation in 2020. Either the parties will come to an agreement on the currently
disputed issues and the Receiver will file a plan for distribution of assets, or the parties will not
come to an agreement and the disputed issues will be litigated in the Commonwealth Court. The
level of NOLHGA’s involvement in those court proceedings will depend on which issues are
brought before (or raised by) the Commonwealth Court.
Communications
The Task Force continued to communicate regularly in 2019, conducting reports on the
status of Penn Treaty and ANIC at each MPC meeting. Task force representatives also regularly
communicated and worked closely with the Receiver and LTC Re.
Communications regarding Penn Treaty and ANIC are subject to the Common Interest and
Confidentiality Agreement among NOLHGA, the rehabilitator, and the Companies, which was
entered into on January 29, 2010. Under the agreement, NOLHGA is permitted to share
information received from Penn Treaty, ANIC, and the rehabilitator with its member guaranty
associations. Any guaranty association that receives such information from NOLHGA shall
comply with the terms of the agreement, including keeping such information confidential. This
confidentiality requirement is consistent with the guaranty associations’ expectation that
confidential information shared among them in an insolvency will remain private. (See Section 4.7
of the MPC Rules and Procedures.)
LITIGATION
As of December 31, 2019, there was no active litigation where the Association is a
defendant. The Association is a plaintiff along with other guaranty associations affected by the
insolvency of Lincoln Memorial Life Insurance Company, Memorial Services Life Insurance
Company and National Pre-Arranged Services, Inc. The Special Deputy Receiver for this
insolvency is also a joint plaintiff. As of the end of 2019, the litigation was pending in the Federal
Court of Appeals for the Eighth Circuit.
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Financial Reporting
and Audit
for the year ending
December 31, 2019

INDEPENDENT AUDITORS’ REPORT
To the Board of Directors of the
Missouri Life and Health Insurance
Guaranty Association
We have audited the accompanying financial statements of the Missouri Life and Health Insurance Guaranty
Association (the “Association”), which comprise the statement of financial position as of December 31, 2019,
and the related statements of activities, functional expenses and cash flow for the year then ended, and the
related notes to the financial statements.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to fraud or error.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with U.S. generally accepted auditing standards. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the Association’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Association’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates made
by management, as well as evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Missouri Life and Health Insurance Guaranty Association as of December 31, 2019, and the
changes in its net assets and its cash flow for the year then ended, in conformity with U.S. generally accepted
accounting principles.

March 13, 2020
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MISSOURI LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION
STATEMENT OF FINANCIAL POSITION
December 31, 2019
(with comparative totals for December 31, 2018)
2019
Class A

Class B

Total

$ 1,396,660
16,725,160
47,113
(58,058)
1,336,319

$ 1,450,962
16,725,160
95,201
1,336,319

2018
(Memorandum
Only)

ASSETS
Cash and cash equivalents
Investments
Accounts receivable, net
Interclass receivable (payable)
Unbilled assessments
Furniture and equipment, net of accumulated depreciation
of $16,578 and $60,412 respectively
Other assets
Total assets

$

54,302
48,088
58,058
-

$

2,780,414
19,245,284
66,025
26,336,319

6,903
3,495

-

6,903
3,495

193
53,078

$

170,846

$ 19,447,194

$ 19,618,040

$ 48,481,313

$

17,901
52,594
-

$ 1,347,445
7,588,557
-

$ 1,365,346
52,594
7,588,557
-

$

70,495

8,936,002

9,006,497

39,172,415

100,351

10,511,192

10,611,543

9,308,898

170,846

$ 19,447,194

$ 19,618,040

$ 48,481,313

LIABILITIES AND NET ASSETS
LIABILITIES
Accounts payable
Accrued liabilities
Accrued interest
Reserves for claims payable
Notes payable
Total liabilities
NET ASSETS - WITHOUT RESTRICTIONS
Total liabilities and net assets

$

The notes to financial statements are an integral part of these statements.
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1,360,628
215,335
538,156
11,678,840
25,379,456

MISSOURI LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION
STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2019
(with comparative totals for the year ended December 31, 2018)
2019
Total

2018
(Memorandum
Only)

38,242
402,334
280,094
26,975,500
352,590
269

$ 1,737,891
396,592
262,488
19,998,510
383,089
299

27,768,332

28,049,029

22,778,869

-

(25,000,000)

(25,000,000)

(11,184,651)

-

(2,539,997)
568,475
569,448
2,147,781

(2,539,997)
568,475
569,448
2,147,781

210,253
(980,857)
1,555,073
2,343,058

Class A
SUPPORT AND REVENUES
Liquidation distributions
Net investment return
Allocations to Class B
Assessment income
Premium income
Miscellaneous income

$

Total support and revenues

334
280,094
269
280,697

CHANGE IN UNBILLED ASSESSMENTS
EXPENSES
Claims benefits and processing, net of changes in reserves
Assumption reinsurance ceding costs
Interest expense
Litigation fees
National Organization of Life and Health
Insurance Guaranty Associations
General and administrative
Allocations from Class A
Total expenses, net of changes in reserves
Change in net assets
Net assets, beginning of year
Net assets, end of year

Class B

$

$

38,242
402,000
26,975,500
352,590
-

$

280,697
-

390,706
49,172
280,094

390,706
329,869
280,094

404,938
324,779
262,488

280,697

1,465,679

1,746,376

4,119,732

-

1,302,653

1,302,653

7,474,486

100,351

9,208,539

9,308,890

1,834,412

100,351

$ 10,511,192

$ 10,611,543

$ 9,308,898

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

17

MISSOURI LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION
STATEMENT OF FUNCTIONAL EXPENSES
For the Year Ended December 31, 2019
(with comparative totals for the year ended December 31, 2018)

Program
Claims benefits and processing, net of
changes in reserves
National Organization of Life and Health
Insurance Guaranty Associations
Assumption reinsurance ceding costs
Litigation fees
Interest Expense
Salaries and benefits
Professional fees
Other
Travel
Rent and utilities
Equipment and Supplies
Depreciation
Dues, fees, and subscriptions

$ (2,539,997)

General and
Administrative
$

390,706
568,475
2,147,781
569,448
$ 1,136,413

$

-

2019
Total
$ (2,539,997)

194,434
73,830
18,724
17,141
14,786
3,773
134
7,047

390,706
568,475
2,147,781
569,448
194,434
73,830
18,724
17,141
14,786
3,773
134
7,047

329,869

$ 1,466,282

The notes to financial statements are an integral part of these statements.
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2018
Total
$

210,253
404,938
(980,857)
2,343,058
1,555,073
167,425
101,952
20,933
15,981
12,157
3,035
1,651
1,645

$ 3,857,244

MISSOURI LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION
STATEMENT OF FUNCTIONAL EXPENSES
For the Year Ended December 31, 2018
(with comparative totals for the year ended December 31, 2017)

Program
Claims benefits and processing, net of
changes in reserves
National Organization of Life and Health
Insurance Guaranty Associations
Assumption reinsurance ceding costs
Litigation fees
Interest Expense
Salaries and benefits
Professional fees
Other
Travel
Rent and utilities
Equipment and Supplies
Depreciation
Dues, fees, and subscriptions

$

210,253

General and
Administrative
$

404,938
(980,857)
2,343,058
1,555,073
$ 3,532,465

-

2018
Total
$

167,425
101,952
20,933
15,981
12,157
3,035
1,651
1,645
$

324,779
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210,253

$(83,473,725)

404,938
(980,857)
2,343,058
1,555,073
167,425
101,952
20,933
15,981
12,157
3,035
1,651
1,645

328,568
72,947,405
126,463
414,605
519,183
96,369
48,262
26,311
39,046
7,542
6,770
8,160

$ 3,857,244

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

2017
Total

$ (8,905,041)

MISSOURI LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION
STATEMENT OF CASH FLOW
For the Year Ended December 31, 2019
(with comparative totals for the year ended December 31, 2018)
2019
Class A
CASH FLOWS FROM OPERATING ACTIVITIES
Change in net assets
Adjustments to reconcile change in net assets to
net cash provided (used) by operating activities:
Depreciation
Realized (gain) on investments, net of change
in unrealized (gain) loss
Change in accounts receivable
Change in unbilled assessments
Change in other assets
Change in interclass receivable and payable
Change in accounts payable
Change in accrued liabilities
Change in accrued interest
Change in reserves for claims payable
Change in notes payable

$

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sales and maturities of investments
Purchases of investments
Purchase of equipment
Net cash (used) provided by investing activities
Net change in cash and cash equivalents
Cash and cash equivalents, beginning of year
Cash and cash equivalents, end of year

1,302,653

$

Class B
-

$

513

Net cash (used) by operating activities:

Total

2018
(Memorandum
Only)

1,302,653

$

-

513

7,474,486

7,900

2,220
516
46,809
5,600
(162,741)
-

(292,287)
(31,396)
25,000,000
49,067
(46,809)
(882)
(538,156)
(4,090,283)
(25,379,456)

(292,287)
(29,176)
25,000,000
49,583
4,718
(162,741)
(538,156)
(4,090,283)
(25,379,456)

(321,470)
63,319
11,184,651
(50,508)
3,342
23,168
166,760
(1,811,619)
(19,789,377)

(107,083)

(4,027,549)

(4,134,632)

(3,049,348)

(7,225)

96,800,000
(93,987,595)
-

96,800,000
(93,987,595)
(7,225)

155,720,000
(154,394,769)
-

(7,225)

2,812,405

2,805,180

1,325,231

(114,308)

(1,215,144)

(1,329,452)

(1,724,117)

168,610

2,611,804

2,780,414

4,504,531

$

54,302

$

1,396,660

$

1,450,962

$

2,780,414

$

-

$

1,107,587

$

1,107,587

$

1,378,281

SUPPLEMENTAL CASH FLOW DISCLOSURES
Cash paid for interest

The notes to financial statements are an integral part of these statements.
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MISSOURI LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION
NOTES TO FINANCIAL STATEMENTS
1.

ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization: The Missouri Life and Health Insurance Guaranty Association Act (“Act”) was passed by the
Missouri Legislature in 1988 to protect policy owners, beneficiaries, annuitants, payees and assignees of life
insurance policies, health insurance policies, annuity contracts and supplemental contracts, subject to certain
limitations, against failure in the performance of contractual obligations due to the impairment or insolvency
of the insurer issuing such policies or contracts. To provide this protection, the Missouri Life and Health
Insurance Guaranty Association (the “Association”) was created by Missouri Revised Statute 376.715 to
guarantee payment of benefits and continuation of coverage. Any insurer or health services corporation
licensed or holding a certificate of authority to transact in Missouri any kind of insurance for which coverage
is provided under Missouri Revised Statute 376.717 is a member insurer of the Association. All member
insurers are and must remain members of the Association as a condition of their authority to transact business
in Missouri. Members of the Association are subject to assessments to provide funds to carry out the purpose
of the Act.
The Association performs its functions under a plan of operation approved by the Missouri Director of
Insurance and exercises its powers through a Board of Directors. The Association is subject to the immediate
supervision of the Missouri Director of Insurance and the insurance laws of the State of Missouri.
Basis of accounting: The financial statements of the Association have been prepared on the accrual basis of
accounting. Therefore, revenues are recognized when earned and expenses are recognized when incurred.
Financial statement presentation: The Association uses the American Institute of Certified Public
Accountants’ not-for-profit model for accounting and financial reporting. The Association reports
information regarding its financial position and activities according to two classes of net assets: net assets
with restrictions and net assets without restrictions. The Association had only net assets without restrictions
during 2019 and 2018.
Summarized comparative total: The financial statements include prior year summarized comparative
information in total, but not by fund. Such information does not include sufficient detail to constitute a
presentation in conformity with U.S. generally accepted accounting principles. Accordingly, it should be read
in conjunction with the Association’s financial statements for the year ended December 31, 2018, from which
the summarized information was derived.
Use of estimates: Management uses estimates and assumptions in preparing these financial statements in
accordance with U.S. generally accepted accounting principles. Those estimates and assumptions affect the
reported amount of assets and liabilities and the reported revenues and expenses. Actual results could vary
from the estimates that were used.
Cash and cash equivalents: Cash and cash equivalents include certain interest-bearing bank accounts and
overnight repurchase agreements, which invest in various highly liquid investments. The Association
considers all highly liquid investments purchased with an original maturity of three months or less to be cash
equivalents.
Concentration of credit risk: Financial instruments that potentially subject the Association to concentration
of credit risk consist primarily of cash on deposit, overnight repurchase agreements and investments.
Periodically, the Association maintains cash on deposit at financial institutions in excess of amounts insured
by the U.S. Federal Deposit Insurance Corporation (FDIC).
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The Association held an overnight repurchase agreement balance of approximately $1,187,000 at December
31, 2019 and $2,380,000 at December 31, 2018. Overnight repurchase agreements are not secured. However,
the Association requires that U.S. government and agency securities underlying the repurchase agreements
must have a fair value of at least 100% of the cost of the repurchase agreement. The fair values of U.S.
government and agency securities underlying repurchase agreements are determined daily.
Investments: Investments consist primarily of U.S. Government backed securities and are reported on the
statement of financial position at fair value. Fair value is determined by quoted market prices for securities
listed on national exchanges or over-the-counter markets. Purchases and sales of securities are recorded on a
trade date basis. Realized investment gains and losses are determined on the specific identification basis.
Dividends are recorded on the declaration date. Interest is recorded when earned.
Accounts receivable: Accounts receivable consist of amounts due from the Missouri Property and Casualty
Insurance Guaranty Association and investment interest receivable. The Association considers all receivables
at December 31, 2019 and 2018 to be fully collectible and has not recorded an allowance for doubtful
accounts.
Unbilled assessments: Unbilled assessments represent an accumulation of all future assessments that may be
made in order to cover the estimated claims and loss adjustment expenses of current insolvencies. The
potential future assessment amount is estimated at the beginning of the liquidation of an insurer and is
subsequently reduced as assessments are billed, as changes occur to estimated claims and loss adjustment
expenses, or when a block of business is purchased by a third party.
Furniture and equipment: Purchases of furniture and equipment are recorded at cost. The costs of normal
maintenance and repairs are expensed as incurred. Renewals and betterments are capitalized and depreciated
over the remaining useful lives of the related assets on a straight-line basis over three to ten years.
Depreciation expense for the years ended December 31, 2019 and 2018 totaled $513 and $7,900, respectively.
Assessments: For purposes of assessment, the Association maintains three accounts: (1) the accident and
health insurance account; (2) the life insurance account; and (3) the annuity account. In order to provide
funds necessary to carry out the powers and duties of the Association, the Board of Directors (Board) is
authorized to assess the member insurers, in a combined assessment or separately for each account, at such
time and for such amounts as the Board deems necessary.
Class A assessments are made for the purpose of meeting administrative costs and other general expenses and
examinations not related to a particular impaired or insolvent insurer. The amount of any Class A assessment
is determined by the Board and may be made on either a non-pro rata or pro rata basis. Non-pro rata
assessments may not exceed $150 per member company in any one calendar year. Class A assessments are
made to the extent necessary to carry out the powers and duties of the Association.
Class B assessments against member insurers for each account are in the proportion that the average
premiums received on business in Missouri by each assessed member insurer on policies covered by each
account for the three calendar years preceding the insolvent company's date of insolvency bears to the average
of such premiums received on business in the state for the three calendar years preceding the insolvent
company's date of insolvency by all assessed member insurers.
A life insurance account Class B assessment was made in May 2019 for $27,000,000.
Expense classification: The Association classifies expenses as Class A or Class B based upon the statutory
provisions of the Act. Class A expenses are administrative costs, legal costs and other costs not allocated to a
particular impaired or insolvent insurer. Class B expenses are costs incurred to the extent necessary to carry
out the powers and duties of the Association as it relates to the payment of the obligations of an impaired or
an insolvent insurer.
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Income taxes: The Association is exempt from income tax under Section 501(c)(6) of the Internal Revenue
Code. Interest and penalties incurred, if any, related to annual Form 990 are reported within general and
administration expenses on the accompanying statement of activities.
Subsequent events: Events that have occurred subsequent to December 31, 2019 have been evaluated through
March 13, 2020, which represents the date the Association’s financial statements were approved by
management and, therefore, were available to be issued.
2.

LIQUIDITY AND AVAILABILITY OF FINANCIAL ASSETS

The Association’s financial assets available within one year from December 31, 2019 for general expenditures
are as follows:

Cash and cash equivalents
Investments due in one year or less
Accounts receivable, net

$ 1,450,962
5,489,848
95,201
$ 7,036,011

As more fully described in Note 7, the Association also maintains a line of credit of $5,000,000 with a bank,
which it could draw upon in the event of an unanticipated liquidity need. The Association has a policy to
structure its financial assets to be available as its general expenditures, liabilities, and other obligations come
due.
3.

INVESTMENTS

Investments consisted of the following at December 31, 2019 and 2018:
Unrealized
(Loss)

Cost

2019
Class B Fund
U.S. agency bonds and notes
Total Class B investment securities

$ 16,778,082

$

(52,922)

$ 16,725,160

$ 16,778,082

$

(52,922)

$ 16,725,160

Unrealized
(Loss)

Cost

2018
Class B Fund
U.S. agency bonds and notes
Total Class B investment securities
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Fair Value

Fair Value

$ 19,273,657

$

(28,373)

$ 19,245,284

$ 19,273,657

$

(28,373)

$ 19,245,284

Contractual maturities of investment securities at December 31, 2019 are as follows, based on the expected
call date.

Cost
Due in one year or less
Due in one to five years
Total Class B investment securities

Unrealized
Gain (Loss)

Fair Value

$ 5,481,478
11,296,604

$

8,370
(61,292)

$ 5,489,848
11,235,312

$ 16,778,082

$

(52,922)

$ 16,725,160

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. For assets and liabilities required to be
reported at fair value, U.S. generally accepted accounting principles prescribes a framework for measuring
fair value and financial statement disclosures about fair value measurements. A fair value hierarchy has been
established that distinguishes between market participant assumptions based on market data obtained from
sources independent of the reporting entity (observable inputs that are classified within Levels 1 and 2 of the
hierarchy) and the reporting entity’s own assumptions about market participant assumptions (unobservable
inputs classified within Level 3 of the hierarchy).
The three levels of the fair value hierarchy as prescribed by GAAP are as follows:
Level 1

Valuation is based upon quoted prices (unadjusted) in active markets for identical assets or
liabilities that the Association has the ability to access.

Level 2

Valuation is based upon quoted prices for similar assets or liabilities in active markets, quoted
market prices for identical or similar assets or liabilities in inactive markets, inputs other than
quoted prices that are observable for the asset or liability, or inputs that are derived principally
from or corroborated by observable market data by correlation or other means. Observable
inputs may include interest rates, foreign exchange rates, and yield curves that are observable at
commonly quoted intervals.

Level 3

Valuation is based on methodologies that are unobservable and significant to the fair value
measure. These may be generated from model-based techniques that use at least one significant
assumption based on unobservable inputs for the asset or liability, which are typically based on
an entity’s own assumptions, as there is little, if any, related market activity.

The asset or liability’s fair value measurement level within the fair value hierarchy is based on the lowest
level of any input that is significant to the fair value measurement. The Association’s assessment of the
significance of a particular input to the fair value measurement in its entirety requires judgment and considers
factors specific to the asset or liability. Valuation techniques used need to maximize the use of observable
inputs and minimize the use of unobservable inputs.
The following is a description of valuation methodologies used for assets and liabilities recorded at fair value.
U.S. agency bonds and notes: U.S. treasury notes and bonds are valued at the closing price reported in
the market in which the individual security is traded. Other U.S. government bonds are valued at the
closing price reported in the inactive market in which the bond is traded or valued based on yields
currently available on comparable securities of issuers with similar credit ratings.
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The table below presents the Association’s assets measured at fair value as of December 31, 2019 and 2018,
aggregated by the level in the fair value hierarchy within which those measurements fall:
2019
Level 1
Assets
U.S. agency bonds and notes

$

Level 2
-

$ 16,725,160

Level 3
$

Total
-

$ 16,725,160

2018
Level 1
Assets
U.S. agency bonds and notes

$

Level 2
-

$ 19,245,284

Level 3
$

Total
-

$ 19,245,284

Net investment return consisted of the following for the years ended December 31, 2019 and 2018:
2019

Class A

Change in unrealized gain (loss) on investments
Net realized gain on sales

334

$

(24,549)
316,836
292,287
109,713

$

(24,549)
316,836
292,287
110,047

$

334

$

402,000

$

402,334

2018

Class A

Change in unrealized gain (loss) on investments
Net realized gain on sales

4.

Class B

Total

$

318

$

11,319
310,151
321,470
74,804

$

11,319
310,151
321,470
75,122

$

318

$

396,274

$

396,592

Interest income
Net investment return

Total

$

Interest income
Net investment return

Class B

RESERVES FOR CLAIMS PAYABLE

The Association receives claims expense estimates from the National Organization of Life and Health
Insurance Guaranty Association (“NOLHGA”) and other entities. Management analyzes the information
received from NOLHGA and other entities, industry trends and the effects of Missouri statute limitations on
the estimates prior to arriving at the recorded estimated reserves for claims payable. The methods for making
such estimates and for establishing the resulting liability are continually reviewed and any adjustments of
estimates are reflected in claims benefits and processing expenses in the accompanying statement of activities.
The total reserves for claims payable were approximately $7,600,000 and $11,700,000 at December 31, 2019
and 2018, respectively. These reserves are based on estimates and, while management presently believes the
estimate of reserves for claims payable at December 31, 2019 is adequate, the actual liability could vary
considerably from the amount presented in the accompanying statement of financial position.
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5.

PROGRAM EXPENSES

As explained in Note 1, the Association is statutorily required to account for transactions directly related to
administration of the various insolvencies in one fund (Class B) and general and administrative expenses in
another fund (Class A). By the very nature of the fund, all expenses recorded in Class B are program
expenses. However, management and general expenses initially recorded in Class A are allocated to Class B
based on periodic time and expense studies. Such allocations totaled $280,094 and $262,488 for the years
ended December 31, 2019 and 2018, respectively.
6.

LITIGATION RECOVERIES

Lincoln Memorial Life Insurance Company (“Lincoln Memorial”) along with the affiliated Memorial
Services Life Insurance Company and National Prearranged Services, Inc. (“NPS”) were ordered liquidated
by the Travis County, Texas Circuit Court in 2008. The insurance companies were part of a holding company
system and had a direct relationship with the affiliate NPS, that sold pre-need funeral plans.
The Association is participating with other affected guaranty associations and the special deputy receiver of
the three companies in a civil suit against numerous defendants involved with the defunct companies. These
defendants include banks, an investment firm, and an accounting firm. The civil litigation has been filed in
the United States District Court for the Eastern District of Missouri in St. Louis. The trial began on February
2, 2015, and on March 9, 2015, the jury awarded $491 million in damages to the plaintiffs. The verdict was
appealed by both parties. On August 17, 2017 the U.S. Court of Appeals, Eight Circuit tendered a judgement
affirming in part and reversing in part, the trial court’s verdict. The case was remanded to the trial court for a
retrial before the judge, and judgement was rendered in favor of the plaintiff for $102 million in trust
damages, punitive damages, and prejudgment interest. The defendant appealed the judgement and a final
judgment on the appeal is expected to be issued late 2020 or early 2021.
As part of this litigation, a number of defendants have settled with the guaranty associations and have been
dismissed from the litigation. The Association received $17,421,829 as its proportionate share of these
settlements during 2015.

7.

LINE OF CREDIT

The Association maintains a $5,000,000 unsecured revolving line-of-credit which bears interest at the greater
of 0.50% plus prime (4.75% at December 31, 2019) or 5.00%. There were no borrowings under this
agreement during 2019 or 2018. The agreement expires on June 14, 2020.
8.

NOTES PAYABLE

During the year ended December 31, 2017, the Association was party to three significant Class B assumption
reinsurance ceding events that resulted in the issuance of promissory notes payable to the assuming
companies.
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The balances of the promissory notes were as follows at December 31:
2019
Reserve funding promissory note bearing interest at a rate of 4.50%
payable at maturity including principal and interest
on October 25, 2019.

$

Reserve funding promissory note bearing interest at a rate of 4.25%,
payable in four annual installments including principal and interest
maturing on March 1, 2021. During 2018 and 2019, principal and
interest were reduced from withholdings of liquidation distributions.
$

9.

2018

-

$ 25,377,863

-

1,593

-

$ 25,379,456

EMPLOYEE BENEFIT PLANS

The Association sponsors a 401(k) Safe Harbor Pension Plan. Employees are eligible to participate in the
plan after completion of twelve consecutive months of employment and 1,000 hours of service. Employees
are vested in the plan immediately. The Association’s contribution is based on a percentage of salaries as
approved by the Board of Directors.
Contributions to the plan totaled $40,329 and $41,123, for the years ended December 31, 2019 and 2018,
respectively. Of the totals contributed for 2019 and 2018, the Missouri Property and Casualty Insurance
Guaranty Association (MPCIGA) was allocated $29,798 and $31,972, respectively, pursuant to the
contractual agreement described in Note 10.
The Association also sponsors a 457 Pension Plan. Employees are eligible to participate in the plan
immediately upon hire and are also vested in the plan immediately. The Association is not currently making
contributions to the plan. An investment, along with a corresponding accrued liability, of $11,943 at
December 31, 2019 and $155,088 at December 31, 2018, are recorded on the accompanying statement of
financial position. The amounts represent employee contributions through December 31, 2019 and 2018,
respectively.
10.

CONTRACT

The Association maintains a joint adminstration agreement with MPCIGA whereby the Association provides
common administration and management of both associations. The agreement is cancelable by either party
by giving six months’ notice and continues in existence until terminated. Each association is responsible for
its proportionate share of employee and overhead expenses. Such expenses are allocated at cost in proportion
to the estimated utilization by each association and the Association is reimbursed by MPCIGA accordingly.
Allocation methods are reviewed periodically based on current operations and resources utilized by the
associations. The Association allocated expenses of $690,391 and $654,850 to MPCIGA for the years ended
December 31, 2019 and 2018, respectively. On occasion, MPCIGA makes direct payment to the
Association’s vendors for expenses that are directly related to MPCIGA operations.
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11.

ALLOCATION OF EXPENSES AMONG PROGRAM AND SUPPORTING SERVICES

The costs of program and supporting services activities have been summarized on a functional basis in the
Statement of Activities. The natural classification detail of those expenses has been summarized in the
Statement of Functional Expenses. The Association’s policy is to not allocate any portion of general and
administrative expenses to program expense.
12.

LEASE COMMITMENT

The Association entered into a five-year non-cancelable lease for office space requiring monthly rental
payments of up to $3,000 through April 30, 2022, as allocated to the Association pursuant to the contractual
agreement described in Note 10. Office lease expense was $9,442 and $8,000 for the years ended December
31, 2019 and 2018, respectively.
13.

CONTINGENCIES

The Association is involved in litigation arising in the normal course of its business. In the opinion of
management, the Association’s recovery or liability, if any, under any pending litigation or administrative
proceeding would not materially affect its financial position.
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