
















































































Fifth Judicial Circuit of South Carolina. Director Farmer argues that the Commonwealth Court has
in rem jurisdiction over SHIP and its assets but does not have jurisdiction over South Carolina
policyholders. Further, the laws of South Carolina properly delegate to the Director of Insurance
oversight of policy forms and rates. Director Farmer asserts that the Rehabilitator and
Commonwealth Court do not have the authority to override that authority, and any order
attempting to do so should not be given full faith and credit in South Carolina. Defendants’
response is due in early 2021.

The task force is monitoring these proceedings and considering the potential impact of
possible outcomes on the affected guaranty associations.

Transamerica Recapture

At rehabilitation, SHIP was party to three indemnity reinsurance agreements under which
SHIP reinsured LTC policies issued by other insurers (American Health and Life Insurance
Company, Primerica Life Insurance Company, and Transamerica Life Insurance Company). The
Plan treated the indemnity reinsured policies in the same manner as policies directly issued by
SHIP, meaning that the reinsured policies were subject to the same rate increases and benefit
modifications. Several formal commenters, including NOLHGA, raised questions and concerns
about this approach. NOLHGA noted that the indemnity reinsured policies would not be covered
by the guaranty associations, and policyholders would need to look to the issuing insurers for the
payment of benefits in the event of SHIP’s liquidation.

In response to the concerns raised by formal commenters, the Rehabilitator removed the
indemnity reinsured policies from the Amended Plan and confirmed that they would not be altered
by the Amended Plan. In addition, the Rehabilitator began working with the issuing insurers to
terminate the reinsurance agreements. On November 9, 2020, the Rehabilitator filed an
Application for Approval of a Recapture Agreement with Transamerica. Under the Recapture
Agreement, Transamerica will recapture all reinsured liabilities, all trust assets will be transferred
to Transamerica, and the reinsurance agreement will terminate.

NOLHGA filed a response asking the Court to require the Rehabilitator to provide periodic
reports on the recaptured liabilities and trust assets, in part because any surplus assets in the Trust
will be repaid to SHIP after all policy liabilities have been satisfied (or possibly before that time).
On December 29, 2020, the Court approved the Application without including the reporting
requirements requested by NOLHGA. Prior to the issuance of the approval order, the Rehabilitator
did indicate to the Court that she would provide information about the recapture to the intervenors
and would include information about the recaptured liabilities and Trust assets in her annual
reports to the Court beginning in March 2021.

Communications
The task force and its four subgroups communicated regularly in 2020 and provided reports
on the status of the SHIP receivership at each MPC meeting. Communications regarding SHIP are

subject to the Confidentiality Agreement between NOLHGA and the PID, dated October 30, 2019.
Under the agreement, NOLHGA is permitted to share “Shared Information” received from the
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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.)

OUTLOOK

The Court proceedings on the Amended Plan likely will begin in early 2021. While the
task force intends to limit its participation in the Court proceeding to weighing in on those issues
that affect guaranty association rights and/or obligations, it is possible that NOLHGA will be
drawn into disputes among other parties to the proceedings.

If the Court approves the Amended Plan as filed, or as modified, the Rehabilitator could
begin implementation during the first half of 2021. If the Amended Plan is approved, the task force
will have primarily a monitoring role as Phase One of the Amended Plan is implemented. If the
Court does not approve the Amended Plan, there is a significant risk that SHIP will be placed in
liquidation. In light of that risk, the task force and its Contingency Planning Subgroup are engaging
in preliminary contingency planning for how the guaranty associations would respond to the
liquidation of SHIP.

The primary issues, or unknowns, are whether the Amended Plan will be approved and, if
so, when. The Court process could extend significantly if the objecting parties engage in discovery
and if objections cannot be addressed outside the Court process. The Court process and the
Rehabilitator’s plans also could be affected by court proceedings in other jurisdictions. If the
Amended Plan is not approved or is otherwise abandoned by the Rehabilitator, the task force will
need to plan quickly for liquidation.

LITIGATION

As of December 31, 2020, 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 2020, the litigation was pending in the Federal
Court of Appeals for the Eighth Circuit.
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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, 2020,
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, 2020, 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.

WA/{«M - Kops /s
February 24, 2021

American Institute of Certified Public Accountants Missouri Society of Certified Public Accountants Member, Allinial Global



MISSOURI LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION

STATEMENT OF FINANCIAL POSITION
December 31, 2020
(with comparative totals for December 31, 2019)

ASSETS

Cash and cash equivalents

Investments

Accounts receivable, net

Interclass receivable (payable)

Unbilled assessments

Furniture and equipment, net of accumulated depreciation
of $17,903 and $16,578 respectively

Other assets

Total assets

LIABILITIES AND NET ASSETS

LIABILITIES
Accounts payable
Accrued liabilities
Reserves for claims payable

Total liabilities
NET ASSETS - WITHOUT RESTRICTIONS

Total liabilities and net assets

2020 2019
(Memorandum

Class A Class B Total Only)
55333 § 878,869 § 934202 § 1,450,962
- 15,829,406 15,829,406 16,725,160
37,886 16,225 54,111 95,201
96,081 (96,081) - -
- 1,336,319 1,336,319 1,336,319
13,284 - 13,284 6,903
2,870 - 2,870 3,495
205,454 $17,964,738 $ 18,170,192 § 19,618,040
19,577 $ 1,344,537 § 1,364,114 § 1,365,346
85,526 - 85,526 52,594
- 5,851,293 5,851,293 7,588,557
105,103 7,195,830 7,300,933 9,006,497
100,351 10,768,908 10,869,259 10,611,543
205,454 $17,964,738  § 18,170,192 $§ 19,618,040

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



MISSOURI LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION

STATEMENT OF ACTIVITIES
For the Year Ended December 31, 2020
(with comparative totals for the year ended December 31, 2019)

2020 2019
(Memorandum
Class A Class B Total Only)
SUPPORT AND REVENUES
Liquidation distributions $ - $ 32,100 $ 32,100 $ 38,242
Net investment return 66 232,016 232,082 402,334
Allocations to Class B 238,512 - 238,512 280,094
Assessment income - - - 26,975,500
Premium income - 312,820 312,820 352,590
Miscellaneous income 204 - 204 269
Total support and revenues 238,782 576,936 815,718 28,049,029
CHANGE IN UNBILLED ASSESSMENTS - - - (25,000,000)
EXPENSES
Claims benefits and processing, net of changes in reserves - (393,296) (393,296) (2,539,997)
Assumption reinsurance ceding costs - 16,083 16,083 568,475
Interest expense - - - 569,448
Litigation fees - 184,867 184,867 2,147,781
National Organization of Life and Health
Insurance Guaranty Associations - 258,259 258,259 390,706
General and administrative 238,782 14,794 253,576 329,869
Allocations from Class A - 238,512 238,512 280,094
Total expenses, net of changes in reserves 238,782 319,219 558,001 1,746,376
Change in net assets - 257,717 257,717 1,302,653
Net assets, beginning of year 100,351 10,511,191 10,611,542 9,308,890
Net assets, end of year $ 100,351 $10,768,908 $ 10,869,259 $ 10,611,543

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