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NOTES TO FINANCIAL STATEMENTS 

 

 
Note 1 - Summary of Significant Accounting Policies 
 

On May 12, 2017, Cigna announced that the merger agreement between Cigna and Anthem had been terminated. See note 14 
for discussion of ongoing litigation related to the termination of the agreement. 
       

A. Accounting Practices and Procedures 
 
The financial statements of American Retirement Life Insurance Company ("ARLIC" or "the Company") are presented on the 
basis of accounting practices prescribed or permitted by the Ohio Department of Insurance. 
 
The Ohio Department of Insurance recognizes only Statutory Accounting Principles prescribed or permitted by the State of Ohio 
for determining and reporting the financial condition and results of operations of an insurance company, for determining its 
solvency under the Ohio Insurance Law.  The National Association of Insurance Commissioners (“NAIC”) Accounting Practices 
and Procedures Manual (“NAIC SAP”) has been adopted as a component of prescribed or permitted practices by the State of 
Ohio.   

 
A reconciliation of the Company’s net income and capital and surplus between NAIC SAP and practices prescribed and 
permitted by the State of Ohio are shown below: 
  

SSAP#

F/S 

Page
F/S Line 

#
2017 2016

Net Income
1) American Retirement Life Insurance Company state basis (Page 4, Line 35, 

Columns 1 & 3) XXX XXX XXX (22,561,782)$      (26,447,936)$      

2) State Prescribed Practices that increase/decrease NAIC SAP -                      -                      
3) State Permitted Practices that increase/decrease NAIC SAP -                      -                      
4) NAIC SAP  (1 – 2 – 3 = 4) XXX XXX XXX (22,561,782)$      (26,447,936)$      

Surplus
5) American Retirement Life Insurance Company state basis (Page 3, line 38, 

Columns 1 & 2) XXX XXX XXX 46,825,073$       40,653,829$       

6) State Prescribed Practices that increase/decrease NAIC SAP -                      -                      

7) State Permitted Practices that increase/decrease NAIC SAP -                      -                      
8) NAIC SAP  (5 – 6 – 7 = 8) XXX XXX XXX 46,825,073$       40,653,829$       

 
B. Use of Estimates in the Preparation of the Financial Statements 

 
The preparation of financial statements in conformity with Statutory Accounting Principles requires management to make 
estimates and assumptions that affect the reported amounts of assets and liabilities.  It also requires disclosure of contingent 
assets and liabilities at the date of the financial statements and the reported amounts of revenue and expenses during the 
period.  Actual results could differ from those estimates. 

 
C. Accounting Policy 
 

(6) Loan-Backed Securities. Loan-backed bonds and structured securities are valued at amortized cost using the constant 
level yield method.  Significant changes in estimated cash flows from the original purchase assumptions are 
accounted for generally using the retrospective adjustment method.  Significant changes in estimated cash flows from 
the original purchase assumptions for loan-backed and structured securities that have potential for loss of a significant 
portion of the original investment are accounted for using the prospective method.  These securities are presented on 
the balance sheet as bonds. 
 
Prepayment assumptions for loan-backed and other structured securities were obtained from external financial data 
sources. These assumptions are consistent with the current interest rate and economic environment. 
 
When the Company determines it does not expect to recover the amortized cost basis of loan-backed or structured 
securities with declines in fair value (even if it does not intend to sell and has the intent and ability to hold), the 
non-interest portion of the impairment loss is recognized in realized investment losses.  The non-interest portion is the 
difference between the amortized cost basis of the loan-backed or structured security and the net present value of its 
expected future cash flows.  Expected future cash flows are based on assumptions about the collateral attributes, 
including prepayment speeds, default rates and changes in value. 
 

D.  Going Concern  
 

In accordance with SSAP No. 1, “Accounting Policies, Risks and Uncertainties, and Other Disclosures,” management has made 
an evaluation of the Company’s ability to continue as a going concern, including such factors as its current financial position, 
recent earnings and cash flow trends and projections, liquidity and capital requirements, readily available sources of liquidity and 
such other factors deemed by management to be appropriate under the circumstances.   
 
Over the past four years, ARLIC has written significant amounts of Medicare supplement insurance resulting in annual net losses 
and negative cash flows from operations due to new business strain. To support the Company’s operations during this time, 
ARLIC has received capital infusions of $142 million from its immediate parent, Loyal American Life Insurance Company 
(“LALIC”), some of which has been passed through from LALIC’s parent, Cigna Health and Life Insurance Company.  Based on 
the Company’s current operating plan, new sales will continue into 2017, resulting in additional losses and negative cash flows 
thus requiring additional infusions of capital.   
 
Because the Company’s operating plan is approved by Cigna, it is highly probable that the Company’s capital and liquidity needs 
will continue to be funded by its parent thus allowing the Company to continue as a going concern and, accordingly, the 
accompanying financial statements have been prepared on the going concern basis. 

 
 

Statement as of June 30, 2017 of the American Retirement Life Insurance Company

Q07



 

NOTES TO FINANCIAL STATEMENTS 

 

Note 2 - Accounting Changes and Corrections of Errors 
 

On January 1, 2017, the Company adopted SSAP No. 35R – Revised Guaranty Fund and Other Assessments (Ref #2016-38) as 
later amended in April 2017 (Ref #2017-01).  The revisions require discounting of guaranty fund assessment liabilities and the 
related accrued assets from insolvencies of insurers that wrote long-term care contracts.  The Company adopted these revisions 
to SSAP No. 35R effective January 1, 2017.  See note 14B for additional information and the new required disclosures. 

 
Note 3 - Business Combinations and Goodwill 
 

Not applicable. 
 
 
Note 4 - Discontinued Operations 
 

Not applicable 
 
 
Note 5 – Investments 
 
D.    Loan Backed Securities 
 

(1) Prepayment assumptions for loan-backed and other structured securities were obtained from external financial data sources.  

These assumptions are consistent with the current interest rate and economic environment. 

 

(2) The Company had no loan-backed and structured securities with recognized other-than-temporary impairments where the 

Company had the intent to sell or does not have the intent and ability to retain the investment for a period of time sufficient to 

recover the amortized cost basis as of June 30, 2017. 

 

(3) The Company had no loan-backed and structured securities with recognized other-than-temporary impairments where the 

present value of cash flow expected to be collected is less than the amortized cost basis as of June 30, 2017. 

 
(4) There were no loan-backed and structured securities with a fair value lower than amortized cost as of June 30, 2017. 

 
(5) Management reviews loan-backed and structured securities with a decline in fair value from cost for impairment based on 

criteria that include: 
 

• Length of time and severity of decline. 
• Financial and specific near term prospects of the issuer. 
• Changes in the regulatory, economic or general market environment of the issuer’s industry or geographic region. 
• The Company’s intent to sell or the inability or lack of intent to retain the investment in the security for a period of time 

sufficient to recover the amortized cost. 
 

                   
E. Repurchase Agreements and/or Securities Lending Transactions – No change.  

 
I – N Not applicable. 
 

 
Note 6 - Joint Ventures, Partnerships and Limited Liability Companies 
 

Not applicable. 
 
 
Note 7 - Investment Income 
 

No significant changes. 
 
 
Note 8 - Derivative Instruments 
 

Not applicable. 
 
 
Note 9 - Income Taxes 
 

No significant changes. 
 
 
 
Note 10 - Information Concerning Parent, Subsidiaries, Affiliates and Other Related Parties 
   

The company received a $17,500,000 and $13,000,000 cash capital contributions from its parent, Loyal American Life 
Insurance Company (“LALIC”) on March 31, 2017 and June 28, 2017 respectively. 
 

 
Note 11 - Debt 
 

Not applicable. 
 
 
Note 12 - Retirement Plans, Deferred Compensation, Postemployment Benefits and Compensated Absences and Other 

Postretirement Benefit Plans 
 

No significant changes. 
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Note 13 - Capital and Surplus, Shareholders’ Dividend Restrictions and Quasi-Reorganizations 
 

No significant changes. 
 

 
Note 14 - Contingencies 
 

b.   Assessments 
 

Penn Treaty. The Company operates in a regulatory environment that may require its participation in assessments under state 
insurance guaranty association laws.  The Company’s exposure to assessments for certain obligations of insolvent insurance 
companies to policyholders and claimants is based on its share of business written in the relevant jurisdictions. 
 
On March 1, 2017, the Commonwealth Court of Pennsylvania entered an order of liquidation of Penn Treaty Network America 
Insurance Company, together with its subsidiary American Network Insurance Company (collectively “Penn Treaty”, a long-term 
care insurance carrier), triggering guaranty fund coverage and accrual of a liability.  For the six months ended June 30, 2017, 
the Company recorded $189,835 in taxes licenses and fees, including assessments paid and its estimate of future assessments 
net of future premium tax offsets on a discounted basis.  This assessment is expected to be updated in future periods for 
changes in the estimate of the insolvency. 
 
Undiscounted and discounted guaranty fund liabilities and assets as of June 30, 2017 are as follows: 
 
Undiscounted Liability 764,667$      

Discounted Liability 610,454$      

Undiscounted Asset 1,326,015$   

Discounted Asset 1,044,512$   

 
 
Assessments billed or expected to be billed within one year of the insolvency are recorded at amounts billed or expected to be 
billed.  A liability for future assessments (expected to be due after one year) and, assets related to billed and unbilled 
assessments have been recorded on a discounted basis. The rate used to discount guaranty fund assessments and the related 
assets was 3.5%.   
 
The following table presents information related to the discounted guaranty fund liabilities and assets: 
               

Name of Insolvency

Number of 

Jurisdictions

Range of 

Years

Weighted 

Average 

Number of 

Years

Number of 

Jurisdictions

Range of 

Years

Weighted 

Average 

Number of 

Years

Payables Recoverables

Penn Treaty Network America Insurance Company and 

American Network Insurance Company 8 2 - 57 13 29 2 - 62 10

 
 
f. Other Legal Matters 

 
In the normal course of its business operations, the Company is involved in litigation and other regulatory matters from time to 
time with claimants, beneficiaries, and other parties.  When the Company, in the normal course of its regular review of such 
matters has determined that a material loss is reasonably possible, the matter is disclosed.  In accordance with Statutory 
Accounting Principles, when litigation or other regulatory matters result in loss contingencies that are both probable and 
estimable, the Company accrues the estimated loss by a charge to operations. The amount accrued represents management’s 
best estimate of the probable loss at the time.  If only a range of estimated losses can be determined, the Company accrues an 
amount within the range that, in management’s judgment, reflects the most likely outcome.  If none of the estimates within the 
range is a better estimate than any other amount, the Company accrues the mid-point of the range.   

 
Management does not believe that litigation or other matters currently pending against the Company would have a material 
adverse effect on the Company’s results of operations, financial condition or liquidity based on its current knowledge of those 
matters. 

 
Antitrust Litigation.  On July 21, 2016, the DOJ and certain state attorneys general filed a civil antitrust lawsuit in the U.S. 
District Court for the District of Columbia (the “District Court”) seeking to block the merger with Anthem. On February 8, 2017, 
the District Court issued an order enjoining the proposed merger and on April 28, 2017, the U. S. Court of Appeals for the 
District of Columbia Circuit affirmed the decision of the District Court.  On May 5, 2017, Anthem filed a petition for a writ of 
certiorari with the United States Supreme Court seeking appeal of the U.S. Court of Appeals decision affirming the District 
Court’s order enjoining the merger. As a result of the termination of the merger agreement as further described below, the 
petition to the Supreme Court is now moot. 
 
Litigation with Anthem.  On February 14, 2017, Cigna delivered a notice to Anthem terminating the merger agreement, and 
notifying Anthem that it must pay Cigna the $1.85 billion reverse termination fee pursuant to the terms of the merger 
agreement.  Also on February 14, 2017, Cigna filed suit against Anthem in the Delaware Court of Chancery (the “Chancery 
Court”).  The complaint sought declaratory judgments that Cigna’s termination of the merger agreement was valid and that 
Anthem was not permitted to extend the termination date.  The complaint also sought payment of the reverse termination fee 
and additional damages in an amount exceeding $13 billion, including the lost premium value to Cigna’s shareholders caused 
by Anthem’s willful breaches of the merger agreement.   
 
Also on February 14, 2017, Anthem filed a lawsuit in the Chancery Court against Cigna seeking (i) a temporary restraining order 
to enjoin Cigna from terminating and taking any action contrary to the terms of the merger agreement, (ii) specific performance 
compelling Cigna to comply with the merger agreement and (iii) damages.  
 
On February 15, 2017, the Chancery Court granted Anthem's motion for a temporary restraining order and issued an order 
temporarily enjoining Cigna from terminating the merger agreement.  On May 11, 2017, the Chancery Court denied Anthem’s 
motion for a preliminary injunction to enjoin Cigna from terminating the merger agreement but stayed its ruling pending 
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Anthem’s determination as to whether to seek an appeal. On May 12, 2017, Anthem notified Cigna and the Chancery Court that 
it did not intend to appeal the Chancery Court’s decision. As a result, the merger agreement was terminated. 

 
The litigation between the parties remains pending. Cigna believes in the merits of their claims and disputes Anthem’s claims, 
and intends to vigorously defend themselves and pursue their claims.  The outcomes of lawsuits are inherently unpredictable, 
and Cigna may be unsuccessful in the ongoing litigation or any future claims or litigation.  
 
Shareholder Litigation. Following announcement of Cigna’s merger agreement with Anthem in 2015, putative class action 
complaints (collectively the “complaints” or “Cigna Merger Litigation”) were filed by purported Cigna shareholders on behalf of a 
purported class of Cigna shareholders. 
 
Cigna, members of the Cigna board of directors, Anthem and Anthem Merger Sub Corp (“Merger Sub”) were named as 
defendants.  The plaintiffs generally asserted that the members of the Cigna board of directors breached their fiduciary duties to 
the Cigna shareholders during merger negotiations and by entering into the merger agreement and approving the merger, and 
that Cigna, Anthem and Merger Sub aided and abetted such breaches of fiduciary duties.  The allegations include, among other 
things, that (1) the merger consideration undervalued Cigna, (2) the sales process leading up to the merger was flawed due to 
purported conflicts of interest of members of the Cigna board of directors and (3) certain provisions of the merger agreement 
inappropriately favored Anthem and inhibited competing bids.  Plaintiffs sought, among other things, injunctive relief enjoining 
the merger, rescission of the merger agreement to the extent already implemented, and costs and damages. 
 
Solely to avoid the costs, risks and uncertainties inherent in litigation, and without admitting any liability or wrongdoing, Cigna, 
Cigna’s directors, Anthem and Merger Sub previously entered into a Memorandum of Understanding (“MOU”) to settle the 
Cigna Merger Litigation.  The termination of the proposed acquisition of the Company by Anthem, as announced on May 12, 
2017, has rendered moot both the MOU and the Cigna Merger Litigation. On July 21, 2017, a Stipulation and Proposed Order 
for Dismissal With Prejudice was submitted to the Connecticut Superior Court, Judicial District of Hartford (the “Court”). Subject 
to approval by the Court, the Cigna Merger Litigation has been resolved. 

 
 
Note 15 - Leases 
 

No significant changes. 
 
 
Note 16 - Information About Financial Instruments With Off-Balance Sheet Risk and Financial Instruments With Concentrations 
of Credit Risk 
 

No significant changes. 
 
 
Note 17 - Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 
 
C. The company was not involved in any wash sale transactions in 2017. 
 
 
Note 18 - Gain or Loss to the Reporting Entity from Uninsured Plans and the Uninsured Portion of Partially Insured Plans 
 

Not applicable. 
 
 
Note 19 - Direct Premium Written/Produced by Managing General Agents/Third Party Administrators 
 

Not applicable. 
 
 
Note 20 – Fair Value Measurements 

 
A. Fair Value Measurements 

 
Fair value is defined as the price at which an asset could be exchanged in an orderly transaction between market participants at the 
balance sheet date.  The Company’s financial assets have been classified based upon a hierarchy defined by SAP.  The hierarchy 
gives the highest ranking to fair values determined using unadjusted quoted prices in active markets for identical assets and 
liabilities (Level 1) and the lowest ranking to fair values determined using methodologies and models with unobservable inputs 
(Level 3).  An asset’s or a liability’s classification is based on the lowest level input that is significant to its measurement.  For 
example, a financial asset or liability carried at fair value would be classified in Level 3 if unobservable inputs were significant to the 
instrument’s fair value, even though the measurement may be derived using inputs that are both observable (Levels 1 and 2) and 
unobservable (Level 3).  

 
 Level 1 

 
Inputs for instruments classified in Level 1 include unadjusted quoted prices for identical assets in 

active markets accessible at the measurement date.  Active markets provide pricing data for trades 

occurring at least weekly and include exchanges and dealer markets.  
 

 Level 2 
 

Inputs for instruments classified in Level 2 include quoted prices for similar assets in active markets, 

quoted prices from those willing to trade in markets that are not active, or other inputs that are market 

observable or can be corroborated by market data for the term of the instrument.  Such other inputs 

include market interest rates and volatilities, spreads and yield curves.  An instrument is classified in 

Level 2 if the Company determines that unobservable inputs are insignificant.  Level 2 assets primarily 

include corporate bonds valued using recent trades of similar securities or pricing models that discount 

future cash flows at estimated market interest rates. 
   

 Level 3 Certain inputs for instruments classified in Level 3 are unobservable (supported by little or no market 

activity) and significant to their resulting fair value measurement.  Unobservable inputs reflect the 

Company’s best estimate of what hypothetical market participants would use to determine a transaction 

price for the asset or liability at the reporting date. 
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1. Fair Value Measurements at Reporting Date – None 
 

2. Fair Value Measurements in Level 3 of the Fair Value Hierarchy – None  
 

3. Level 3 Transfers – None  
 

4. Valuation Techniques and Inputs – No financial instruments at fair value  
 
 

B. Other Fair Value Disclosures 
The Company provides additional fair value information in Notes 1 and 5. 
 

C. Aggregate Fair Value of All Financial Instruments  
The following tables provide the fair value, carrying value, and classification in the fair value hierarchy of the Company’s financial 
instruments as of June 30, 2017 and December 31, 2016. 

 

Financial Assets

Aggregate Fair 

Value

Admitted

Assets

Quoted Prices in 
Active Markets 

for Identical 
Assets

(Level 1)

Significant Other 
Observable Inputs

(Level 2)

Significant 

Unobservable 
Inputs

(Level 3)

Not 

Practicable 
(Carrying 

Value)

Bonds 73,340,679$   71,340,859$   3,371,137$       69,969,542$        -$              -$         
Cash, Cash Equivalents, and 

Short-Term Investments 15,767,161$   15,767,161$   (13,158,336)$    29,925,496$        -$              -$         
Total 89,107,840$   87,108,020$   (9,787,199)$      99,895,038$        -$              -$         

Bonds 73,187,356$   72,237,302$   3,263,052$       69,924,304$        -$              -$         
Cash, Cash Equivalents, and 

Short-Term Investments 2,735,657$     2,735,657$     (9,662,862)$      12,398,519$        -$              -$         
Total 75,923,013$   74,972,959$   (6,399,810)$      82,322,823$        -$              -$         

June 30, 2017

December 31, 2016

 
 

The following valuation methodologies and significant assumptions are used by the Company to determine fair value for each 
instrument. 

 
Bonds  
The Company estimates fair values using prices from third parties or internal pricing methods.  Fair value estimates received from 
third-party pricing services are based on reported trade activity and quoted market prices when available, and other market 
information that a market participant may use to estimate fair value. Such other inputs include market interest rates and volatilities, 
spreads, and yield curves. The internal pricing methods are performed by the Company’s investment professionals and generally 
involve using discounted cash flow analyses, incorporating current market inputs for similar financial instruments with comparable 
terms and credit quality, as well as other qualitative factors.  In instances where there is little or no market activity for the same or 
similar instruments, the fair value is estimated using methods, models, and assumptions that the Company believes a hypothetical 
market participant would use to determine a current transaction price. 
 
Cash, Cash Equivalents, and Short-Term Investments  
Short-term investments and cash equivalents are carried at fair value which approximates cost, and are classified in Level 2.  Given 
the nature of cash, fair value approximates carrying value and is classified in Level 1. 

 
 

D. Disclosures about Financial Instruments Not Practicable to Estimate Fair Value – None 
 
 
Note 21 - Other Items 
 

No significant changes. 
 
 
 
Note 22 - Events Subsequent 

 
Management has evaluated the financial statements for subsequent events through August 11, 2017, the date the 
financial statements were available to be issued.    

 
 
Note 23 – Reinsurance 
 

    No significant changes   
 
 

Note 24 - Retrospectively Rated Contracts & Contracts Subject to Redetermination 
 

Not applicable. 
 
 
Note 25 - Change in Incurred Losses and Loss Adjustment Expenses 
 

Reserves as of December 31, 2016 were $23,554,494. As of June 30, 2017, $22,198,817 has been paid for incurred claims 
and claim adjustment expenses attributable to insured events of prior years. Reserves remaining for prior years are now 
$1,547,023 as a result of re-estimation of unpaid claims and claim adjustment expenses principally on Medicare Supplement. 
Therefore, there has been a $191,346 unfavorable prior year development since December 31, 2016 to June 30, 2017. The 
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change is generally the result of ongoing analysis of recent loss development trends. Original estimates are increased or 
decreased, as additional information becomes known regarding individual claims. 

 
 
Note 26 - Intercompany Pooling Arrangements 
 

Not applicable. 
 
 

Note 27 - Structured Settlements 
 

Not applicable. 
 
 
Note 28 - Health Care Receivables 
 

Not applicable. 
 
 
Note 29 - Participating Policies 
 

No significant changes. 
 
 

Note 30 - Premium Deficiency Reserves 
 

Not applicable. 
 
 
Note 31 - Reserves for Life Contracts and Annuity Contracts 
 

No significant changes. 
 
 
Note 32 - Analysis of Annuity Actuarial Reserves and Deposit Liabilities by Withdrawal Characteristics 
 

No significant changes. 
 
 
Note 33 - Premiums and Annuity Considerations Deferred and Uncollected 
 

No significant changes. 
 
 
Note 34 - Separate Accounts 
 

Not applicable. 
 
 
Note 35 - Loss/Claim Adjustment Expenses 
 

At June 30, 2017 and December 31, 2016, reserves for LAE totaled $874,151 and $622,691, respectively. 
 
The Company incurred $3,370,738 and paid $3,119,278 of loss adjustment expenses in the current year of which $602,541 of 
the paid amount was attributable to insured events of prior years. 

 
The Company did not materially increase or decrease the provision for LAE related to insured events of the prior year. 
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