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This annual report provides financial information and a summary report of the activities
of the Texas Life & Health Insurance Guaranty Association for fiscal year 2022.
The information is general in nature and is not legal advice.
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REPORT FROM THE CHAIR

On behalf of the Texas Life and Health Insurance Guaranty Association (“TLHIGA"), | am pleased
to submit the 2022 Annual Report. This is the 30th annual report since the Texas Legislature
separated and privatized the TLHIGA's operations from within the Texas Department of Insur-
ance in 1992.

The TLHIGA was activated to provide protection for the policyholders of two member companies
during 2022. Both of these companies were domiciled in other states. There are ongoing statu-
tory protections being provided to policyholders for nine additional member companies that
were ordered liquidated in prior years. As of year-end 2022, the TLHIGA estimates remaining,
aggregate future costs of approximately $6.07 million to provide protection to Texas policyhold-
ers from these insolvencies.

The Board of Directors continued to meet quarterly, and board committees met as needed
throughout the year. Mark Williams of National Farm Life Insurance Company was appointed to
the Board as a small company representative on April 20, 2022. At year-end, a public member
Board position remained vacant.

Other significant activities during 2022 include the redesign of the TLHIGA's website and the
creation of a secure web portal to enhance distribution of materials to the Board of Directors.

The TLHIGA continued its high level of participation in the National Organization of Life and
Health Insurance Guaranty Associations (‘“NOLHGA"). The TLHIGA chairs or serves on a number
of insolvency task forces and other special issue committees. The coordination of efforts and
sharing of resources afforded through our membership in NOLHGA are vital to the efficient and
timely delivery of the TLHIGA's statutory protection to Texas policyholders.

The TLHIGA continues to actively protect Texas policyholders. We continue to meet the chal-
lenges of any economic, governmental, or legislative changes or issues that may arise, and we
perform the responsibilities entrusted to us with due diligence, transparency, and full disclosure.
The TLHIGA uses all the tools at its disposal to protect Texas policyholders in the event of the
insolvency and liquidation of a member company.

Respectfully,

e

James G. Lewis, Chair of the Board of Directors







BOARD OF DIRECTORS
as of December 31, 2022

James G. Lewis, Chair

President & CEO

Central Security Life Insurance Company
Dallas, Texas. Director since 2008
Current term expires September 30, 2025

James M. Harrison, Vice-Chair

Counsel, Government Relations

Principal Financial Group

Des Moines, lowa.  Director since 2007
Current term expires September 30, 2027

James E. Huckaby, Secretary

Retired School District Executive Director
Mesquite, Texas. Director since 2013
Current term expires September 30, 2023

Dean Frigo, Treasurer

Retired City Government Executive
Amarillo, Texas. Director since 2007
Current term expires September 30, 2025

Ted Kennedy

Vice President, Co-Head State Government
Affairs

American International Group, Inc.

Houston, Texas. Director since 2015

Current term expires September 30, 2023

Pati McCandless

Vice President, State Health Policy

Blue Cross Blue Shield of Texas

Austin, Texas. Director since 2017
Current term expires September 30, 2023

David W. Sommer

Professor of Risk Management

St. Mary’s University

San Antonio, Texas. Director since 2017
Current term expires September 30, 2027

Mark Williams

COO, Treasurer, Sr. VP of Investments and
Chief Compliance Officer

National Farm Life Insurance Company

Fort Worth, Texas. Director since 2022

Current term expires September 30, 2025

Public Member Vacancy

Legal Counsel to the Board of Directors
B. Shelby Baetz

The Baetz Law Firm

Houston, Texas.

Legal Counsel to the Association
Jacqueline Rixen

Law Office of Jacqueline Rixen
Austin, Texas

Executive Director
Bart A. Boles

BOARD COMMITTEES
as of December 31, 2022

Executive Committee

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

Dean Frigo

Personnel Committee

James E. Huckaby, Acting Chair
David Sommer
James G. Lewis

Audit Committee

Dean Frigo, Chair
James G. Lewis
Pati McCandless

Assessment/Investment Committee

James M. Harrison, Chair
Dean Frigo
Ted Kennedy

Corporate Governance Committee

Ted Kennedy, Chair
James E. Huckaby
Pati McCandless

James M. Harrison



CORPORATE GOVERNANCE

The TLHIGA's corporate governance policies con-
tinue to be monitored and reviewed by the Board
of Directors and its committees to maintain the in-
tegrity and transparency of the TLHIGA's activities.
The governance documents include:

e Governing statute, Chapter 463 of the Texas
Insurance Code
e Plan of Operation

e Bylaws
e Board of Directors Corporate Governance
Guidelines

e Antitrust Compliance Policy and Annual Certi-
fication Form

e Policy Statement on Conflicts of Interest and
Business Ethics and Annual Questionnaire

e Charters of the Audit, Assessment/Investment

and Personnel Committees

Business Continuity Plan

Critical Functions Report

Policy and Procedures Manual

Privacy Policy

Texas Open Meetings and Open Records Acts

Specific corporate governance activities conduct-
ed during 2022 included:

e Annual review of fiduciary duties for directors,
e Adopted revisions to the Board of Directors
Corporate Governance Guidelines,

Updates to the Business Continuity Plan,
Reviewed and approved the 2021 Annual Re-
port,

Reviewed and adopted 2021 financial audit,
Adoption of the 2022 Audit Plan,

Annual review of commercial insurance cover-
ages,

Annual review and update of the Critical Func-
tions Report,

Annual Board of Directors self-evaluation,
Implemented a formal evaluation process for
Board Counsel and General Counsel,

Annual review of the charters for all standing
committees,

Reviewed draft IRS Form 990 for 2021,
Personal Financial Statement filings by all di-
rectors with the Texas Ethics Commission,
Monitoring annual conflict of interest/busi-
ness ethics questionnaire responses and anti-
trust certifications, and

Posting of all corporate governance documen-
tation to a new Board of Directors online por-
tal.







ACTIVE RECEIVERSHIPS

At the beginning of 2022, there were 19 active re-
ceiverships of foreign and domestic member in-
surance companies that had also been designated
as “impaired insurers” by the Texas Commissioner
of Insurance. There were two new insolvencies and

three receiverships were closed in 2022. There re-
main 18 open receivership estates, 13 of which are
foreign-domiciled member companies and 5 of
which are Texas domestics.

NEW ACTIVATIONS BY YEAR
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POLICY BENEFIT PAYMENTS

Summary of Policy Benefit Payments

The TLHIGA met its statutory obligations to con-
tinue coverage and pay the policy benefit claims
for Texas resident policyholders, either by:

1. Directly paying claims as they became due or

2. Funding the transfer of the policies to a sol-
vent member company through a coinsur-
ance or an assumption reinsurance agree-
ment. Some of these assumption reinsurance
agreements were part of continuing court-ap-
proved, multi-year plans.

Direct Claims Payments

The TLHIGA funded 108 direct claims, totaling ap-
proximately $184,661 during 2022. These claims
were from eight different insolvent companies.
Claims from five were processed and paid by third-
party administrators under service agreements
with funding from the TLHIGA, and three were ad-
ministered directly by the TLHIGA staff.

The charts on the next page reflect the number
of direct claims payments for each of the last five
years and the division of the TLHIGA's funding be-
tween direct claims payments and assumption re-
insurance transactions.



Reinsurance Agreements

The TLHIGA is a party to both assumption and co-
insurance reinsurance transactions.

During 2022, the TLHIGA paid $56,940 under
an ongoing, multi-year assumption reinsurance
agreement that transferred the covered insur-
ance policy obligations of Executive Life Insurance
Company to another company.

NUMBER OF DIRECT CLAIMS PAYMENTS 2018-2022

The TLHIGA entered into 100% coinsurance rein-
surance agreements for its covered policy obliga-
tions in the Penn Treaty Network American and
American Network Insurance Companies insol-
vencies with a captive insurance company in 2017.
During 2022, the captive paid benefits to the Texas
resident policyholders of these two insolvent com-
panies totaling $9,860,911 with funding provided
by the TLHIGA in 2017.

DIRECT CLAIMS AND ASSUMPTION REINSURANCE PAYMENTS
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REMAINING POLICY BENEFIT OBLIGATIONS

The TLHIGA projects its future insurance policy
obligations for existing insolvencies based on
claims experience, actuarial estimates of runoff
policy liabilities, scheduled payments under court-
approved multi-year plans, and negotiated rein-
surance transfer costs. The methodology used to
produce the estimates are reviewed annually by an
independent, third-party actuary. These estimates

are updated monthly based on the best informa-
tion available and are subject to change.

As of year-end 2022, the TLHIGA estimates its ag-
gregate future policy benefit obligations to be ap-
proximately $6.07 million.




SUMMARY OF RECOVERIES

The TLHIGA, along with the other affected guar-
anty associations, is a creditor in the receivership
estate of an insolvent member company. Gener-
ally, the guaranty associations represent the larg-
est creditor class in any insurance company in-
solvency. In most states’ receivership statutes,
the administrative expenses of a receiver and the
guaranty associations are in the highest priority
creditor classes and receive the first distributions
as assets are liquidated. The guaranty associa-
tions’ claims for the benefits paid to policyholders
or payments to transfer covered policies under a
reinsurance agreement, along with policyholders’
claims for benefits in excess of the guaranty asso-
ciations’ statutory coverage limits, are usually the
next creditor class and ahead of the other classes,
such as federal or local governments, unsecured
creditors, agents, bond or note holders, and share-
holders.

The amount of the TLHIGA's claims filed with re-
ceivership estates is reflected in its financial state-
ments as a receivable. The amount of any an-

ticipated recovery is contingent on the efficient
operations of the receiver to maximize the value
realized as assets are liquidated and the value of
claims of creditors in the same class. The estimated
amount that may be received is reduced by an al-
lowance for collectability.

The TLHIGA has continued to file updated proofs
of claim with receiverships. As of year-end 2022,
the TLHIGA had filed outstanding claims totaling
approximately $455 million with receivership es-
tates that remain open as active court proceed-
ings. It is not possible to project what amount of
recoveries the TLHIGA may realize on these claims
without final financial information from these es-
tates, including the adjusted amount of assets lig-
uidated and the creditor claims by class. In 2022,
the TLHIGA reassessed its proofs of claims with
open receiverships and reduced the amount it be-
lieves is collectible. Recoveries in the form of asset
distributions from receivership estates to the TL-
HIGA during 2022 totaled approximately $71,791.

CONSUMER SERVICES

The TLHIGA's staff provides general coverage
and operational information about the TLHIGA to
Texas resident inquiries by telephone, e-mail, and
mail. In 2022, the TLHIGA redesigned its website
(www.txlifega.org) which provides visitors with a
large amount of information, including the meet-
ing schedules, frequently asked questions on TL-
HIGA coverage, the Board of Directors roster, the
summary of policyholder protections policy at-
tachment, and specific insolvency-related notices.

During 2022, the TLHIGA received a total of 2,232
phone calls through its direct or toll-free phone
numbers, logged 10,652 visitors to its website, and
fielded 154 e-mail and mail requests for informa-
tion.

2022 CONSUMER SERVICES
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ACTIVITIES ON INSOLVENCIES

During 2022, the TLHIGA provided ongoing coverage and/or paid policy benefits for nine insolven-
cies. The following three insolvencies are specifically mentioned because they represent two member
companies the TLHIGA was activated for in 2022 and one that is a complex insolvency with significant

financial impact.

NORTH CAROLINA MUTUAL LIFE INSURANCE COMPANY

North Carolina Mutual Life Insurance Company
(NCM) was a North Carolina domiciled insurance
company that was originally placed into rehabilita-
tion on December 3, 2018. After the rehabilitation
efforts were unsuccessful, an order of liquidation
with a finding of insolvency was entered against
NCM with an effective date of October 31, 2022.
This action formally activated twenty-five guaran-
ty associations, including the TLHIGA, to provide
protection for 240,597 policies, primarily life insur-
ance. There were 1,190 policies active on the lig-

uidation date that were owned by Texas residents
and being protected by the TLHIGA.

The guaranty associations contracted with the
NCM Liquidator to use the NCM legacy system
and resources to perform the run-off administra-
tion of the policies and claims. Benefits will be paid
by the guaranty associations as they come due.
The TLHIGA's estimated covered policy benefits
are approximately $2.4 million.

TIME INSURANCE COMPANY

Time Insurance Company (Time) was a Wisconsin
domiciled insurance company that was originally
placed into rehabilitation on July 29, 2020. At that
time, the company had over 165,000 policies on
its books, including health (88,521), LTC (25,020),
life (50,665), annuity (819), and disability (101). The
vast majority of the policies were reinsured on a
100% coinsurance basis with six different accred-
ited reinsurers. Less than 100 policies were not re-
insured under the coinsurance agreements.

Pursuant to the court approved Rehabilitation
Plan, the Rehabilitator was able to transfer all the
reinsured business through a series of assump-
tion reinsurance transactions negotiated with the
reinsurers. The last of the assumption reinsurance
transactions went into effect on July 1, 2022.

An order of liquidation with a finding of insolvency
was entered against Time with an effective date of
September 1, 2022. This action formally activated
the eighteen guaranty associations affected by this
insolvency, including the TLHIGA, to provide pro-
tection for seventy-six policies that were not rein-
sured. There were four policies active on the lig-
uidation date that were owned by Texas residents
and being protected by the TLHIGA.

The guaranty associations developed and offered
cash buyouts to the remaining policyholders. As of
year-end 2022, there were only two Texas policy-
holders still in force. The TLHIGA continues to work
on cash buyouts with these policyholders. The TL-
HIGA's estimated remaining obligations for these
policies are less than $5,000.

PENN TREATY AND AMERICAN NETWORK INSURANCE COMPANIES

Penn Treaty Network America Insurance Company
(“Penn Treaty”) and American Network Insurance
Company ("ANIC"), its insurance company subsid-
iary, are Pennsylvania domestic life insurance com-
panies that wrote long-term care (“LTC") insurance
beginning in 1972.

Penn Treaty and ANIC were placed in rehabilitation
on January 6, 2009. After evaluating several reha-
bilitation alternatives, the Pennsylvania Commis-
sioner filed petitions for liquidation on October 2,
2009 with the Commonwealth Court of Pennsylva-
nia. Penn Treaty's statutory capital and surplus was
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reported to be negative by more than $1.3 billion
as of June 30, 2009, and ANIC's statutory capital
and surplus was negative by more than $45 mil-
lion.

After a hearing on the liquidation petitions that
spanned more than a year, on May 3, 2012, the
Court issued an order denying the liquidation pe-
titions and ordering the rehabilitator to file a plan
of rehabilitation that addressed and eliminated
the inadequate and discriminatory premium rates
for the policies issued prior to 2002. For the fol-
lowing four years, various rehabilitation plans were
developed through meetings with representatives
of interested parties, including the shareholders,
agents, guaranty associations, and a small number
of large health insurance companies. Ultimately,
the rehabilitation petitions were converted to lig-
uidation petitions in July 2016. Liquidation orders
against Penn Treaty and ANIC were entered by the
Court on March 1, 2017 (the Liquidation Date).

The Penn Treaty and ANIC coverage obligations
for Texas resident policyholders, for which the
TLHIGA became statutorily obligated to protect,
were calculated through an actuarial model to be
approximately $202.03 million on an aggregate
basis. The present value of these coverage obli-
gations, discounted at a 4.25% interest rate as of
March 1, 2017, totaled approximately $137 million.
The TLHIGA and 43 other guaranty associations
participated in the formation of LTC Reinsurance
PCC ("LTC Re"), a captive insurance company, and
then 100% coinsured their obligations to LTC Re.
The coinsurance agreements with LTC Re required
payments from each of the ceding guaranty as-
sociations equal to 90% of the discounted liability
through a 20% cash payment within 90 days af-
ter the Liquidation Date, and the remaining 70%
through promissory notes with up to five equal
annual installments plus interest at 4.25%. In May
2017, the TLHIGA made the 20% cash payments
for both companies totaling $27,402,654 and ex-
ecuted two promissory notes with LTC Re with face
amounts totaling $95,909,289.

The TLHIGA paid off both promissory notes with
LTC Re on December 15, 2017 with payments to-
taling approximately $89,646,994. The note payoff
amounts reflected the deduction of approximately
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$9,353,174 of early access funding credits as of
the December 15, 2017 payoff date. There was no
penalty for the prepayment of the notes in full. The
TLHIGA has no amounts currently owing to LTC Re.

During 2022, the TLHIGA continued to monitor the
administration of its Penn Treaty and ANIC obliga-
tions to determine whether any additional fund-
ing will be required for the 10% of the discounted
obligations amount that was not required in the
initial funding to LTC Re or whether additional
funding is otherwise required under the coinsur-
ance agreements. The need for additional funding
will be impacted by the actual experience of the
block of business when compared to the assump-
tions in the actuarial model, the TLHIGA's share of
the investment returns realized by LTC Re, the ul-
timate allocation and distribution of Penn Treaty
and ANIC assets, and the financial impact of pre-
mium rate increases. The TLHIGA’s exposure for
additional funding, if any, may not be known for
several decades.

The TLHIGA's Executive Director serves on a num-
ber of committees and working groups that con-
duct ongoing oversight of policy and claims ad-
ministration for Penn Treaty and ANIC. This work
included serving as the primary contact with the
third-party administrator for all administration
matters.

Benefit payments from March 1, 2017 through De-
cember 31, 2022, under the policies protected by
the TLHIGA and paid with the funds provided by
the TLHIGA to LTC Re, totaled $72,897,325. An ad-
ditional $6,489,189 of cash buyout payments have
been made as part of the options under the rate
increase implemented after the appr















































































































