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AMERICAN INCOME LIFE INSURANCE COMPANY – FINANCIAL STATEMENTS FOR 
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1 Please find enclosed for registration under the Financial Markets Conduct Act 2013 

for American Income Life Insurance Company (AILIC) for the year ended 

31 December 2019: 

1.1 AILIC New Zealand Branch Financial Statements and Audit Report, prepared 

in accordance with New Zealand Generally Accepted Accounting Practice; 

1.2 AILIC Group Financial Statements and Audit report, prepared in accordance 

with Statutory Accounting Principles issued by the National Association of 

Insurance Commissioners (US SAP); and 

1.3 the Appointed Actuary’s reports prepared in accordance with section 78 of the 

Insurance (Prudential Supervision) Act 2010 in relation to the Group and 

Branch Financial Statements above. 

2 AILIC gives notice to the Registrar of Companies of its reliance on the enclosed 

Financial Markets Conduct (Overseas Registered Banks and Licensed Insurers) 

Exemption Notice 2020, which exempts AILIC from: 

2.1 sections 455(1)(c), 461B, 461D, and 461G of the FMCA; and 

2.2 sections 460 and 460 of the FMCA to the extent that those sections require the 

exempt issuer to ensure that its financial statements, or group financial 

statements, comply with generally accepted accounting practice, 

provided that inter alia, it files Group Financial statements that have been prepared 

and audited in accordance with US SAP. 

3 Due to the impact of COVID-19, AILIC experienced delays in the preparation of its 

audited financial statements. This meant AILIC was unable to file its audited 

financial statements (and consequentially, insurer returns required by the Reserve 

Bank of New Zealand) by the original deadline of 30 April 2020. AILIC is relying on 

the exemption in clause 5 of the Financial Markets Conduct (Financial Reporting and 
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Other Relief – COVID-19) Exemption Notice 2020 (the COVID-19 Exemption), to 

allow its filing deadline to be extended.   

4 In accordance with the requirements of the COVID-19 Exemption, AILIC has lodged 

a copy of its ‘Notification of Reliance’ with the Registrar of Companies and Financial 

Service Providers, and notified the Financial Markets Authority of its reliance on the 

COVID-19 Exemption.  

5 Please charge the registration fee for the financial statements to our account 

(number 1001971). The reference number you should use is 041422045. 

6 We would be grateful if you would confirm registration of these documents as soon as 

possible. 

Yours faithfully 

 

Penny Sheerin / Janet Liu 

PARTNER  /  SOLICI TOR  

DIRECT: +64 9 357 9178 

EMAIL: janet.liu @chapmantripp.com 
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INDEPENDENT AUDITORS' REPORT 

To the Board of Directors of  
American Income Life Insurance Company 

We have audited the accompanying statutory-basis financial statements of American Income Life 
Insurance Company (the "Company"), which comprise the statutory-basis statements of admitted 
assets, liabilities, and capital and surplus as of December 31, 2019 and 2018, and the related statutory-
basis statements of operations, changes in capital and surplus, and cash flows for the years then ended, 
and the related notes to the statutory-basis financial statements. 

Management’s Responsibility for the Statutory-Basis Financial Statements  

Management is responsible for the preparation and fair presentation of these statutory-basis financial 
statements in accordance with the accounting practices prescribed or permitted by the Indiana 
Department of Insurance. Management is also responsible for 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 statutory-basis financial statements based on our 
audits. We conducted our audits in accordance with auditing standards generally accepted in the United 
States of America. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the statutory-basis financial statements are free from material misstatement.  

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the statutory-basis financial statements. The procedures selected depend on the auditor’s judgment, 
including the assessment of the risks of material misstatement of the statutory-basis financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor considers 
internal control relevant to the Company’s preparation and fair presentation of the statutory-basis 
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 Company’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 statutory-basis financial statements.   

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinions.  

Basis for Adverse Opinion on Accounting Principles Generally Accepted in the United States 
of America  

As described in Note 1 to the statutory-basis financial statements, the statutory-basis financial 
statements are prepared by American Income Life Insurance Company using the accounting practices 
prescribed or permitted by the Indiana Department of Insurance, which is a basis of accounting other 
than accounting principles generally accepted in the United States of America, to meet the requirements 
of the Indiana Department of Insurance.  

The effects on the statutory-basis financial statements of the variances between the statutory-basis of 
accounting described in Note 1 to the statutory-basis financial statements and accounting principles 
generally accepted in the United States of America, although not reasonably determinable, are presumed 
to be material.  



Adverse Opinion on Accounting Principles Generally Accepted in the United States of America  

In our opinion, because of the significance of the matter described in the Basis for Adverse Opinion on 
Accounting Principles Generally Accepted in the United States of America paragraphs, the statutory-
basis financial statements referred to above do not present fairly, in accordance with accounting 
principles generally accepted in the United States of America, the financial position of American Income 
Life Insurance Company as of December 31, 2019 and 2018, or the results of its operations or its cash 
flows for the years then ended.  

Opinion on Statutory Basis of Accounting  

In our opinion, the statutory-basis financial statements referred to above present fairly, in all material 
respects, the admitted assets, liabilities, and capital and surplus of American Income Life Insurance 
Company as of December 31, 2019 and 2018, and the results of its operations and its cash flows for 
the years then ended, in accordance with the accounting practices prescribed or permitted by the 
Indiana Department of Insurance as described in Note 1 to the statutory-basis financial statements. 

Report on Supplemental Schedules  

Our 2019 audit was conducted for the purpose of forming an opinion on the 2019 statutory-basis 
financial statements as a whole. The supplemental schedule of investment risk interrogatories, the 
supplemental summary investment schedule, and the supplemental schedule of selected statutory-basis 
financial data as of and for the year ended December 31, 2019 are presented for purposes of additional 
analysis and are not a required part of the 2019 statutory-basis financial statements. These schedules 
are the responsibility of the Company's management and were derived from and relate directly to the 
underlying accounting and other records used to prepare the statutory-basis financial statements. Such 
schedules have been subjected to the auditing procedures applied in our audit of the 2019 statutory-
basis financial statements and certain additional procedures, including comparing and reconciling such 
schedules directly to the underlying accounting and other records used to prepare the statutory-basis 
financial statements or to the statutory-basis financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United States of America. 
In our opinion, such schedules are fairly stated in all material respects in relation to the 2019 statutory-
basis financial statements as a whole. 

 

 

April 24, 2020 
 

 

 



AMERICAN INCOME LIFE INSURANCE COMPANY
STATUTORY-BASIS STATEMENTS OF ADMITTED ASSETS, LIABILITIES, AND CAPITAL AND SURPLUS
AS OF DECEMBER 31, 2019 AND 2018
(Dollar amounts in thousands)

ADMITTED ASSETS

CASH AND INVESTMENTS (Note 2): 2019 2018

Bonds—at amortized cost (fair value: 2019—$3,988,795; 2018—$3,399,321)......... $ 3,502,377 $ 3,333,448

Preferred stock—affiliated (fair value: 2019—$39,169; 2018—$39,169).................... 39,169 39,169

Common stock—affiliated (amortized cost: 2019—$14,175; 2018—$14,175)............ 40,517 40,217

Common stock—unaffiliated (amortized cost: 2019—$82; 2018—$99)...................... 897 1,204

Mortgage Loans.......................................................................................................... 37,002 13,767

Cash, cash equivalents, and short-term investments ................................................. 35,991 35,176

Contract loans—secured by cash values.................................................................... 215,996 198,926

Receivables for securities........................................................................................... — 4,000

Other invested assets—net (encumbrances: 2019—$9,951; 2018—$27,540)........... 165,041 150,946

Total cash and investments..................................................................................... 4,036,990 3,816,853

INVESTMENT INCOME DUE AND ACCRUED............................................................. 56,244 54,124

ACCIDENT AND HEALTH PREMIUMS DUE AND UNPAID.......................................... 2,046 1,725

INSURANCE PREMIUMS DEFERRED AND UNCOLLECTED (Note 5)....................... 192,806 202,839

CURRENT FEDERAL INCOME TAX RECOVERABLE................................................. 3,083 —

NET DEFERRED INCOME TAX ASSET (Note 6).......................................................... 25,434 13,397

RECEIVABLES FROM PARENT, SUBSIDIARIES, AND AFFILIATES (Note 8)............. 5,065 5,702

AMOUNTS RECEIVABLE FROM REINSURANCE—AFFILIATED............................... 61,691 54,949

OTHER ADMITTED ASSETS........................................................................................ 7,744 7,201

TOTAL ADMITTED ASSETS............................................................................ $ 4,391,103 $ 4,156,790

(Continued)
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AMERICAN INCOME LIFE INSURANCE COMPANY
STATUTORY-BASIS STATEMENTS OF ADMITTED ASSETS, LIABILITIES, AND CAPITAL AND SURPLUS

AS OF DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands, except share and per share data)

LIABILITIES AND CAPITAL AND SURPLUS

LIABILITIES: 2019 2018

Aggregate reserves for future policy benefits (Note 4):

Life and annuity......................................................................................................... $ 3,522,452 $ 3,335,715

Accident and health—including unearned premium: 2019—$5,239; 2018—$5,498. 133,176 120,639

Policy and contract claims (Note 4):

Life and annuity......................................................................................................... 46,487 47,816

Accident and health................................................................................................... 16,767 16,017

Deposit-type contracts (Note 4)................................................................................... 87,385 87,992

Amounts payable under reinsurance contracts—affiliated (Note 4)............................ 81,752 70,416

Interest maintenance reserve...................................................................................... 34,646 37,328

Asset valuation reserve............................................................................................... 40,447 34,742

General insurance expenses due and other liabilities................................................. 80,706 63,155

Total liabilities.......................................................................................................... 4,043,818 3,813,820

COMMITMENTS AND CONTINGENCIES (Note 10)

CAPITAL AND SURPLUS (Note 9):

Common stock, $1 par value per share—authorized: 23,360,214 shares (issued 
and outstanding: 2019 and 2018—11,680,107 shares).............................................. 11,680 11,680

Paid-in and contributed surplus................................................................................... 66,889 66,889

Surplus notes.............................................................................................................. 25,000 25,000

Unassigned surplus..................................................................................................... 243,716 239,401

Total capital and surplus......................................................................................... 347,285 342,970

TOTAL LIABILITIES AND CAPITAL AND SURPLUS..................................... $ 4,391,103 $ 4,156,790

See notes to statutory-basis financial statements. (Concluded)
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AMERICAN INCOME LIFE INSURANCE COMPANY
STATUTORY-BASIS STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands)

REVENUE 2019 2018

Premiums.................................................................................................................... $ 847,519 $ 800,680

Net investment income—net of expenses: 2019—$39,817; 2018—$37,007 (Note 2) 176,107 166,131

Amortization of interest maintenance reserve............................................................. 3,328 3,537

Commissions and expense allowances on reinsurance ceded (Note 4)..................... 192,099 175,448

Reserve adjustments on reinsurance ceded (Note 4)................................................. 5,830 6,788

Miscellaneous income................................................................................................. 2,196 1,943

Total revenue.......................................................................................................... 1,227,079 1,154,527

BENEFITS AND EXPENSES:

Death benefits............................................................................................................. 155,142 152,400

Disability and accident and health benefits (Note 4)................................................... 25,157 23,452

Surrender benefits....................................................................................................... 63,893 60,220

Annuity benefits........................................................................................................... 30,476 31,670

Interest and other benefits on policy and contract funds............................................. 6,707 6,648

Increase (decrease) in aggregate reserves for future policy benefits......................... 183,944 187,299

Commissions on premiums......................................................................................... 371,348 349,034

Commissions and expense allowances on reinsurance assumed (Note 4)................ 136 147

General expenses and insurance taxes, licenses, and fees....................................... 161,314 135,299

Change in loading on deferred and uncollected premiums (Note 5)........................... (7,342) (30,489)

Total benefits and expenses................................................................................... 990,775 915,680

GAIN FROM OPERATIONS BEFORE FEDERAL INCOME TAXES AND NET 
REALIZED CAPITAL GAINS (LOSSES)........................................................................ 236,304 238,847

FEDERAL INCOME TAX EXPENSE (BENEFIT) (Note 6)............................................. 37,240 47,484

NET GAIN FROM OPERATIONS BEFORE NET REALIZED CAPITAL GAINS 
(LOSSES)...................................................................................................................... 199,064 191,363

NET REALIZED CAPITAL GAINS (LOSSES)—Net of federal income tax expense 
(benefit): 2019—$1,040; 2018—$118, and gains (losses) transferred to the interest 
maintenance reserve net of taxes: 2019—$645; 2018—$2,495.................................... (595) (667)

NET INCOME..................................................................................................... $ 198,469 $ 190,696

See notes to statutory-basis financial statements.
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AMERICAN INCOME LIFE INSURANCE COMPANY
STATUTORY-BASIS STATEMENTS OF CHANGES IN CAPITAL AND SURPLUS

FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands)

2019 2018

CAPITAL AND SURPLUS—Beginning of year........................................................... $ 342,970 $ 270,338

Net income.................................................................................................................. 198,469 190,696

Change in net unrealized capital gains (losses)—net of tax....................................... (4,390) 6,655

Change in net unrealized foreign exchange capital gains (losses)—net of tax (Note 
12)............................................................................................................................... 938 (1,229)

Change in net deferred income tax (Note 6)............................................................... 10,453 16,432

Change in nonadmitted assets.................................................................................... (3,935) (6,758)

Change in asset valuation reserve.............................................................................. (5,705) (1,249)

Capital contribution from parent (Note 8).................................................................... — 11,889

Common stock dividends paid to stockholder (Note 9)............................................... (191,362) (143,651)

Initial commission and expense allowance on reinsurance assumed......................... (153) (153)

Net change in capital and surplus........................................................................... 4,315 72,632

CAPITAL AND SURPLUS—End of year..................................................................... $ 347,285 $ 342,970

See notes to statutory-basis financial statements.
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AMERICAN INCOME LIFE INSURANCE COMPANY
STATUTORY-BASIS STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018
(Dollar amounts in thousands)

OPERATING ACTIVITIES 2019 2018

Premiums collected—net of reinsurance..................................................................... $ 875,799 $ 842,497

Net investment income ............................................................................................... 196,116 184,977

Miscellaneous income................................................................................................. 188,576 174,946

Total cash provided by operating activities............................................................. 1,260,491 1,202,420

Benefit and loss related payments.............................................................................. (277,129) (267,723)

Commissions, expenses paid, and aggregate write-ins for deductions...................... (526,037) (484,213)

Dividends paid to policyholders................................................................................... (16) (14)

Federal income taxes (paid) recovered....................................................................... (43,073) (54,694)

Total cash used in operating activities.................................................................... (846,255) (806,644)

Net cash (used in) provided by operating activities..................................... 414,236 395,776

INVESTING ACTIVITIES
Proceeds from investments sold, matured, or repaid:

Bonds........................................................................................................................ 99,779 80,516

Stocks........................................................................................................................ 436 —

Other invested assets................................................................................................ 59 4

Miscellaneous proceeds............................................................................................ 4,000 —

Total investment proceeds...................................................................................... 104,274 80,520

Cost of investments acquired:

Bonds........................................................................................................................ (259,645) (275,100)

Mortgage loans.......................................................................................................... (23,091) (13,731)

Real estate................................................................................................................ (19) (116)

Other invested assets................................................................................................ (29,415) (30,273)

Total cost of investments acquired.......................................................................... (312,170) (319,220)

Net (increase) decrease in contract loans................................................................... (17,070) (14,736)

Net cash (used in) provided by investing activities...................................... (224,966) (253,436)

FINANCING AND MISCELLANEOUS SOURCES (USES)
Net deposits on deposit-type contracts and other insurance liabilities........................ (607) (458)

Dividends to stockholders........................................................................................... (191,362) (143,651)

Other cash provided (applied)..................................................................................... 3,514 1,420

Net cash (used in) provided by financing and miscellaneous sources...... (188,455) (142,689)

NET CHANGE IN CASH, CASH EQUIVALENTS, AND SHORT-TERM 
INVESTMENTS.............................................................................................................. 815 (349)

CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS
Beginning of year....................................................................................................... 35,176 35,525

End of year................................................................................................................ $ 35,991 $ 35,176

(Continued)
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AMERICAN INCOME LIFE INSURANCE COMPANY
STATUTORY-BASIS STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands)

Supplemental disclosure of non-cash transactions: 2019 2018

Exchanges of bonds.................................................................................................... $ 21,807 $ 38,978

Unsettled trades.......................................................................................................... 99 —

Parent contributions.................................................................................................... — 11,889

Unsettled disposal of other invested assets................................................................ — 4,000

See notes to statutory-basis financial statements. (Concluded)
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AMERICAN INCOME LIFE INSURANCE COMPANY

NOTES TO STATUTORY-BASIS FINANCIAL STATEMENTS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018 
(Dollar amounts in thousands, except share and per share data)

1.    SUMMARY OF SIGNIFICANT STATUTORY ACCOUNTING POLICIES

American Income Life Insurance Company (the "Company" or "American Income"), an insurance
company domiciled in the State of Indiana, is a wholly-owned subsidiary of Globe Life Inc. (the "Parent
Company"), formerly Torchmark Corporation. The Company owns 100% of National Income Life
Insurance Company, domiciled in the State of New York.

The Company is a life and accident and health insurer licensed in 49 states and the District of Columbia.
The Company is also licensed to sell insurance in Canada and New Zealand. The Company is subject to
state insurance regulations and periodic examinations by state insurance departments.

The following states represent the largest concentrations of premiums: California—(11%); Ohio—(8%);
Texas—(6%); Pennsylvania—(5%); Florida—(5%); Illinois—(4%); Michigan—(4%); New Jersey—(3%);
Wisconsin—(3%); Washington—(3%). No other states represent greater than 3% of total premiums.
Canada represents 9% of premiums.

Basis of Presentation—The accompanying statutory-basis financial statements have been prepared in
accordance with accounting practices prescribed or permitted by the Indiana Department of Insurance
(the "Department"). The State of Indiana has adopted the National Association of Insurance
Commissioners' ("NAIC") Accounting Practices and Procedures Manual, which includes all Statements of
Statutory Accounting Principles ("SSAP") as the basis of its statutory accounting principles. There are no
significant differences between the NAIC SSAP and the accounting practices prescribed for life and health
insurance companies by the Department that are applicable to the Company.
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NAIC statutory accounting principles vary in some respects from accounting principles generally accepted
in the United States of America (GAAP). The primary differences between statutory-basis and GAAP-
basis of accounting include:

Item Description GAAP Treatment Statutory Treatment
Policy acquisition 
costs

Costs associated with the 
successful acquisition of an 
insurance policy.

Deferred and amortized over the 
life of the policy, if recoverable 
from policy revenues.

Charged to operations as incurred.

Future policy 
benefit reserves

Excess of future policy claims 
over future premiums.

Based on the Company's 
estimates of mortality, morbidity, 
interest, persistency, and 
withdrawals.

Based on statutory mortality, 
morbidity, and interest and 
withdrawal requirements and 
reported net of the effects of 
indemnity reinsurance transactions.

Interest 
maintenance 
reserve

Statutory-basis only investment 
reserve used to account for 
interest-rate related realized 
gains and losses.

Capital gains and losses 
recognized as incurred.

Deferred recognition of realized 
capital gains and losses resulting 
from changes in the general level of 
interest rates; amortized into income 
over the expected remaining life of 
the investments sold.

Asset valuation 
reserve

Statutory-basis only investment 
reserve used to account for 
default and equity risks.

Not applicable. Required to offset potential credit-
related investment losses; changes 
in the reserve charged to surplus.

Deferred premiums Portion of premium not 
currently due.

Offset to reserves. Recognized as an asset on the 
balance sheet.

Nonadmitted assets Assets unable to be easily 
converted to cash.

All assets are recorded on the 
balance sheet.

Recognition on the balance sheet 
disallowed; charged to surplus.

Investment in 
subsidiaries

Entity that is directly or 
indirectly owned and controlled 
by a reporting entity.

Consolidated. Recorded under the equity method 
of accounting.

Investment in 
Partnerships, Joint 
Ventures, and LLCs

Investments that provide 
partnership interests to the 
Company.

Recorded under the equity 
method of accounting, or fair 
value through net income.

Recorded under the equity method 
of accounting.

Low-Income 
housing tax credits

Investments in federal and 
certain state sponsored flow-
through entities for tax 
purposes.

Accounted for under the 
proportional amortized cost 
method, excluding guaranteed 
partnerships entered into prior to 
2015, which are accounted for 
under the effective yield method.

Accounted for under the 
proportional amortization method.

Bonds and short-
term investments

Fixed-income investments with 
purpose of collecting interest.

Generally carried at fair value. Generally carried at amortized cost.

Preferred stock Class of shares; holders have 
preference as to the payment 
of dividends or distribution of 
assets on liquidation.

Generally carried at fair value. Valued as prescribed by NAIC 
Securities Valuation Office

Deferred taxes An asset or liability on the 
company’s balance sheet due 
to temporary differences.

A provision is made for deferred 
income taxes on temporary 
differences between the financial 
reporting and the tax bases of 
assets and liabilities.

NAIC SAP requires an amount to be 
recorded for deferred taxes. The 
amount of deferred income tax 
assets may not be fully recognized 
as admitted assets.

OCI statement Statement of revenues, 
expenses, gains and losses 
that have not yet been realized.

Required presentation. Not applicable.

Cash and cash 
equivalents

Cash or assets that can be 
readily converted into cash.

Negative balances are reported 
as a liability.

Negative balances are reported 
within cash.

Investment in 
Surplus Notes

Fixed-income instrument with 
debt and equity characteristics.

Generally carried at fair value. Generally carried at amortized cost.

Surplus notes 
(issued)

Fixed-income instrument with 
debt and equity characteristics.

Reported as long-term debt. Reported as capital and surplus.

Loss Contingencies An existing condition or 
situation involving uncertainty 
as to possible loss that will 
ultimately be resolved when 
one or more future event(s) 
occur or fail to occur. 

If a loss is probable, estimable 
and only a range of loss can be 
estimated, the minimum of the 
range is required to be recorded.

If a loss is probable, estimable and 
only a range of loss can be 
estimated, the mid-point of the 
range is required to be recorded. 

 AMERICAN INCOME LIFE INSURANCE COMPANY

NOTES TO STATUTORY-BASIS FINANCIAL STATEMENTS (continued)
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands except for shares)
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Significant accounting practices used in the preparation of the accompanying statutory-basis financial
statements are as follows:

Revenue and Policy Acquisition Cost Recognition—Premiums are recognized over the premium-
paying period of the policies. Unearned premiums on accident and health policies are calculated on a pro-
rata basis. Consideration received on deposit-type contracts, which do not contain any life contingencies,
is recorded directly to the related liability. Policy acquisition costs, such as commissions and other costs
related to successfully acquiring new business, are charged to current operations as incurred.

Future Policy Benefits—Aggregate reserves for future policy benefits for individual life and health
insurance policies have been provided on either the net level premium method, the commissioner’s
reserve valuation method, or the two-year preliminary term method. Accordingly, the reserves are
calculated based on estimates of mortality, morbidity, and interest and withdrawal requirements, as
prescribed by state insurance regulatory agencies. Interest rate assumptions range from 2.25% to 6.0%.
For life insurance policies, mortality rates are primarily obtained from the following statutory mortality
tables: 1941 C.S.O., 1958 C.S.O., 1980 C.S.O., 2001 C.S.O., and 2017 C.S.O. Tables. For 2019 issued
business, the PBR reserve method has been used. For health insurance policies, morbidity rates are
based primarily on the 1985 NAIC Cancer Claim Cost Tables. Future policy benefit reserves for annuity
contracts are based on either the commissioner’s annuity reserve valuation method, with appropriate
statutory interest and mortality assumptions, or the accumulated contract value. Annuity reserve interest
rate assumptions range from 2.5% to 6.0%. Reserves for deposit-type funds are equal to deposits
received and interest credited to the benefit of contract holders, less withdrawals that represent a return to
the contract holder.

Policy and Contract Claims—Policy and contract claims include a provision for reported claims and
claims incurred but not reported. The provision for claims incurred but not reported is estimated based on
Company experience.

Federal Income Taxes—The provision for federal income taxes on operations is based upon taxes that
are currently payable. Deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement book values and tax bases of assets and
liabilities. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to
taxable income in the years in which those temporary differences are expected to be recovered or settled.
Deferred tax assets are reduced by valuation allowances when it is determined that it is more likely than
not the deferred tax asset will not be fully realized. Realizable deferred tax assets are further subject to
admissibility tests performed pursuant to SSAP No. 101, Income Taxes. Admitted deferred tax assets and
liabilities are reflected as a component of capital and surplus.

Nonadmitted Assets—Nonadmitted assets (principally a portion of deferred income tax assets, certain
furniture and equipment, agents’ debit balances, prepaid expenses, and other amounts receivable) have
been charged directly to unassigned surplus.

Interest Maintenance Reserve (IMR) and Asset Valuation Reserve (AVR)—The IMR is maintained as
prescribed by the NAIC for the purpose of deferring realized gains and losses on the disposal of bonds
resulting from changes in the overall level of interest rates. Such realized gains and losses are amortized
into income over the approximate remaining life of bonds sold. An AVR is maintained as prescribed by the
NAIC for the purpose of providing for default and equity risks related to the Company’s invested assets.
Changes in the AVR are charged directly to surplus.

 AMERICAN INCOME LIFE INSURANCE COMPANY

NOTES TO STATUTORY-BASIS FINANCIAL STATEMENTS (continued)
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands except for shares)
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Investments—Bonds and stock are recorded in accordance with rules promulgated by the NAIC. Bonds
eligible for amortization under such rules are reported at amortized cost using the interest method, except
for those bonds with a NAIC designation of 6, which are reported at the lower of amortized cost or fair
value. Preferred stock is reported at amortized cost, except for preferred stock with a NAIC designation of
4-6, which is reported at the lower of amortized cost or fair value. Common stock of nonaffiliates is stated
at estimated fair value. Common stock of affiliates is stated at their underlying statutory-basis capital and
surplus. Contract loans are carried at unpaid principal balance of the loan.

Loan-backed securities are reported at amortized cost, except for those with an NAIC designation of 6,
which shall be reported at the lower of amortized cost or fair value. Premiums and discounts on loan-
backed bonds and structured securities are amortized using the retrospective method based on
anticipated prepayments at the date of purchase. Prepayment assumptions are obtained from broker/
dealer survey values or internal estimates. Changes in estimated cash flows from the original
assumptions are accounted for using the retrospective method. The Company uses original cost as the
basis for applying the retrospective method.

Mortgage loans are reported at unpaid principal balances, net of any unamortized discount or premium
and allowance for loan losses. The loans are secured by the underlying real estate.

The accounting for investments in limited partnerships that provide low-income housing tax credits is
outlined in the Low-Income Housing Tax Credit Interests section below. Investments in other limited
partnerships are accounted for under rules set forth by the NAIC, and are recorded based on the
underlying audited U.S. GAAP equity of the investee.

Investments in surplus notes are accounted for under rules set forth by the NAIC. Surplus notes rated
NAIC 1-2 are reported at amortized cost, and surplus notes rated NAIC 3-6 are reported at the lower of
amortized cost and fair value.

Fair Value Measurements, Investments in Securities—The investments carried at fair value have been
classified, for disclosure purposes, based on a hierarchy defined by SSAP No. 100, Fair Value
Measurements. The hierarchy consists of three levels to indicate the quality of the fair value
measurements as described below:

Level 1—Fair values are based on quoted prices in active markets for identical assets or liabilities
that the Company has the ability to access as of the measurement date.

Level 2—Fair values are based on inputs other than quoted prices included in Level 1 that are
observable for the asset or liability, either directly or indirectly. Level 2 inputs include quoted
prices for similar assets or liabilities in active markets, quoted prices for identical or similar assets
or liabilities in markets that are not active, inputs other than quoted prices that are observable for
the asset or liability, or inputs that can otherwise be corroborated by observable market data.

Level 3—Fair values are based on inputs that are considered unobservable where there is little, if
any, market activity for the asset or liability as of the measurement date. In this circumstance, the
Company has to rely on values derived by independent brokers or internally-developed
assumptions. Unobservable inputs are developed based on the best information available to the
Company which may include the Company’s own data or bid and ask prices in the dealer market.

The great majority of the Company’s bonds are not actively traded and direct quotes are not generally
available. Management therefore determines the fair values of these securities after consideration of data
provided by third-party pricing services, independent broker/dealers, and other resources.

Approximately 97% of the fair value reported at December 31, 2019 is determined using data provided by
third-party pricing services. Prices provided by these services are not binding offers, but are estimated
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exit values. Third-party pricing services use proprietary pricing models to determine security values by
discounting cash flows using a market-adjusted spread to a benchmark yield. For all asset classes within
the Company's significant security types, third-party services use a common valuation technique to model
the price of the investments using observable market data. The foundation for these models consists of
developing yield spreads based on multiple observable market data inputs, including but not limited to:
benchmark yield curves, actual trading activity, new issue yields, broker-dealer quotes, issuer spreads,
two-sided markets, benchmark securities, bids, offers, sector-specific data, economic data, and other
inputs that are corroborated in the market. Pricing vendors monitor and review their pricing data
continuously with current market and economic data feeds, augmented by ongoing communication within
the dealer community.

Using the observable market inputs described above, spreads to an appropriate benchmark yield are
further developed by the vendors for each security based on security-specific and/or sector-specific risk
factors, such as a security's terms and conditions (coupon, maturity, and call features), credit rating,
sector, liquidity, collateral or other cash flow options, and other factors that could impact the risk of the
security. Embedded repayment options, such as call and redemption features, are also taken into account
in the pricing models. When the spread is determined, it is added to the security's benchmark yield. The
security's expected cash flows are discounted using this spread-adjusted yield, and the resulting present
value of the discounted cash flows is the evaluated price.

When third-party vendor prices are not available, the Company attempts to obtain valuations from other
sources, including but not limited to broker/dealers, broker quotes, and prices on comparable securities.

When valuations have been obtained for all securities in the portfolio, management reviews and analyzes
the prices to ensure their reasonableness, taking into account available observable information. When
two or more valuations are available for a security and the variance between the prices is 10% or less, the
close correlation suggests similar observable inputs were used in deriving the price, and the mean of the
prices is used. Securities valued in this manner are classified as Level 2. When the variance between two
or more valuations for a security exceeds 10%, additional analysis is performed to determine the most
appropriate value for that security, using resources such as broker quotes, prices on comparable
securities, recent trades, and any other observable market data. Further review is performed on the
available valuations to determine if they can be corroborated within reasonable tolerance to any other
observable evidence. If one of the valuations or the mean of the available valuations for a security can be
corroborated with other observable evidence, then the corroborated value is used and reported as Level
2. The Company uses information and analytical techniques deemed appropriate for determining the point
within the range of reasonable fair value estimates that is most representative of fair value under current
market conditions. Valuations that cannot be corroborated within a reasonable tolerance are classified as
Level 3.

The Company invests in a portfolio of private placement bonds which are not actively traded. This
portfolio is managed by third-parties. The portfolio managers provide valuations for the bonds based on a
pricing matrix utilizing observable inputs, such as the benchmark treasury rate and published sector
indices, and unobservable inputs such as an internally-developed credit rating. If observable inputs
cannot be corroborated, the fair values are classified as Level 3.

NAIC SAP requires certain investments to be measured and reported at fair value. These include
common stock, bonds rated NAIC 6 and preferred stock rated NAIC 4-6 whose fair values are less than
amortized cost, and surplus notes rated NAIC 3-6 whose fair values are less than amortized cost.
Transfers between fair value levels are recognized as of the end of the reporting period in which they
occur.

Fair Value Measurements, Other Financial Instruments—Fair value of cash, cash equivalents, and
short-term investments approximates carrying value. Fair value of the Parent Company's preferred stock
was obtained from the Securities Valuation Office (SVO). Contract loans are an integral part of the life
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insurance policies which the Company has in force and, in the Company’s opinion, cannot be valued
separately. Fair values of mortgage loans are determined based upon expected cash flows discounted at
an appropriate risk-adjusted rate. The fair value of investments in limited partnerships that provide low-
income housing tax credits is based on discounted projected cash flows. The fair value of limited
partnerships in low income housing is considered Level 3. Investments in other limited partnerships
recorded under the equity method of accounting are excluded from the fair value hierarchy.

Other policy holder funds include interest-bearing, deposit-type accounts representing amounts payable
on demand. The fair value of such deposit-type accounts is equal to the amount payable on demand and
considered Level 2.

Although management is not aware of any factors that would significantly affect the estimated fair value
amounts, such amounts have not been comprehensively revalued for purposes of these financial
statements since December 31, 2019, and therefore, current estimates of fair value may differ
significantly from the amounts presented herein. Additionally, as further noted within Subsequent Events
below, management is aware of the significant volatility in the market due to the COVID-19 pandemic;
however, since the situation is still unfolding, the Company is currently unable to determine the extent of
the impact to the fair value of its investments or other financial instruments.

Impairment of Investments—The Company’s portfolio of bonds fluctuates in value due to changes in
interest rates in the financial markets as well as other factors. Fluctuations caused by market rate
changes have little bearing on whether or not the investment will be ultimately recoverable. Therefore, the
Company considers declines in value resulting from changes in market interest rates to be temporary. In
certain circumstances, however, the Company determines that the decline in value of a security is other-
than-temporary and writes the book value of the security down to fair value, realizing an investment loss.
The determination that an impairment is other-than-temporary is highly subjective and involves the careful
consideration of many factors.
Among the factors considered are:
● The length of time and extent to which the security has been impaired
● The reason(s) for the impairment
● The financial condition of the issuer and near-term prospects for recovery in fair value of the security
● The Company’s ability and intent to hold the security until anticipated recovery
● Expected cash flows

The relative weight given to each of these factors can change over time as facts and circumstances
change. In many cases, management believes it is appropriate to give relatively more weight to
prospective factors than to retrospective factors. Prospective factors that are given more weight include
prospects for recovery, the Company’s ability and intent to hold the security until anticipated recovery, and
expected future cash flows.

Among the facts and information considered in the process are:
● Financial statements of the issuer
● Changes in credit ratings of the issuer
● The value of the underlying collateral
● News and information included in press releases issued by the issuer
● News and information reported in the media concerning the issuer
● News and information published or otherwise provided by credit analysts
● The nature and amount of recent and expected future sources and uses of cash
● Default on a required payment
● Issuer bankruptcy filings
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While all available information is taken into account, it is difficult to predict the ultimately recoverable
amount of a distressed or impaired security.

For asset-backed securities, additional information is gathered and analysis performed on the individual
underlying collateral and estimates of potential future collateral performance. Multiple cash flow scenarios
are calculated based on various loss rate assumptions and used to assess the likelihood of future
possible impairment.

Mortgage loans are considered impaired when it is probable, based upon current information and events,
that the Company will be unable to collect all contractual amounts due. Impairment is measured based on
the excess of the loan balance over the fair value of the collateral, as determined by a current appraisal,
and is recorded as an unrealized loss through a valuation allowance. If an impairment is deemed to be
other than temporary, then a direct write-down is recorded as a realized loss, thus establishing a new cost
basis equal to the fair value of the collateral less the cost estimated to obtain and sell the property.

The Company’s mortgage loan portfolio is managed by an unaffiliated third-party manager. As part of its
credit-monitoring process, the third-party manager evaluates several risk criteria for each loan. These
include quantitative measures, such as the underlying collateral value, loan-to-value ratio, and debt-
service coverage ratio; as well as qualitative risk parameters, such as borrower experience, specific
property fundamentals, local real estate market conditions, financial and business condition of the
borrower, and ease of liquidation. After consideration of the third-party manager's credit analysis, the
Company decides if a loan loss allowance should be established.

Investment Income—Investment income consists primarily of interest and dividends. Interest is
recognized on an accrual basis and dividends are recorded as earned. Interest income on mortgage-
backed securities and asset-backed securities is determined on the effective yield method based on
estimated principal repayments. Prepayment penalty and acceleration fees on callable bonds are
recognized in investment income, as received. Interest earned on contract loans is charged in arrears and
recognized ratably. Interest income on mortgage loans is accrued and recorded net of servicing fees.
Interest that is 180 days past due and that is still deemed collectible is accrued, but nonadmitted. Any
interest deemed uncollectible is written off as a charge against investment income. Dividends and
distributions from limited partnerships are recognized as investment income to the extent that they are not
in excess of undistributed accumulated earnings. Dividends and distributions in excess of undistributed
earnings are recorded as a reduction to the carrying value of the investment. The Company's share of
undistributed earnings and losses included in net unrealized capital gains (losses) are credited or charged
directly to surplus.

Realized gains and losses on the sale of investments are determined on a specific identification method.
Realized gains and losses on debt securities and preferred stock resulting from an overall change in
market interest rates are deferred through the IMR and amortized into income over the remaining
expected life of the disposed investment. Credit-related gains and losses on debt securities and preferred
stock as well as realized gains and losses on unaffiliated common stock are recorded in the AVR and
included in the accompanying statutory-basis statement of operations. Unrealized gains and losses on
unaffiliated common stock are also reflected in the AVR. The change in the AVR is reflected as an
increase or decrease in surplus. Unrealized gains and losses on affiliated common stock are reflected
directly in surplus through the change in unrealized capital gains and losses. The Company's share of
undistributed earnings and losses included in net unrealized capital gains (losses) are credited or charged
directly to surplus.

Cash, Cash Equivalents, and Short-Term Investments—Cash includes cash on hand and amounts
due from banks. The Company considers all highly liquid investments with an original maturity of three
months or less when purchased to be cash equivalents. Cash equivalents include reverse repurchase
agreements, which are secured by bonds and generally mature overnight. The Company’s policy requires
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a minimum of 102% of the agreements' purchase price to be maintained as collateral. The Company does
not take possession of this collateral. For further discussion about investments in reverse repurchase
agreements including a description of the underlying collateral as of year-end, please refer to Note 2. The
Company considers all investments with remaining maturities (or repurchase dates under repurchase
agreements) of one year or less at the time of acquisition (excluding those investments classified as cash
equivalents) to be short-term investments, which are stated at amortized cost.

Reinsurance—The Company cedes and assumes insurance risks with other companies. Aggregate
reserves for future policy benefits, premiums, and expenses are reported after deduction of amounts
relating to reinsurance ceded and addition of amounts relating to reinsurance assumed. The Company
remains obligated for amounts ceded in the event that the reinsurers do not meet their obligations. Please
refer to Note 4 for further discussion.

Stock Options—Certain employees of the Company have been granted options to buy shares of Globe
Life Inc. stock at market value on the grant date under the provisions set forth as part of the Globe Life
Inc. stock option plans. The Company has no legal obligation under the plans; however, an expense is
allocated to the Company based upon the options granted to its employees under the plans, and it is
recorded within the General expenses and insurance taxes, licenses, and fees line item within the
accompanying statutory-basis financial statements. Excess tax benefits related to the exercise of stock
options are recorded as a component of federal income tax expense. The allocated expense for stock
compensation recorded during 2019 and 2018 totaled $8,397 and $7,699, respectively.

Low-Income Housing Tax Credit Interests—The Company has invested in flow-through entities that
provide low-income housing tax credits (LIHTC) and other related federal income tax and state premium
tax benefits to the Company. The return on a portion of the Company's investments has been guaranteed
by unrelated third parties. The investments are accounted for using the proportional amortized-cost
method. The federal income tax benefits accrued during the year are recorded in income tax expense.
The premium tax benefits, net of related amortization, are recorded in net investment income. The
amount of LIHTC and other tax benefits recognized were $19,140 and $17,162 during 2019 and 2018,
respectively.

As of December 31, 2019 and 2018, the LIHTC investment balances were $68,639 and $65,932,
respectively. The amounts recorded within other invested assets are presented net of encumbrances for
unpaid contributions. As of December 31, 2019 and 2018, unpaid contributions were $9,951 and $27,540,
respectively. All of the remaining unpaid contributions are expected to be paid by 2026.

Currently, the LIHTC properties are not subject to any regulatory reviews. The Company’s involvement is
restricted to its limited partnership interest in the LIHTC entities. The Company has not provided any other
financial support to the entities beyond its commitments to fund its limited partnership interests, and there
are no arrangements or agreements with any of the interests to provide other financial support. The
maximum loss exposure relative to these interests is limited to their carrying value.

As of December 31, 2019, there are 12 years of remaining unexpired tax credits for low-income housing
tax credit investments with a required holding period of 17 years, compared to 11 years of remaining
unexpired tax credits for low-income housing tax credit investments with a required holding period of 16
years as of December 31, 2018.

Foreign Currency Translation—The Company records assets, liabilities, and operations of foreign
branches based upon the functional currency of each entity. The determination of the functional currency
is made based on the appropriate economic indicators. Assets and liabilities of the foreign branches and
subsidiaries are translated from the functional currency to US dollars at the exchange rates in effect at
each year-end; and income and expense accounts are translated at the weighted-average exchange
rates during the year.
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Risk-Based Capital—The Department has adopted risk-based capital (RBC) requirements for life
insurance companies, as promulgated by the NAIC, and these requirements are applicable to the
Company. The RBC calculation serves as a benchmark for the regulation of life insurance companies by
state insurance regulators. RBC provides for surplus formulas similar to target surplus formulas used by
commercial rating agencies. The formulas specify various weighted factors that are applied to statutory-
basis financial balances or various levels of activity based on the perceived degree of risk, and are set
forth in the RBC requirements. The resulting figure is the authorized control level capital (ACL).

The RBC guidelines define specific capital levels based on a company’s ACL that are determined by the
ratio of a company’s total adjusted capital (TAC) to its ACL. TAC is equal to statutory capital, plus the AVR
and any voluntary investment reserves, 50% of dividend liability, and certain other specified adjustments.
Companies where TAC is less than or equal to 2.0 times ACL are subject to certain corrective actions as
set forth in RBC requirements.

As of December 31, 2019 and 2018, the statutory TAC of the Company exceeded the level requiring
corrective action.

Use of Estimates—The preparation of the financial statements in conformity with statutory accounting
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities at the date of the statutory-basis financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ from those estimates. The
estimates susceptible to significant change are those used in determining the liability for aggregate
reserves for future policy benefits, losses, and claims. Although some variability is inherent in these
estimates, management believes the amounts provided are adequate.

Allocation of Expenses—The Company operates within a group under Globe Life Inc. where personnel
and facilities are shared. Under terms of the management contract, the subsidiaries of Globe Life Inc. are
allocated general and administrative expenses based on total premium. The allocated amount is in
proportion to the Company incurring the expense as if the expense had been paid solely by the Company.

Going Concern—Each reporting period, the Company evaluates whether there is substantial doubt
about an entity's ability to continue as a going concern. Management was not aware of any conditions or
events that could raise substantial doubts concerning the entity's ability to continue as a going concern as
of December 31, 2019.

Subsequent Events—The Company evaluates events occurring subsequent to the balance sheet date to
determine whether recognition or disclosure in the financial statements is required. If conditions of a
subsequent event were to exist as of the balance sheet date, depending on materiality, the effects may be
required to be recognized and disclosed in the financial statements. If conditions of a subsequent event
arose after the balance sheet date, the effects are not required to be recognized in the financial
statements; however, they may need to be disclosed in the financial statements depending on materiality.

Accordingly, we have evaluated the effects of events subsequent to the balance sheet date of December
31, 2019, and through April 24, 2020, which is the date the statutory basis financial statements were
available to be issued. Subsequent to December 31, 2019, equity and financial markets have experienced
significant volatility and interest rates have continued to decline due to the COVID-19 pandemic. Given
that the situation is still ongoing, the Company is currently unable to determine the extent of the impact of
the pandemic to its operations and financial condition.
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Accounting Pronouncements Adopted in the Current Year

Amended 
Standard Description Effective date

Effect on the statutory-basis 
financial statements

SSAP No. 16R—
Electronic Data 
Processing 
Equipment and 
Software

In April 2019, the NAIC revised this 
standard to adopt with modification 
ASU 2018-15, Customer's 
Accounting for Implementation Costs 
Incurred in a Cloud Computing 
Arrangement That is a Service 
Contract. The guidance was adopted 
to permit the capitalization of 
implementation costs from a cloud 
hosting service contract as 
nonoperating system software. The 
revisions also clarify the accounting 
for cloud hosting arrangements that 
are not service contacts.

While this standard 
is not effective until 
January 1, 2020, the 
Company has early 
adopted the 
guidance as of 
December 31, 2019.

The adoption of this standard 
did not have a material impact 
on the statutory-basis financial 
statements. 

SSAP No. 92—
Postretirement 
Benefits Other 
than Pensions; 
SSAP No. 102—
Pensions

In April 2019, the NAIC revised this 
standard to adopt with modification 
the disclosure amendments reflected 
in ASU 2018-14, Changes to the 
Disclosure Requirements for Defined 
Benefit Plans. 

This standard 
became effective for 
the Company upon 
issuance of the 
standard on April 6, 
2019.

The adoption of this standard 
did not have a material impact 
on the statutory-basis financial 
statements. The Company has 
included the updated 
disclosures in Note 7—
Employee Benefit Plans.

SSAP No. 100R—
Fair Value

In April 2019, the NAIC revised this 
standard to adopt with modification 
the disclosure amendments in ASU 
2018-13, Changes to the Disclosure 
Requirements for Fair Value 
Measurement. 

This standard 
became effective for 
the Company upon 
issuance of the 
standard on April 6, 
2019.

The adoption of this standard 
did not have a material impact 
on the statutory-basis financial 
statements. The Company has 
included the updated 
disclosures in Note 2—
Investments.

SSAP No. 26R—
Bonds

In May 2019, the NAIC revised this 
standard to provide guidance for 
when bonds are called with 
consideration received less than par. 
The revisions also clarify that in 
instances where consideration 
received is less than book/adjusted 
carrying value, the entire difference 
should be reported through 
investment income. 

This standard 
became effective for 
the Company upon 
issuance of the 
standard on May 29, 
2019.

The adoption of this standard 
did not have a material impact 
on the statutory-basis financial 
statements.

SSAP No. 37—
Mortgage Loans

In August 2019, the NAIC revised this 
standard to clarify that mortgage 
loans acquired through a participation 
agreement are limited to single 
mortgage loan agreements and 
exclude 'bundled' mortgage loans. 

This standard 
became effective for 
the Company upon 
issuance of the 
standard on August 
3, 2019.

The adoption of this standard 
did not have a material impact 
on the statutory-basis financial 
statements.

SSAP No. 51—
Life Contracts; 
SSAP No. 52—
Deposit-Type 
Contracts; SSAP 
No. 61R—Life, 
Deposit-Type and 
Accident and 
Health 
Reinsurance

In December 2018, the NAIC revised 
this standard to add life liquidity 
disclosures to enhance transparency 
to the NAIC.

This standard 
became effective for 
the Company upon 
issuance of the 
standard on 
December 31, 2019.

The adoption of this standard 
did not have a material impact 
on the statutory-basis financial 
statements. The Company has 
included the updated 
disclosures in Note 4—Future 
Policy Benefits and 
Reinsurance.
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2.    INVESTMENTS

Analysis of investment operations—Net investment income for the years ended December 31, 2019
and 2018, is summarized as follows:

2019 2018
Bonds............................................................................................................................. $ 177,496 $ 170,919
Preferred stock—affiliated.............................................................................................. 2,671 2,671
Common stock—unaffiliated.......................................................................................... 10 23
Common stock—affiliated.............................................................................................. 11,465 9,093
Mortgage loans.............................................................................................................. 1,979 569
Contract loans................................................................................................................ 16,315 15,066
Cash, cash equivalents, and short-term investments.................................................... 1,740 843
Other invested assets.................................................................................................... 4,368 3,714
Miscellaneous investment income................................................................................. (120) 240

Gross investment income.......................................................................................... 215,924 203,138
Less investment expenses............................................................................................. 39,817 37,007

Net investment income........................................................................................... $ 176,107 $ 166,131

Selected information about disposals of bonds is as follows:
At December 31,

2019 2018
Bonds:

Proceeds from sales.................................................................................................... $ 10,793 $ 19,870
Gross realized gains.................................................................................................... 150 1,040
Gross realized losses.................................................................................................. (195) (2,605)

Net gains (losses) on calls and redemptions............................................................... $ 974 $ 2,086

The above table includes securities called, redeemed, or otherwise disposed of as a result of a callable
feature, which resulted in the receipt of prepayment penalty and acceleration fees. These fees are
recorded as investment income at the time of the transaction and are summarized in the following table.

At December 31,

2019 2018
Prepayment Penalty and Acceleration Fees:

Number of issues (CUSIPs) called/redeemed............................................................. 6 4
Investment Income from fees...................................................................................... $ 481 $ 177
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Portfolio Composition—The cost or amortized cost, gross unrealized gains and losses and fair value of
bonds and preferred stock as of December 31, 2019 and 2018, are as follows:

2019
Book/Adj 
Carrying 

Value

Cost or 
Amortized 

Cost

Gross 
Unrealized 

Gains

Gross 
Unrealized 

Losses
Fair

Value

U.S. government............................................. $ 3,030 $ 3,030 $ 7 $ — $ 3,037
Other government........................................... 25,874 25,874 2,073 (396) 27,551
Mortgage-backed securities............................ 40 40 2 — 42
U.S. states, territories, and possessions........ 2,321 2,321 294 — 2,615
U.S. political subdivisions............................... 62,903 62,903 3,696 (9) 66,590
U.S. special revenues..................................... 187,308 187,308 17,481 (12) 204,777
Industrial and miscellaneous.......................... 3,066,587 3,066,587 455,257 (15,865) 3,505,979
Asset-backed securities.................................. 29,226 29,226 1,013 (74) 30,165
Hybrid securities............................................. 125,088 125,088 24,269 (1,318) 148,039

Total bonds........................................................ $3,502,377 $3,502,377 $ 504,092 $ (17,674) $3,988,795

Common stock—unaffiliated............................. $ 897 $ 82 $ 815 $ — $ 897

2018
Book/Adj 
Carrying 

Value

Cost or 
Amortized 

Cost

Gross 
Unrealized 

Gains

Gross 
Unrealized 

Losses
Fair

Value

U.S. government............................................. $ 5,027 $ 5,027 $ — $ (19) $ 5,008
Other government........................................... 19,006 19,006 1,811 — 20,817
Mortgage-backed securities............................ 74 74 3 — 77
U.S. states, territories, and possessions........ 9,014 9,014 41 (43) 9,012
U.S. political subdivisions............................... 111,033 111,033 8,431 (359) 119,105
U.S. special revenues..................................... 58,030 58,030 1,879 (132) 59,777
Industrial and miscellaneous.......................... 2,978,326 2,978,326 150,819 (104,896) 3,024,249
Asset-backed securities.................................. 30,098 30,098 412 (175) 30,335
Hybrid securities............................................. 122,840 122,840 10,118 (2,017) 130,941

Total bonds........................................................ $3,333,448 $3,333,448 $ 173,514 $ (107,641) $3,399,321

Common stock—unaffiliated............................. $ 1,204 $ 99 $ 1,105 $ — $ 1,204

The amortized cost of bonds at December 31, 2019 and 2018 includes adjustments for those securities
that are other-than-temporarily impaired, if any. The book/adjusted carrying value includes additional
adjustments for lower rated securities stated at the lower of amortized cost or fair value. At December 31,
2019 and 2018, the Company did not have any bonds with nonadmitted amounts.
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Bonds by Contractual Maturity—The book/adjusted carrying value and fair value of bonds at December
31, 2019, by contractual maturity, are shown below. Expected and actual maturities will differ from
contractual maturities because the issuers of such bonds may have the right to call or prepay obligations
without call or prepayment penalties.

Book/Adj 
Carrying 

Value
Fair 
Value

Due in one year or less................................................................................................ $ 17,206 $ 17,450

Due after one year through five years......................................................................... 143,497 154,534

Due after five years through ten years......................................................................... 394,525 444,077

Due after ten years...................................................................................................... 2,947,149 3,372,734

Total................................................................................................................................ $ 3,502,377 $ 3,988,795

Other-than-temporary impairments—During the periods ended December 31, 2019 and 2018, the
Company did not write down any individual security holdings to fair value as a result of other-than-
temporary impairment.

Unrealized loss analysis—The following tables disclose unrealized investment losses by class of
investment at December 31, 2019 and 2018. The Company considers these investments to be only
temporarily impaired.

Analysis of Gross Unrealized Investment Losses
At December 31, 2019

Less than Twelve 
Months

Twelve Months
or Longer Total

Description of Securities
Fair 
Value

Unrealized
Loss

Fair 
Value

Unrealized
Loss

Fair 
Value

Unrealized
Loss

Bonds:

U.S. government...................... $ — $ — $ — $ — $ — $ —
Other government.................... 6,496 (396) — — 6,496 (396)
Mortgage-backed securities..... — — — — — —
U.S. states, territories, and 
possessions............................. — — — — — —
U.S. political subdivisions........ 1,372 (9) — — 1,372 (9)
U.S. special revenues.............. 1,316 (12) — — 1,316 (12)
Industrial and miscellaneous... 98,464 (1,451) 83,810 (14,414) 182,274 (15,865)
Asset-backed securities........... — — 2,776 (74) 2,776 (74)
Hybrid securities...................... — — 7,183 (1,318) 7,183 (1,318)

Total unrealized losses............... $ 107,648 $ (1,868) $ 93,769 $ (15,806) $ 201,417 $ (17,674)
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Analysis of Gross Unrealized Investment Losses
At December 31, 2018

Less than Twelve 
Months

Twelve Months
or Longer Total

Description of Securities
Fair 
Value

Unrealized
Loss

Fair 
Value

Unrealized
Loss

Fair 
Value

Unrealized
Loss

Bonds:
U.S. government...................... $ 2,772 $ (16) $ 2,237 $ (3) $ 5,009 $ (19)
Other government.................... — — — — — —
Mortgage-backed securities..... 21 — — — 21 —
U.S. states, territories, and 
possessions............................. 8,133 (43) — — 8,133 (43)
U.S. political subdivisions........ 3,111 (20) 11,282 (112) 14,393 (132)
U.S. special revenues.............. 19,282 (303) 15,228 (56) 34,510 (359)
Industrial and miscellaneous... 1,159,539 (63,826) 324,902 (41,070) 1,484,441 (104,896)
Asset-backed securities........... 8,556 (144) 2,467 (31) 11,023 (175)
Hybrid securities...................... — — 7,796 (2,017) 7,796 (2,017)

Total unrealized losses............... $ 1,201,414 $ (64,352) $ 363,912 $ (43,289) $1,565,326 $ (107,641)

At December 31, 2019, the Company held 46 issues (CUSIPs) that had been in an unrealized loss
position less than 12 months, and 18 issues that had been in an unrealized loss position 12 months or
longer. At December 31, 2019 and 2018, the Company's entire bond and equity portfolio consisted of 722
and 617 issues, respectively.

The following table discloses loan-backed and other structured securities that have an unrealized loss as
of December 31, 2019 and 2018.

Less than Twelve Months Twelve Months or Longer

Fair Value
Unrealized 

Loss Fair Value
Unrealized 

Loss
2019............................................................................ $ — $ — $ 2,776 $ (74)

2018............................................................................ 11,023 175 — —

Pledged Assets—The Company had cash and bonds with book/adjusted carrying values of $389,375
and $304,550 on deposit with various state insurance and governmental regulatory agencies as required
by law at December 31, 2019 and 2018, respectively.
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Cash Equivalents—The Company participates in overnight reverse repurchase agreements in which an
unaffiliated authorized broker purchases securities and then resells the next day. As of December 31,
2019 and 2018 respectively, the Company had $5,100 and $15,100 in overnight reverse repurchase
agreements which were collateralized by the following:

2019 CUSIP Maturity Coupon Par Value

Fair Value
 with

 Accrued 
Interest

Federal Farm Credit Bank................. 31331XT85 08/03/2037 6% $ 3,644 $ 5,202
$ 3,644 $ 5,202

2018
Federal Farm Credit Bank................. 31331VWF9 4/17/2036 5% $ 8,000 $ 10,060
Federal Home Loan Bank................. 313383YJ4 9/8/2023 3% 5,165 5,342

$ 13,165 $ 15,402

Mortgage loans—The Company invests in commercial mortgage loan participations. The portfolio
consists of participations in transitional real estate loans with three to five year maturities that are
originated and serviced by a third-party manager who also performs credit monitoring and impairment
analysis of the loans.

The minimum and maximum lending rates for new mortgage loans were 5.70% and 6.73% during 2019.
All new mortgage loans were commercial. The maximum percentage of any one loan to the value of the
collateral at the time of the loan was 83.31% during 2019. The Company does not have any significant
credit risk exposure to any individual borrower.

The commercial mortgage loan portfolio is invested in a variety of commercial property types located in
the United States. As of December 31, 2019 and 2018, the distribution of the portfolio by property type
and geographic location was as follows:

2019 2018
Carrying 

Value % of Total
Carrying 

Value % of Total
Property type:

Office.............................................................. $ 11,762 32 % $ 4,957 36 %

Hospitality....................................................... 6,316 17 % 4,606 33 %

     Multi-family..................................................... 6,376 17 % 4,204 31 %

Mixed use....................................................... 8,424 23 % — — %

Retail.............................................................. 4,124 11 % — — %

Total recorded investment.............................. $ 37,002 100 % $ 13,767 100 %

Less valuation allowance............................... — — — — %

Carrying value, net of valuation allowance..... $ 37,002 100 % $ 13,767 100 %
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2019 2018
Carrying 

Value % of Total
Carrying 

Value % of Total
Geographic location:

Pacific............................................................. $ 4,124 11 % $ — — %

West South Central........................................ 2,933 8 % 1,990 14 %

East South Central......................................... 4,676 13 % — — %

South Atlantic................................................. 18,098 49 % 11,777 86 %

Middle Atlantic................................................ 5,535 15 % — — %

New England.................................................. 1,636 4 % — — %

Total recorded investment.............................. $ 37,002 100 % $ 13,767 100 %

Less valuation allowance............................... — — — —

Carrying value, net of valuation allowance..... $ 37,002 100 % $ 13,767 100 %

The debt service coverage ratio and the current loan-to-value ratio are considered primary credit quality
indicators when evaluating loans for possible impairment. Latest appraisal dates of the underlying
collateral range from January 2, 2018 to September 9, 2019. The Company's investment in mortgage
loans by credit quality indicator, as of December 31, 2019 and 2018 are as follows:

Debt Service Coverage Ratios

<1.00x 1.00x - 1.20x >1.20x Total % of Total
2019

Loan-to-value ratio:
Less than 70%.................................... $ 13,012 $ 18,078 $ — $ 31,090 84

70% to 80%........................................ 4,124 1,788 — 5,912 16

81% to 90%........................................ — — — — —

Greater than 90%............................... — — — — —

Total....................................................... $ 17,136 $ 19,866 $ — $ 37,002 100

Debt Service Coverage Ratios

<1.00x 1.00x - 1.20x >1.20x Total % of Total
2018

Loan-to-value ratio:
Less than 70%.................................... $ 4,204 $ 9,563 $ — $ 13,767 100 %

70% to 80%........................................ — — — — — %

81% to 90%........................................ — — — — — %

Greater than 90%............................... — — — — — %

Total....................................................... $ 4,204 $ 9,563 $ — $ 13,767 100 %

As of December 31, 2019 and 2018, the Company did not have any mortgage loans that were past due,
and none of the loans were considered impaired. The Company did not have any taxes, assessments, or
advances that were not included in the mortgage loan total.
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Other Invested Assets—Other invested assets include surplus notes with an amortized cost of $65,244
and a fair value of $71,801 as of December 31, 2019. All of the Company's surplus notes were rated
NAIC 1-2. For this reason, the notes were reported at amortized cost, resulting in no related unrealized
losses as of December 31, 2019. Additionally, the Company has other limited partnerships, which are
presented in the following table:

As of December 31,

Carrying Value
Unfunded 

Commitments

Name or Description
Ownership 

(%) 2019 2018 2019 Redemption Term/Notice

PIMCO Commercial Real 
Estate Debt Fund, LP(1)..... 5.05% $ 6,275 $ — $ 54,000 Not redeemable.

PIMCO Tactical 
Opportunities Onshore 
Fund LP(2).......................... 0.64% 24,288 24,219 —

Initial 2-year lock on new investments,
semi-annual withdrawals thereafter; full
redemption within 36-month period.

Global Infrastructure 
Partners IV-A/B LP(3)......... 0.23% 62 — 15,000 Not redeemable.

Metlife Commercial 
Mortgage Income Fund, 
LP(1)................................... —% — — 60,000

Full redemption within 6 month period,
subject to fund liquidity and General
Partner discretion.

Total............................. $ 30,625 $ 24,219 $ 129,000

(1) Diversified commercial mortgage loan portfolio primarily invested in high quality, floating rate, transitional senior mortgage
loans secured by U.S. commercial real estate.

(2) Opportunistic credit seeking to capitalize on locations across global, public and private residential, commercial, corporate
and specialty credit markets.

(3) Equity investments in core infrastructure assets less sensitive to economic cycles, with long-term contractual cash flows,
often operating in monopolistic environments invested across sectors including airports, midstream, ports, power generation,
renewables, liquefied natural gas off-take, rail, utilities, waste, and other.

Affiliated Investments—As of December 31, 2019 and 2018, the Company had the following
subsidiaries:

Ownership Carrying Value(1) Subsidiary Assets
Subsidiary Net 

Income
% 2019 2018 2019 2018 2019 2018

National Income Life 
Insurance Company 
(National Income)............ 100% $ 40,517 $ 40,217 $305,911 $270,477 $ 13,737 $ 11,615
American Income 
Marketing Services 
(AIMS)............................. 100% $ 1,203 $ 1,203 $ — $ — $ — $ —

(1) The Company's carrying value is presented as the following: National Income at statutory-basis equity and AIMS at its
GAAP-basis equity.

National Income declared and paid dividends on its common stock to the Company in the amount of
$11,465 and $9,093 during 2019 and 2018, respectively. The Company recorded these amounts in net
investment income.

Concentrations of Credit Risk—The financial instruments that subject the Company to concentrations
of potential credit risk are primarily bonds, equity securities, short-term investments, and cash on deposit.
Such instruments include investments in commercial paper of companies with high credit ratings,
investments in money market securities, and investments in securities backed by the United States
Government. The Company limits the amount of credit exposure with any one financial issuer or
institution and believes that no significant concentration of credit risk exists with respect to the portfolio.
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The Company maintains a diversified investment portfolio with limited concentration in any one issuer.
Based on admitted value, the portfolio consists of investment-grade corporate securities (75%); municipal
bonds (6%); contract loans, which are secured by the underlying insurance policy values (5%); below
investment-grade securities (4%); other invested assets (4%); affiliated stock (2%); mortgage loans (1%);
cash, cash equivalents, and short-term investments (1%); loan-backed and other structured securities
(1%); and other bonds, real estate and non-affiliated equities (1%). Excluding investments in affiliates, the
Company's largest exposure to a single issuer of debt and equity securities was Telus Corp, which
represented 1% of cash and invested assets.

Municipal bond investments are made in various states with 24% of the municipal bonds invested in the
state of Texas. Corporate debt and equity investments are made in a wide range of industries. At
December 31, 2019, the top ten industry concentrations, based on admitted value, were: insurance
(13%); electric utilities (11%); pipelines (6%); banks (5%); telecommunications (4%); energy exploration
and production (4%); transportation (4%); chemicals (4%); real estate investment trusts (4%) and food
(4%).

At December 31, 2019, 4% of cash and invested assets were represented by bonds rated below
investment grade by the NAIC (NAIC designations 3–6). Par value of these investments was $154,351,
book/adjusted carrying value (or admitted value) was $159,027, and fair value was $151,118. Included in
these said investments are below investment grade loan-backed and other structured securities with a
book/adjusted carrying value of $2,850. While these investments could be subject to additional credit risk,
such risk should generally be reflected in fair value.

3.    FAIR VALUE OF FINANCIAL INSTRUMENTS

Investments Measured at Fair Value—The following tables summarize the investments measured and
reported at fair value as of December 31, 2019 and 2018:

Fair Value Measurements at December 31, 2019 Using:

Description

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Total
Fair Value

  Common stock—industrial and
miscellaneous............................. $ — $ — $ 897 $ 897

Total................................................. $ — $ — $ 897 $ 897

Fair Value Measurements at December 31, 2018 Using:

Description

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)

Significant
Other

Observable
Inputs

(Level 2)

Significant
Unobservable

Inputs
(Level 3)

Total
Fair Value

  Common stock—industrial and
miscellaneous............................. $ — $ — $ 1,204 $ 1,204

Total................................................. $ — $ — $ 1,204 $ 1,204
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The following table represents changes in assets measured and reported at fair value using significant
unobservable inputs (Level 3):

Analysis of Changes in Fair Value Measurements Using
Significant Unobservable Inputs (Level 3)

Common
Stock

Balance at December 31, 2017.................................. $ 1,032
  Total gains or losses:
    Included in net income............................................. —
    Included in surplus................................................... 172
  Purchases.................................................................. —
  Issuances................................................................... —
  Sales.......................................................................... —
  Settlements/amortization........................................... —
  Transfers into Level 3................................................. —
  Transfers out of Level 3............................................. —

Balance at December 31, 2018.................................. $ 1,204

  Total gains or losses:

    Included in net income............................................. —

    Included in surplus................................................... —

  Purchases.................................................................. —

  Issuances................................................................... —

  Sales.......................................................................... (307)

  Settlements/amortization........................................... —

  Transfers into Level 3................................................. —

  Transfers out of Level 3............................................. —

Balance at December 31, 2019.................................. $ 897

Included in Level 3 are common stock for which observable market data is not available.
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Fair Value Hierarchy—The following tables summarize the fair values of all financial instruments by level
within the fair value hierarchy as of December 31, 2019 and 2018:

2019
Not

Practicable Net Asset
Admitted Aggregate (Carrying Value

Type of Financial Instrument Value Fair Value Level 1 Level 2 Level 3 Value) (NAV)

Assets:
  Bonds........................................... $ 3,502,377 $ 3,988,795 $ — $ 3,858,058 $130,737 $ — $ —
  Preferred stock—affiliated............ 39,169 39,169 — — 39,169 — —
  Common stock—unaffiliated......... 897 897 — — 897 — —
  Cash, cash equivalents, and
       short-term investments............ 34,018 34,018 13,918 20,100 — — —
  Exempt money market mutual
       funds identified by SVO........... 1,973 1,973 — — — — 1,973
  Contract loans.............................. 215,996 215,996 — — — 215,996 —
  Mortgage loans(1).......................... 37,002 37,002 — — 37,002 — —
  Other invested assets:
    LIHTC partnership interests........ 68,639 72,500 — — 72,500 — —
    Surplus notes—unaffiliated......... 50,075 56,651 — 56,651 — — —
    Surplus notes—affiliated............. 15,168 15,150 — — 15,150 — —

Total Assets:................................. $ 3,965,314 $ 4,462,151 $ 13,918 $ 3,934,809 $295,455 $ 215,996 $ 1,973

Liabilities:
Interest bearing deposit-type 
funds............................................ $ (87,385) $ (87,385) $ — $ (87,385) $ — $ — $ —
Borrowed funds—affiliated.......... (277) (277) — (277) — — —

Total Liabilities:............................ $ (87,662) $ (87,662) $ — $ (87,662) $ — $ — $ —
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2018
Not

Practicable Net Asset
Admitted Aggregate (Carrying Value

Type of Financial Instrument Value Fair Value Level 1 Level 2 Level 3 Value) (NAV)

Assets:
  Bonds........................................... $ 3,333,448 $ 3,399,320 $ — $ 3,295,665 $103,655 $ — $ —
  Preferred stock—affiliated............ 39,169 39,169 — — 39,169 — —
  Common stock—unaffiliated......... 1,204 1,204 — — 1,204 — —
  Cash, cash equivalents, and........ —
       short-term investments............ 26,889 26,889 11,789 15,100 — — —
  Exempt money market mutual......
       funds identified by SVO........... 8,287 8,287 — — — — 8,287
  Contract loans.............................. 198,926 198,926 — — — 198,926
  Mortgage loans(1) 13,767 13,767 — — 13,767 — —
  Other invested assets:
    LIHTC partnership interests........ 65,932 76,905 — — 76,905 — —
    Surplus notes—unaffiliated......... 44,964 43,877 — 43,877 — — —
    Surplus notes—affiliated............. 15,171 15,582 — — 15,582 — —

Total assets................................... $ 3,747,757 3,823,926 $ 11,789 $ 3,354,642 $250,282 $ 198,926 $ 8,287

Liabilities:
Interest bearing deposit-type 
funds............................................ $ (87,992) $ (87,992) $ — $ (87,992) $ — $ — $ —

Borrowed funds—affiliated.......... (277) (277) — (277) — — —

Total liabilities............................... $ (88,269) $ (88,269) $ — $ (88,269) $ — $ — $ —

(1)The Company invests in mortgage loans with 1 month floating rates. For this reason, the fair value approximates book value.

Contract loans cannot be valued separately from their associated insurance liabilities, thus making the
determination of fair value not practicable.

The Company invests in a portfolio of private placement bonds that is managed by a third party.
Amortized cost of these bonds was $112,150 and $114,246 as of December 31, 2019 and 2018,
respectively. The fair value of those classified as Level 2 was $10,105 and $9,666 and those classified as
Level 3 was $107,462 and $102,990 at December 31, 2019 and 2018, respectively.
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4.    FUTURE POLICY BENEFITS AND REINSURANCE

Reserves for Life Contracts and Deposit-Type Contracts

• The Company waives deduction of deferred fractional premiums upon death of the insured and
returns any modal premium paid beyond the date of death. Surrender values are not promised in
excess of the legally computed reserves.

• Extra premiums are charges for substandard lives plus the gross premium for a rate age or plus
the gross premium for the true age. Mean reserves are determined by computing the regular
mean reserve for the plan and in addition, one-half for the extra premium charge for the year for
traditional products.

• At December 31, 2019 and 2018, the Company had insurance in force of $438,806 and
$467,629, for which a premium deficiency reserve of $3,572 and $3,595, respectively, was
recorded.

• The tabular interest, tabular less actual reserves released, and tabular costs have been
determined by formula as prescribed in the NAIC Annual Statement Instructions.

• For the determination of tabular interest on funds not involving life contingencies for each
valuation rate of interest, the tabular interest is calculated as one hundredth of the product of
such valuation rate of interest multiplied by the mean of the amount of funds subject to such
valuation rate of interest held at the beginning and end of the year of valuation.

Analysis of Annuity Actuarial Reserves and Deposit Liabilities by Withdrawal Characteristics—The
amount of annuity actuarial reserves and deposit-type contract funds and other liabilities without life or
disability contingencies as of December 31, 2019 and 2018, were as follows:

Individual Annuities: 2019 2018
Subject to discretionary withdrawal:

At book value less current surrender charge of 5% or more..................................... $ 3,940 $ 4,163
At book value without adjustment............................................................................. 231,499 249,416
Total subject to discretionary withdrawal................................................................. 235,439 253,579

Not subject to discretionary withdrawal....................................................................... 632 708
Total gross............................................................................................................... 236,071 254,287

Reinsurance ceded...................................................................................................... — —
Total net................................................................................................................ $ 236,071 $ 254,287

Amount with current surrender charge of 5% or more in 2019 that will have less than 
a 5% surrender charge in 2020 $ 1,175

 AMERICAN INCOME LIFE INSURANCE COMPANY

NOTES TO STATUTORY-BASIS FINANCIAL STATEMENTS (continued)
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands except for shares)

30



Deposit-Type Contracts: 2019 2018
Subject to discretionary withdrawal:

At book value less current surrender charge of 5% or more..................................... $ — $ —
At book value without adjustment............................................................................. 87,385 87,992
Total subject to discretionary withdrawal................................................................. 87,385 87,992

Not subject to discretionary withdrawal....................................................................... — —
Total gross............................................................................................................... 87,385 87,992

Reinsurance ceded...................................................................................................... — —
Total net............................................................................................................. $ 87,385 $ 87,992

Amount with current surrender charge of 5% or more in 2019 that will have less than 
a 5% surrender charge in 2020 $ —

The following information is obtained from the annual statement, which is filed with the Department. It is
provided to reconcile annuity reserves, deposit-type contract funds, and other liabilities with life or
disability contingencies to amounts reported in the statutory-basis statements of admitted assets,
liabilities, capital and surplus. As of December 31, 2019 and 2018, these amounts were as follows:

2019 2018
Life and accident and health annual statement:

Exhibit 5—annuities section—total (net)..................................................................... $ 235,997 $ 254,209

Exhibit 5—supplementary contracts with life contingencies section—total (net)......... 75 78

Exhibit of deposit-type contracts—column 1, line 14................................................... 87,385 87,992

Total........................................................................................................................... $ 323,457 $ 342,279

Analysis of Life Actuarial Reserves by Withdrawal Characteristics—The amount of life actuarial
reserves as of December 31, 2019 and 2018, were as follows:

Cash Value Reserve
2019 2018 2019 2018

Subject to discretionary withdrawal:

Term policies with cash value............................................ $ 3,870 $ 4,330 $ 71,179 $ 70,021

Other permanent cash value life........................................ 2,288,962 2,087,350 3,320,917 3,056,133

Not subject to discretionary withdrawal or no cash values:

Term policies with cash value............................................ — — 38,254 37,714

Accidental death benefits................................................... — — 46,650 41,597

Disability—active lives....................................................... — — 23,568 21,438

Disability—disabled lives................................................... — — 17,370 16,865

Miscellaneous reserves..................................................... — — 33,338 32,867

Total gross....................................................................... 2,292,832 2,091,680 3,551,276 3,276,635

Reinsurance ceded.............................................................. (112,057) (63,745) (264,896) (195,209)

Total net........................................................................ $ 2,180,775 $ 2,027,935 $ 3,286,380 $ 3,081,426
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The following information as of December 31, 2019 and 2018 is provided to reconcile life reserves to
amounts reported in the statutory-basis statements of admitted assets, liabilities, and capital and surplus:

2019 2018

Life and accident and health annual statement:

Exhibit 5—life insurance section—total (net)............................................................... $ 3,186,118 $ 2,985,227

Exhibit 5—accidental death benefits section—total (net)............................................ 36,606 33,659

Exhibit 5—disability - active lives section—total (net).................................................. 18,735 17,717

Exhibit 5—disability - disabled lives section—total (net).............................................. 17,370 16,865

Exhibit 5—miscellaneous reserves section—total (net)............................................... 27,551 27,960

Total........................................................................................................................... $ 3,286,380 $ 3,081,428

Change in Incurred Losses and Loss Adjustment Expenses—The activity in the liability for policy and
contract claims for accident and health policies for the year ended December 31, 2019 and 2018, is
summarized as follows:

2019 2018
Balance at January 1—net of reinsurance recoverables............................................... $ 16,017 $ 17,475

Incurred related to:

  Current year................................................................................................................. 25,542 25,485

  Prior years.................................................................................................................... (3,037) (4,604)

           Total incurred....................................................................................................... 22,505 20,881

Paid related to:

  Current year................................................................................................................. 12,690 12,868

  Prior years.................................................................................................................... 9,065 9,471

           Total paid............................................................................................................. 21,755 22,339

Balance at December 31—net of reinsurance recoverables.......................................... $ 16,767 $ 16,017

At the end of each year, the liability for unpaid health claims includes an estimate of claims incurred but
not yet reported to the Company. Such estimates are updated regularly based upon the Company’s most
recent claims data with recognition of emerging experience trends. Due to the nature of the Company’s
health business, the payment lags are relatively short and most claims are fully paid within a year from
the time incurred. Fluctuations in claims experience can lead to either over or under estimation of the
liability for any given year.

The balance in the liability for unpaid accident and health claim adjustment expenses as of December 31,
2019 and December 31, 2018 was $419 and $384, respectively.

Reinsurance Assumed and Ceded—The Company reinsures the portion of insurance risk in excess of
its retention limits to both affiliated and unaffiliated companies. The Company also assumes certain
insurance risks of both affiliated and unaffiliated companies. The aggregate reserves for future policy
benefits, unearned premiums, policy and contract claims, premiums, and benefits are reported after
adding or deducting amounts related to reinsurance assumed or ceded.

The Company reinsures portions of certain life insurance policies that it underwrites to limit certain risks.
The Company retains varying amounts of individual insurance up to a maximum retention on any one life
of (i) the face amount of the policy if less than $260 or (ii) $250 for all policies having a face amount of
$260 or more. Amounts not retained are ceded to Swiss Re Life Insurance Company on an automatic or
facultative basis. In addition, certain annual renewable term policies in excess of $50 are ceded to
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Optimum Re Insurance Company. The Company is not relieved of its primary obligations to the
policyholders and is therefore contingently liable in the event that assuming reinsurers are unable to meet
their obligations. At December 31, 2019 and 2018, the amount of reserve credits taken for life insurance
ceded was $66,205 and $58,647, respectively.

The amounts related to reinsurance assumed and ceded as of and for the years ended December 31,
2019 and 2018, are shown below:

2019 2018
Affiliated Unaffiliated Affiliated Unaffiliated

Assumed:
  Aggregate reserves for future policy benefits...................... $ 235,856 $ — $ 254,003 $ —

  Policy and contract claims unpaid....................................... $ 6,464 $ — $ 9,367 $ —

  Premiums............................................................................ $ 4,807 $ — $ 5,440 $ —

  Incurred benefits.................................................................. $ 30,440 $ — $ 31,667 $ —

  Commissions and reinsurance expense allowances........... $ 136 $ — $ 147 $ —

  Reserve adjustment............................................................ $ — $ — $ — $ —

Ceded:
  Aggregate reserves for future policy benefits...................... $ 264,787 $ 109 $ 195,065 $ 144

  Premiums............................................................................ $ 305,034 $ 115 $ 255,014 $ 154

  Reserve adjustments........................................................... $ 5,830 $ — $ 6,788 $ —

  Incurred benefits.................................................................. $ 31,369 $ — $ 27,319 $ —

  Premium taxes.................................................................... $ 6,994 $ — $ 5,985 $ —

  Commissions and reinsurance expense allowances........... $ 192,099 $ — $ 175,448 $ —

A contingent liability exists with respect to deductions from the aggregate reserves for future policy
benefits, policy and contract claims, and unearned premiums, which would become a liability in the event
that such reinsurance companies are unable to meet their obligations under the existing reinsurance
agreements.

Ceded Reinsurance Report

Section 1—General Interrogatories

• Are any of the reinsurers, listed in Schedule S as nonaffiliated, owned in excess of 10% or
controlled, either directly or indirectly, by the Company or by any representative, officer, trustee,
or director of the Company?

Yes ( ) No (X)
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• Have any of the policies issued by the Company been reinsured with a company chartered in a
country other than the United States (excluding U.S. Branches of such companies) which is
owned in excess of 10% or controlled directly or indirectly by an insured, a beneficiary, a creditor
or an insured or any other person not primarily engaged in insurance business?

Yes ( ) No (X)

Section 2—Ceded Reinsurance Report—Part A 

• Does the Company have any reinsurance agreements in effect under which the reinsurer may
unilaterally cancel any reinsurance for reasons other than for nonpayment of premium or other
similar credits?

Yes ( ) No (X)

• Does the Company have any reinsurance agreements in effect such that the amount of losses
paid or accrued through the statement date may result in payment to the reinsurer of amounts
which, in aggregate and allowing for offset of mutual credits from other reinsurance agreements
with the same reinsurer, exceed the total direct premium collected under the reinsured policies?

Yes ( ) No (X)

Section 3—Ceded Reinsurance Report—Part B 

• What is the estimated amount of the aggregate reduction in surplus, for agreements, not reflected
in Section 2 above, of termination of all reinsurance agreements, by either party, as of the date of
this statement? Where necessary, the Company may consider the current or anticipated
experience of the business reinsured in making the estimate.

$0.

• Have any new agreements been executed or existing agreements amended, since January 1 of
the year of this statement, to include policies and contracts which were in-force or which had
existing reserves established by the Company as of the effective date of the agreement?

Yes ( ) No (X)
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5.    PREMIUM AND ANNUITY CONSIDERATIONS DEFERRED AND UNCOLLECTED

Deferred and uncollected life and health insurance premiums and annuity considerations as of December
31, 2019 and 2018, were as follows:

2019 2018
Net of Net of

Gross Loading Loading Gross Loading Loading
Ordinary life new business.............. $ 15,274 $ (8,598) $ 6,676 $ 14,860 $ (8,242) $ 6,618
Ordinary life renewal........................ 396,279 (161,101) 235,178 419,878 (171,664) 248,214

Group life......................................... 796 (296) 500 846 (311) 535
Assumed annuity-renewal............... 1,227 — 1,227 1,132 — 1,132
Ceded life—new business............... (6,835) 3,807 (3,028) (6,565) 3,616 (2,949)
Ceded life—renewal........................ (85,623) 37,876 (47,747) (91,658) 40,947 (50,711)

Total............................................. $ 321,118 $ (128,312) $ 192,806 $ 338,493 $ (135,654) $ 202,839

Nonadmitted (greater than 90 days) — —

Total admitted............................. $ 192,806 $ 202,839

The Company had no direct written premiums from managing general agents in 2019 or 2018.
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6.    INCOME TAXES

A. Net Deferred Tax Asset/Liability

 The components of the net deferred tax asset/(liability) at December 31 are as follows: 
December 31, 2019 December 31, 2018 Change

1 Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

(a)
Gross deferred tax 
assets........................... $ 186,908 $ 3,287 $ 190,195 $ 178,861 $ 1,665 $ 180,526 $ 8,047 $ 1,622 $ 9,669

(b)
Statutory valuation 
allowance adjustments. — — — — — — — — —

(c)
Adjusted gross 
deferred tax assets ...... 186,908 3,287 190,195 178,861 1,665 180,526 8,047 1,622 9,669

(d)
Deferred tax assets 
nonadmitted.................. — — — — 477 477 — (477) (477)

(e)
Subtotal net admitted 
deferred tax asset ........ 186,908 3,287 190,195 178,861 1,188 180,049 8,047 2,099 10,146

(f) Deferred tax liabilities... 163,842 919 164,761 165,464 1,188 166,652 (1,622) (269) (1,891)

(g)

Net admitted deferred 
tax asset (net deferred 
tax liability) ................... $ 23,066 $ 2,368 $ 25,434 $ 13,397 $ — $ 13,397 $ 9,669 $ 2,368 $ 12,037

The Company has not established a statutory valuation allowance in determining its adjusted gross
deferred tax assets as management believes that it is more likely than not that all of its gross deferred tax
assets will be realized.

2. The amount of admitted adjusted gross deferred tax assets under each component of SSAP No. 101
are presented below.

December 31, 2019
Ordinary Capital Total

Admission Calculation Components SSAP No. 101
(a) Federal income taxes paid in prior years

  recoverable through loss carrybacks.......................................... $ — $ — $ —

(b) Adjusted gross deferred tax assets expected to be realized
  (excluding the amount of deferred tax assets from 2(a)
  above) after application of the threshold limitation
  (The lesser of 2(b)1 and 2(b)2 below)........................................ $ 38,271 $ 3,243 $ 41,514

  1. Adjusted gross deferred tax assets expected to be
      realized following the balance sheet date............................... $ 38,271 $ 3,243 $ 41,514
  2. Adjusted gross deferred tax assets
      allowed per limitation threshold.............................................. XXX XXX $ 41,514

(c) Adjusted gross deferred tax assets (excluding the amount
  of deferred tax assets from 2(a) and 2(b) above)
  offset by gross deferred tax liabilities......................................... $ 148,637 $ 44 $ 148,681

(d) Deferred tax assets admitted as the result of application
  of SSAP No. 101. Total (2(a) + 2(b) + 2(c))................................ $ 186,908 $ 3,287 $ 190,195
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December 31, 2018
Ordinary Capital Total

Admission Calculation Components SSAP No. 101
(a) Federal income taxes paid in prior years

  recoverable through loss carrybacks.......................................... $ — $ — $ —

(b) Adjusted gross deferred tax assets expected to be realized
  (excluding the amount of deferred tax assets from 2(a)
  above) after application of the threshold limitation
  (The lesser of 2(b)1 and 2(b)2 below)........................................ $ 37,041 $ — $ 37,041

  1. Adjusted gross deferred tax assets expected to be
      realized following the balance sheet date............................... $ 37,041 $ — $ 37,041
  2. Adjusted gross deferred tax assets
      allowed per limitation threshold.............................................. XXX XXX $ 37,041

(c) Adjusted gross deferred tax assets (excluding the amount
  of deferred tax assets from 2(a) and 2(b) above)
  offset by gross deferred tax liabilities......................................... $ 141,820 $ 1,188 $ 143,008

(d) Deferred tax assets admitted as the result of application
  of SSAP No. 101. Total (2(a) + 2(b) + 2(c))................................ $ 178,861 $ 1,188 $ 180,049

Change
Ordinary Capital Total

Admission Calculation Components SSAP No. 101
(a) Federal income taxes paid in prior years

  recoverable through loss carrybacks.......................................... $ — $ — $ —

(b) Adjusted gross deferred tax assets expected to be realized
  (excluding the amount of deferred tax assets from 2(a)
  above) after application of the threshold limitation
  (The lesser of 2(b)1 and 2(b)2 below)........................................ $ 1,230 $ 3,243 $ 4,473

  1. Adjusted gross deferred tax assets expected to be
      realized following the balance sheet date............................... $ 1,230 $ 3,243 $ 4,473
  2. Adjusted gross deferred tax assets
      allowed per limitation threshold.............................................. XXX XXX $ 4,473

(c) Adjusted gross deferred tax assets (excluding the amount
  of deferred tax assets from 2(a) and 2(b) above)
  offset by gross deferred tax liabilities......................................... $ 6,817 $ (1,144) $ 5,673

(d) Deferred tax assets admitted as the result of application
  of SSAP No. 101. Total (2(a) + 2(b) + 2(c))................................ $ 8,047 $ 2,099 $ 10,146

 AMERICAN INCOME LIFE INSURANCE COMPANY

NOTES TO STATUTORY-BASIS FINANCIAL STATEMENTS (continued)
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands except for shares)

37



3. The following table discloses the calculations for recovery period and threshold limitations.

2019 2018

(a)
Ratio percentage used to determine recovery period and threshold limitation 
amount................................................................................................................... 642 % 668 %

(b)
Amount of adjusted capital and surplus used to determine recovery period and 
threshold limitation................................................................................................. $ 363,922 $ 365,654

4. The following table discloses the impact of tax planning strategies:

December 31, 2019 December 31, 2018 Change
Ordinary Capital Ordinary Capital Ordinary Capital
Percent Percent Percent Percent Percent Percent

(a)

Determination of adjusted gross 
deferred tax assets and net admitted 
deferred tax assets, by tax character as 
a percentage.

1. Adjusted gross DTAs amount from 
Note 6A1(c)......................................... $186,908 $ 3,287 $178,861 $ 1,665 $ 8,047 $ 1,622
2. Percentage of adjusted gross DTAs 
by tax character attributable to the 
impact of tax planning strategies — % — % — % — % — % — %
3. Net admitted adjusted gross DTAs 
amount from Note 6A1(e).................... $186,908 $ 3,287 $178,861 $ 1,188 $ 8,047 $ 2,099
 4. Percentage of net admitted 
adjusted gross DTAs by tax character 
admitted because of the impact of tax 
planning strategies.............................. — % 100 % — % 100 % — % — %

(b)

Does the Company’s tax planning 
strategies include the use of 
reinsurance?     ...................................... No

B. Temporary Differences

There are no temporary differences for which deferred tax liabilities are not recognized.

C. Deferred Income Taxes

The change in deferred income taxes reported in surplus before consideration of nonadmitted asset is
comprised of the following components:

December 31, 2019 December 31, 2018 Change
Ordinary Capital Total Ordinary Capital Total Ordinary Capital Total

Net deferred tax asset 
(liability)................................ $ 23,066 $ 2,368 $ 25,434 $ 13,397 $ 477 $ 13,874 $ 9,669 $ 1,891 $ 11,560

Tax-effect of unrealized 
gains and losses.................. (6,838) (613) (7,451) (7,913) (645) (8,558) 1,075 32 1,107

Tax-effect of other surplus 
gains and losses.................. — — — — — — — — —

Net tax-effect without 
unrealized gains and losses 
and prior period 
adjustments.......................... $ 29,904 $ 2,981 $ 32,885 $ 21,310 $ 1,122 $ 22,432 $ 8,594 $ 1,859 $ 10,453
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D. Current income taxes incurred consist of the following major components:

1. Current income tax:
December 31, December 31,

2019 2018 Change
a. Federal.............................................................................................. $ 37,240 $ 47,485 $ (10,245)
b. Foreign.............................................................................................. — — —

c. Subtotal........................................................................................... 37,240 47,485 (10,245)
d. Federal income tax on net capital gains (losses).............................. 1,040 118 922
e. Utilization of capital loss carryforwards............................................. — — —
f. Other................................................................................................... — — —
g. Federal and foreign income taxes incurred....................................... $ 38,280 $ 47,603 $ (9,323)

2. The tax effects of temporary differences that give rise to significant portions of the deferred tax assets
are presented below:

December 31, December 31,
2019 2018 Change

(a) Ordinary
(1)   Discounting of unpaid losses.................................................. $ — $ — $ —
(2)   Unearned premium reserve.................................................... — — —
(3)   Policyholder reserves............................................................. 93,435 95,686 (2,251)
(4)   Investments............................................................................ 172 155 17
(5)   Deferred acquisition costs...................................................... 82,293 74,231 8,062
(6)   Policyholder dividends accrual............................................... 3 2 1
(7)   Fixed assets........................................................................... 1,491 2,156 (665)
(8)   Compensation and benefits accrual....................................... 263 244 19
(9)   Pension accrual...................................................................... — — —
(10) Receivables — nonadmitted................................................... — — —
(11) Net operating loss carry-forward............................................. — — —
(12) Tax credit carry-forward.......................................................... — — —
(13) Unrealized gains (losses)....................................................... 3,425 2,318 1,107
(14) Unrealized gains (loss) on foreign exchange......................... — — —
(15) Other (including items <5% of total ordinary tax assets)........ 5,826 4,069 1,757

           (99) Subtotal....................................................................... 186,908 178,861 8,047

(b) Statutory valuation allowance adjustment...................................... — — —

(c) Nonadmitted................................................................................... — — —

(d) Admitted ordinary deferred tax assets (2a99 - 2b - 2c).................. 186,908 178,861 8,047

(e) Capital:
(1) Investments.............................................................................. 3,243 1,665 1,578
(2) Net capital loss carry-forward................................................... — — —
(3) Real estate............................................................................... — — —
(4) Other (including items <5% of total capital tax assets)............. 44 — 44

           (99) Subtotal....................................................................... 3,287 1,665 1,622

(f) Statutory valuation allowance adjustment...................................... — — —

(g) Nonadmitted................................................................................... — 477 (477)

(h) Admitted capital deferred tax assets (2e99 - 2f - 2g)..................... 3,287 1,188 2,099

(i) Admitted deferred tax assets (2d + 2b).......................................... $ 190,195 $ 180,049 $ 10,146
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3. The tax effects of temporary differences that give rise to significant portions of the deferred tax liabilities
are presented below:

December 31, December 31,
2019 2018 Change

(a) Ordinary
(1) Investments............................................................................... $ 836 $ 701 $ 135
(2) Fixed assets.............................................................................. — — —
(3) Deferred and uncollected premium........................................... 40,232 42,596 (2,364)
(4) Policyholder reserves................................................................ 27,372 32,263 (4,891)
(5) Deferred compensation............................................................. — — —
(6) Agent advances......................................................................... 84,626 79,088 5,538
(7) Unrealized gains (loss) on foreign exchange............................ 10,263 10,231 32
(8) Other (including items <5% of total ordinary tax liabilities)........ 513 585 (72)

(99) Subtotal......................................................................... 163,842 165,464 (1,622)

(b) Capital:
(1) Investments............................................................................... 262 261 1
(2) Real estate................................................................................ — — —
(3) Unrealized gains (losses).......................................................... 657 645 12
(4) Other (including items <5% of total capital tax liabilities).......... — 282 (282)

(99) Subtotal......................................................................... 919 1,188 (269)

(c) Deferred tax liabilities (3a99 + 3b99).............................................. 164,761 166,652 (1,891)

Net deferred tax assets/liabilities (2i - 3c)....................................... $ 25,434 $ 13,397 $ 12,037
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E. Book to Tax adjustments

Among the more significant book to tax adjustments were the following:
December 31,

2019 2018 Change

(1) Current income taxes incurred................................................................ $ 38,280 $ 47,603 $ (9,323)

(2) Change in deferred income tax (without tax on unrealized gains
  and losses and surplus adjustments).................................................... (10,453) (16,432) 5,979

(3) Total income tax reported........................................................................ $ 27,827 $ 31,171 $ (3,344)

(4) Net gain from operations before federal income tax and realized gains. $236,304 $238,847 $ (2,543)

(5)
Realized capital gains (losses) before federal income tax, after transfer 
to IMR...................................................................................................... 446 (549) 995

(6) Income before taxes................................................................................ 236,750 238,298 (1,548)

21 % 21 % — %

Expected income tax expense (benefit) at statutory rate........................ 49,717 50,043 (326)

(7) Increase (decrease) in actual tax reported resulting from:
a. Dividends received deduction............................................................. (2,969) (2,472) (497)
b. Adjustment for equity in subsidiaries................................................... — — —
c. Nondeductible expenses for meals, penalties, and lobbying............... 277 107 170
d. Tax-exempt income............................................................................. (582) (230) (352)
e. Tax adjustment for IMR....................................................................... (563) (219) (344)
f. Employee stock options....................................................................... (713) (320) (393)
g. Deferred tax benefit on nonadmitted assets........................................ (927) (1,319) 392
h. Tax credits........................................................................................... (16,289) (14,700) (1,589)
i. Prior year adjustments.......................................................................... 22 (46) 68
j. IRS interest refund................................................................................ — — —
k. Tax Reform — 374 (374)
l. AILO1 income (91) — (91)
m. Other.................................................................................................. (55) (47) (8)

(8) Total income tax reported........................................................................ $ 27,827 $ 31,171 $ (3,344)

F.  Federal Taxes

1. As of December 31, 2019 and 2018, the Company has no net operating loss or tax credit
carryforwards.

2. The amount of Federal income taxes incurred that are available for recoupment in the event of future
net losses are as follows:

2019 $ 412

2018 $ 41

2017 $ —

The aggregate amount of deposits admitted under Section 6603 of the Internal Revenue Code is $0 and
$0 at December 31, 2019 and 2018, respectively.

 AMERICAN INCOME LIFE INSURANCE COMPANY

NOTES TO STATUTORY-BASIS FINANCIAL STATEMENTS (continued)
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2019 AND 2018

(Dollar amounts in thousands except for shares)

41



G. Consolidated Federal Income Tax Return

The Company’s federal income tax return is consolidated with its ultimate parent, Globe Life Inc., as well
as its affiliated subsidiaries including: Liberty National Life Insurance Company, Globe Life Insurance
Company of New York, Family Heritage Life Insurance Company of America, Globe Life And Accident
Insurance Company, United American Insurance Company, National Income Life Insurance Company,
TMK Buildings Corporation, Brown Service Funeral Homes Company, Inc., Torchmark Insurance
Agency, Inc., Specialized Advertising Group, Inc., Globe Marketing Services, Inc., AILIC Receivables
Corporation, American Income Marketing Services, Inc., Liberty National Auto Club, Inc., Globe Life
Insurance Agency, Inc., and TMK Re, Ltd.

Each company pays a share of the total tax liability determined as if computed separately. Companies
that would report a loss are reimbursed to the extent that their losses are utilized by affiliates with taxable
income. The calculation is made pursuant to Federal Income Tax Regulation 1.1552-1(a)(2) and
1.1502-33(d)(3)(ii).

The Company’s income tax returns are routinely audited by the Internal Revenue Service (IRS). The
statute of limitation for the assessment of additional tax is closed for all tax years prior to 2016.
Management believes that adequate provision has been made in the statutory-basis financial statements
for any potential assessments that may result from the completed examinations, future tax examinations,
and other tax-related matters for all open tax years.

The Company currently does not have any tax contingencies that are required to be recognized in
accordance with SSAP No. 5R, Liabilities, Contingencies and Impairments of Assets.

H. Repatriation Transition Tax (RTT)

The Company does not owe RRT for the year.

I. Alternative Minimum Tax (AMT) Credit

The Company had no AMT credit carryforwards as of the beginning of the year. As a result, no AMT
credits were recovered during the year or exist as of the end of the year.

J. Tax Penalties

The Company's continuing practice is to recognize interest and/or penalties related to income tax matters
in income tax expense. The Company recognized interest income of $1 and $0, net of federal income tax
benefits, in its statutory-basis Statement of Operations for the years ended December 31, 2019 and 2018.
The Company also recognized Federal estimated tax penalties of $34 and $0 in its statutory-basis
Statement of Operations for 2019 and 2018, respectively. The Company does not have any accrued
interest receivables and/or payables relating to prior year IRS examination settlements as of December
31, 2019 and 2018. The Company had no accrued penalties as of December 31, 2019 and 2018.
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7.    EMPLOYEE BENEFIT PLANS

Defined Benefit Pension Plans—The Company has a funded noncontributory defined benefit plan for all
hourly employees who have completed one year of service with the Company. Certain assets of the
Company in the form of a guaranteed investment contract in the amount of $28,278 and $26,504 were
allocated in 2019 and 2018, respectively, to pay future benefits. The benefits are set as a monthly amount
for each year of service with the Company. Cost for the plan has been calculated on the projected unit
credit actuarial cost method. Contributions are made periodically to fund plan obligations. All plan
measurements are as of December 31 of the respective year.

The information about the Company’s defined benefit pension plan as of December 31, 2019 and 2018, is
as follows:

2019 2018
Accumulated benefit obligation...................................................................................... $ 42,231 $ 34,542

Projected benefit obligation............................................................................................ 42,231 34,542

Fair Value Measurements at 
December 31, 2019

Description for each class of plan assets Level 1 Level 2 Level 3 Total
Unallocated insurance contract.................................. $ — $ 28,278 $ — $ 28,278

Fair Value Measurements at 
December 31, 2018

Description for each class of plan assets Level 1 Level 2 Level 3 Total
Unallocated insurance contract.................................. $ — $ 26,504 $ — $ 26,504

The following table discloses the assumptions used to determine the Company’s pension liabilities and
costs for the appropriate periods. The discount rate is used to determine projected benefit obligations and
pension expense. The discount rate is determined based on the expected duration of plan liabilities. A
yield is then derived based on the current market yield of a hypothetical portfolio of higher-quality
corporate bonds which match the liability duration. Differences between assumptions and actual
experience are included in actuarial gain or loss.

Weighted Average Pension Plan Assumptions 2019 2018

For benefit obligations — December 31 — discount rate.............................................. 3.61 % 4.33 %
                    For periodic benefit cost for the year:

  Discount rate................................................................................................................ 4.33 3.74

  Expect long-term rate of return.................................................................................... 6.25 6.25

  Rate of compensation increase(1)................................................................................. N/A N/A

(1) The Company does not project a benefit obligation since the benefit formula for the plan does not contain a salary component.
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The following table presents the components of net periodic pension cost as of December 31, 2019 and
2018, for the defined benefit pension plan:

2019 2018
Service cost.................................................................................................................... $ 1,582 $ 1,641

Interest cost.................................................................................................................... 1,481 1,346

Expected return on assets............................................................................................. (1,666) (1,441)

Amortization of prior service cost................................................................................... 631 535

Amortization of net loss.................................................................................................. 161 429

Net periodic benefit cost................................................................................................. $ 2,189 $ 2,510

The following table presents a reconciliation at December 31, 2019 and 2018, from the beginning to the
end of the year of the accumulated benefit obligation of the defined benefit pension plan:

2019 2018
Changes in benefit obligation:

Obligation—balance at January 1............................................................................... $ 34,542 $ 34,480

  Service cost............................................................................................................... 1,582 1,641

  Interest cost............................................................................................................... 1,481 1,346

  Actuarial (gain) loss................................................................................................... 5,262 (4,808)

  Benefits paid.............................................................................................................. (636) (494)

  Plan amendments..................................................................................................... — 2,377

Obligation—balance at December 31......................................................................... 42,231 34,542

Changes in plan assets:

Plan assets—fair value at January 1........................................................................... 26,504 21,202

  Return on assets....................................................................................................... 930 920

  Contributions............................................................................................................. 1,480 4,876

  Benefits paid.............................................................................................................. (636) (494)

Plan assets—fair value at December 31..................................................................... 28,278 26,504

Funded status at December 31............................................................................... $ (13,953) $ (8,038)

The portion of unassigned surplus that is expected to be reflected in pension expense in 2020 is as
follows:

Defined
Benefit Plan

Amortization of prior service cost........................................................................................................... $ 631

Amortization of net loss.......................................................................................................................... 554

Total................................................................................................................................................ $ 1,185
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The following table illustrates the estimated pension benefit payments, which reflect the expected future
service that is projected to be paid:

Defined
Benefit Plan

2020....................................................................................................................................................... $ 801

2021....................................................................................................................................................... 922

2022....................................................................................................................................................... 1,052

2023....................................................................................................................................................... 1,201

2024....................................................................................................................................................... 1,373

2025–2029............................................................................................................................................. 9,195

Cost for the defined benefit pension plan has been calculated on the projected unit credit actuarial cost
method. All plan measurements for the defined benefit plan are as of December 31 of the respective year.
The defined benefit pension plan covering the hourly employees is funded. Contributions are made to
fund the plan subject to minimums required by regulations and maximums allowed for tax purposes.
Defined benefit plan contributions were $1,480 in 2019 and $4,876 in 2018. The Company does not have
any regulatory contribution requirements for 2019, however, the Company currently intends to make
voluntary contributions of approximately $1,400 in 2020. The actual amount of the contribution may be
different from this estimate.

In January 2007, the Parent Company approved and implemented a new Supplemental Executive
Retirement Plan (SERP), which provides an additional supplemental defined pension benefit to a limited
number of executives. The supplemental benefit is based on the participant’s qualified plan benefit without
consideration to the regulatory limits on compensation and benefit payments applicable to qualified plans,
except that eligible compensation is capped at $1 million.

The Company's liability to this plan was $1,968 and $1,619 at December 31, 2019 and 2018, respectively.
Pension cost is determined in the same manner as the defined benefit plan. Expense recognized for the
plan was $103 and $190 for the years ended December 31, 2019 and 2018, respectively.

Defined Contribution Plans—In addition to the defined benefit plans, the Company has a
qualified 401(k) and profit sharing plan for its exempt employees. The Company makes annual
contributions to the plan of six percent of each employee’s compensation, subject to limitation. All
Company contributions are subject to a vesting schedule based on the employee’s years of service. For
the years ended December 31, 2019 and 2018, Company contributions totaled $689 and $768,
respectively.

Postretirement Benefit Plans Other Than Pensions—The Company does not provide postretirement
employment benefits to its employees other than those described above, except certain executive officers
are covered by a post-retirement life insurance plan sponsored by the Parent Company. The Company
was allocated $183 and $(183) for 2019 and 2018, respectively, for its annual share of the plan. The
Company’s liability under this plan was $0 and $0 as of December 31, 2019 and 2018, respectively.
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8.    INFORMATION CONCERNING PARENT, SUBSIDIARIES, AND AFFILIATES

Summary of Transactions—A summary of transactions between the Company, its parent, subsidiaries
and affiliates as of and for the years ended December 31, 2019 and 2018, are as follows:

2019
Receivable Payable Revenue Expense

National Income Life Insurance Company.................. $ 2,080 $ — $ 7,818 $ —

United American Insurance Company........................ 9 — 189 —

Globe Life And Accident Insurance Company............ 245 1,061 — 30,370

Liberty National Life Insurance Company................... 35 — 13 487

Globe Life Inc.............................................................. — 22 2,966 21,914

American Income Life Receivables Corporation......... — 4,162 1,688 16,164

Family Heritage Life Insurance Company of America. 37 — 946 —

AIMS........................................................................... 2,500 — — —

AILO 1......................................................................... 159 — — —

Total $ 5,065 $ 5,245 $ 13,620 $ 68,935

2018
Receivable Payable Revenue Expense

National Income Life Insurance Company.................. $ 3,436 $ — $ 7,529 $ —

United American Insurance Company........................ 10 — 34 76

Globe Life And Accident Insurance Company............ 172 748 — 1,312

Liberty National Life Insurance Company................... 36 — 83 325

Globe Life Inc.............................................................. 12 — 2,730 20,376

Family Heritage Life Insurance Company of America. 36 — 794 —

American Income Life Receivables Corporation......... — 568 1,610 15,607

AIMS........................................................................... 2,000 — — —

Total $ 5,702 $ 1,316 $ 12,780 $ 37,696

The Company has an investment management agreement with the Parent Company wherein the
Company is charged a fee based on the total value of the securities managed. Total investment
management fees incurred were $5,736 and $5,436 for the years ended December 31, 2019 and 2018,
respectively.

The Company has a separate service agreement with the Parent Company to provide a wide variety of
services, resulting in allocated expense to the Company of $16,056 and $14,748 in 2019 and 2018,
respectively. The Parent Company agreement is a master service agreement with the Company and the
other insurance affiliates and was approved by the Department. The fee is based on the ratio of certain
expenses at the affiliate level to comparable Parent Company consolidated expenses, which is then
applied to the Parent Company's total operating expenses for the prior year.

The Company has agreed to provide National Income, a subsidiary of the Company, certain legal,
actuarial, marketing and other services with respect to National Income’s life and accident and health
businesses. In 2019 and 2018, the Company charged a fee of $7,818 and $7,529, respectively, for these
services. The Company also services the agent balance receivables on behalf of another of its affiliates,
American Income Life Insurance Company Receivables Corp (AILRC). In 2019 and 2018, the Company
charged AILRC $1,688 and $1,610, respectively, for these services.
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During 2019 and 2018, the Company sold agent balances totaling $366,617 and $334,809, respectively,
to its affiliate, AILRC. The agent balances were sold to AILRC at a discount and amortized through
investment expense, a component of investment income, evenly over the life of the agent balances.
Amortization expense of $16,164 and $15,607 was recorded in 2019 and 2018, respectively.

Capital—The Company owned 19,169 shares of the Parent Company's 7.15% Cumulative Preferred
Stock, Series A, and 20,000 shares of the Parent Company's 6.5% Cumulative Preferred Stock, Series A,
as of December 31, 2019 and 2018, respectively. The carrying value of the stock was $39,169 as of
December 31, 2019 and 2018. The Company received cash dividends of $1,300 for the 6.5% Cumulative
Preferred Stock and $1,371 for the 7.15% Cumulative Preferred Stock during 2019 and 2018. The
Department limits the Company’s carrying value of investment in affiliated preferred stock to 2% of prior
year total admitted assets. No amounts were required to be nonadmitted as of December 31, 2019 or
2018.

During 2012, the Company applied for and obtained approval from the Department to issue surplus notes
in the aggregate of $50,000. The Company issued a $25,000 par value surplus note to the Parent
Company on December 31, 2012. The surplus note was issued with an interest rate of 5.25% and a
maturity date of December 31, 2042. The carrying value of the surplus note was $25,000, at
December 31, 2019 and 2018. Semi-annual interest payments are due in April and October. The surplus
note has the following repayment conditions and restrictions: 1) payments of principal and interest can
only be made from the issuer’s available surplus when the amount of surplus over all liabilities is equal to
or greater than the surplus existing immediately after the issuance of the surplus note; and 2) payments
can only be made with the prior approval of the Indiana Insurance Commissioner.

The surplus notes are direct, unsecured obligations of the Company. In the event of liquidation, the notes
are subordinate to holders of policy claims, other indebtedness, and other creditor claims. The surplus
notes were issued pursuant to rule 144A under the securities act of 1933. All proceeds were received in
cash. Interest expense accrued as of both December 31, 2019 and 2018 was $1,312 and $1,312,
respectively. Total interest paid since inception of the note is $8,914.

In 2017, the Parent Company sold the $25,000 surplus notes to Globe Life And Accident Insurance
Company, an affiliate.

Affiliate Transactions for Current and Prior Years—In addition to the balances and transactions with
affiliates summarized in the table above, the Company also entered into a variety of reinsurance
transactions that have been disclosed in Note 4 and borrowing transactions with affiliates that are
described below:

The Company borrowed $30,000 and $10,000 at an interest rate of 5.50% and 5.50% on June 13, 2019
and June 18, 2019 from Liberty National. The borrowings were repaid in full on October 15, 2019 and July
2, 2019, respectively. The Company incurred interest expense of $487 on the borrowings.

The Company borrowed $47,711, $4,000, $25,000, $70,696, $25,857, $15,000, and $8,000 at an interest
rate of 0.00%, 5.50%, 5.50%, 0.00%, 0.00%, 5.50%, and 5.00% on March 22, April 15, April 29, May 31,
June 20, July 29, and October 30, 2019 from the Parent Company. The borrowings were repaid in full on
March 22, April 18, May 16, June 13, July 17, August 23, and November 4, 2019, respectively. The
Company incurred interest expense of $122 on the borrowings.

The Company borrowed $5,000 at an interest rate of 4.75% on November 5, 2019 from Globe Life and
Accident Insurance Company. The borrowings were repaid in full on November 20, 2019. The Company
incurred interest expense of $14 on the borrowings.
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American Income Marketing Services Inc., a subsidiary of the Company, borrowed $2,000, $2,500, and
$2,500 at an interest rate of 5.25%, 5.50%, and 5.50% from the Company on November 30, 2018,
January 23, 2019, and July 24, 2019. The borrowings were repaid in full on January 23, 2019, July 24,
2019, and January 22, 2020.

Family Heritage borrowed $5,000 and $5,000 at an interest rate of 5.50% and 5.50% from the Company
on January 25 and July 26, 2019. The borrowings were repaid in full on July 26 and August 23, 2019,
respectively.

Liberty National borrowed $5,000 at an interest rate of 4.75% from the Company on November 22, 2019.
The borrowing was repaid in full on December 11, 2019.

National Income borrowed $6,000 and $5,465 at an interest rate of 0.00% and 0.00% from the Company
on April 4 and June 27, 2019. The borrowings were repaid in full on May 16 and August 23, 2019.

The Parent Company borrowed $23,000, $25,000, $18,000, and $10,000 at an interest rate of 5.50%,
5.50%, 5.25%, and 4.75% from the Company on January 22, March 13, October 18, and November 22,
2019. The borrowings were repaid in full on March 22, March 22, October 25, and December 16, 2019,
respectively.

United American borrowed $10,000, $10,000, and $5,000 at an interest rate of 5.50%, 5.25%, and 4.75%
from the Company on January 2, September 24, and December 24, 2019. The borrowings were repaid in
full on January 30, 2019, January 30, 2020, and January 30, 2020, respectively.

On December 21, 2018, the Parent Company made a capital contribution in the form of transferred assets
(software) to American Income Life Insurance Company in the amount of $11,889.

Non Insurance Investments in Subsidiary, Controlled, and Affiliated Entities (SCA)—The following
tables list SCA for the year ended December 31, 2019:

SCA Entity

Percentage 
of SCA 

Ownership
Gross 

Amount
Admitted 
Amount

Nonadmitted 
Amount

(1) Balance Sheet Value (Admitted and Nonadmitted) All SCAs (Except 8bi Entities)
a.  SSAP No. 97 8a Entities
8a entity description
Total SSAP No. 97 8a Entities........................................................  XXX $ — $ — $ —

b.  SSAP No. 97 8b(ii) Entities
8b(ii) entity description

American Income Marketing Services......................................... 1.0 1,203 — 1,203
Total SSAP No. 97 8b(ii) Entities....................................................  XXX 1,203 — 1,203

c.  SSAP No. 97 8b(iii) Entities
8b(iii) entity description
Total SSAP No. 97 8b(iii) Entities...................................................  XXX — — —

d.  SSAP No. 97 8b(iv) Entities
8b(iv) entity description
Total SSAP No. 97 8b(iv) Entities...................................................  XXX — — —
e.  SSAP No. 97 8b Entities (except 8b(i) entities) (b+c+d)............  XXX 1,203 — 1,203
f. Aggregate Total (a + e)................................................................  XXX $ 1,203 $ — $ 1,203
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SCA Entity

Type of 
NAIC Filing 

*

Date of 
Filing to 
the NAIC

NAIC 
Valuation 
Amount

NAIC 
Response 

Received Y/
N

NAIC 
Disallowed 

Entities 
Valuation 
Method, 

Resubmission 
Required Y/N Code**

(2) NAIC Filing Response 
Information
a.  SSAP No. 97 8a Entities
8a entity description
Total SSAP No. 97 8a Entities...........  XXX  XXX $ —  XXX  XXX  XXX

b.  SSAP No. 97 8b(ii) Entities
8b(ii) entity description

American Income Marketing 
Services......................................... N/A 0 — N/A N/A I

Total SSAP No. 97 8b(ii) Entities.......  XXX  XXX —  XXX  XXX  XXX

c.  SSAP No. 97 8b(iii) Entities
8b(iii) entity description
Total SSAP No. 97 8b(iii) Entities......  XXX  XXX —  XXX  XXX  XXX

d.  SSAP No. 97 8b(iv) Entities
8b(iv) entity description
Total SSAP No. 97 8b(iv) Entities......  XXX  XXX —  XXX  XXX  XXX
e.  SSAP No. 97 8b Entities (except 
8b(i) entities) (b+c+d)........................  XXX  XXX —  XXX  XXX  XXX
f. Aggregate Total (a + e)...................  XXX  XXX $ —  XXX  XXX  XXX

* S1 - Sub-1, S2 - Sub-2 or RDF - Resubmission of Disallowed Filing

** I - Immaterial or M - Material

Entity

Reporting Entity's 
Share of Net 

Income (Loss) 

Accumulated 
Share of Net 

Income 
(Losses)

Reporting Entity's 
Share of Equity, 

Including Negative 
Equity

Guaranteed 
Obligation / 

Commitment for 
Financial Support 

(Yes/No)
Reported 

Value
AILO 1, LLC $ (432) $ (432) $ (32) No $ 0

9.    CAPITAL AND SURPLUS AND SHAREHOLDER’S DIVIDEND RESTRICTIONS

The Company has 23,360,214 common shares authorized and 11,680,107 common shares issued
outstanding. All shares are Class A shares. The common stock of the Company is wholly-owned by the
Parent Company.

Dividends—The Company declared and paid $191,362 and $143,651 in dividends to the Parent
Company during the year ended December 31, 2019 and 2018, respectively. No extraordinary dividends
were paid in 2019 or 2018.

Statutory regulations in the State of Indiana limit the payment of dividends by stock life insurance
companies in any one year to an amount equal to the greater of statutory net gain from operations from
the previous year or 10% of surplus reported for the previous year. Dividends in excess of these
limitations are not available without special approval of the regulatory authorities. The maximum dividend
the Company can make without prior approval in 2020 is $199,064.
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Surplus Notes—The Company had $25,000 in surplus notes outstanding at December 31, 2019 and
2018. Interest expense of $1,312 in both 2019 and 2018 related to these notes is included in the
accompanying statutory-basis financial statements. Payments of principal and interest can only be made
from the Company’s available surplus when the amount of surplus over all liabilities is double that of the
amount of principal and interest then being paid. Payments can only be made with the prior approval of
the Department. The note is a direct, unsecured obligation of the Company. In the event of liquidation, the
note is subordinate to holders of policy claims, other indebtedness and other creditor claims. The entire
amount of the note is held by the Company’s affiliate, Globe Life. The surplus note was previously owned
by the Parent Company.

Unassigned Surplus—The portion of unassigned surplus increased or (reduced) by each item below is
as follows as of December 31:

2019 2018
Nonadmitted asset values $ (40,068) $ (36,133)

Asset valuation reserve (40,447) (34,742)

Net unrealized gains (losses)—net of tax (12,546) (8,156)

The 2019 and 2018 net unrealized loss as presented above differs from the amount disclosed in the
Company's annual statement within note 13.10. The difference is due to net unrealized foreign exchange
capital gain, net of tax of $30,604 and $29,666, respectively and less prior year's adjustment of tax on
repatriation of $588. The change in net unrealized foreign exchange capital gains is presented on the
Statutory-Basis Statement of Changes in Capital and Surplus.

10.    COMMITMENTS AND CONTINGENCIES

Leases—Future minimum rental commitments required under operating leases having remaining
noncancelable lease terms in excess of one year at December 31, 2019 were as follows:

Year Ending December 31,
2020 2021 2022 2023 2024 Total

Operating lease commitments............... $ 557 $ 523 $ 484 $ 364 $ 356 $ 2,284

Lease expense included in general expenses was $530 and $338 for the years ended December 31,
2019 and 2018, respectively. The Company has the option to renew most of its leases at the end of the
lease term at the fair value for a period of five to ten years.

Investments—The Company has unfunded commitments to limited partnerships and commercial
mortgage loan participations in which it invests. As of December 31, 2019, the Company committed $129
million to fund investments related to limited partnerships. Additionally, as of December 31, 2019, the
Company committed up to $112 million to purchase commercial mortgage loan participations.
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Litigation—American Income and its subsidiary, in common with the insurance industry in general, are
subject to litigation, including putative class action litigation, alleged breaches of contract, torts, including
bad faith and fraud claims based on alleged wrongful or fraudulent acts of agents of American Income
and its subsidiary, employment discrimination, and miscellaneous other causes of action. Based upon
information presently available, and in light of legal and other factual defenses available to American
Income and its subsidiary, management does not believe that it is reasonably possible that such litigation
will have a material adverse effect on American Income's financial condition, future operating results or
liquidity; however, assessing the eventual outcome of litigation necessarily involves forward-looking
speculation as to judgments to be made by judges, juries and appellate courts in the future. This
bespeaks caution, particularly in states with reputations for high punitive damage verdicts. American
Income's management recognizes that large punitive damage awards bearing little or no relation to actual
damages continue to be awarded by juries in jurisdictions in which American Income and its subsidiary
have substantial business, creating the potential for unpredictable material adverse judgments in any
given punitive damage suit.

During 2019, the Company paid $222 to settle one claim related to extra contractual obligations or bad
faith claims stemming from lawsuits. During 2018, there were no payments made to settle claims related
to extra contractual obligations or bad faith claims stemming from lawsuits.

On September 12, 2018, putative class action litigation was filed against American Income in California’s
Contra Costa County Superior Court (Joh v. American Income Life Insurance Company, Case No.
C18-01863) (Joh Action). An amended complaint was filed on October 18, 2018. American Income
removed the case to the United States District Court for the Northern District of California (Case No. 3:18-
cv-06364-TSH). A second amended complaint was filed on May 20, 2019. The plaintiffs, former insurance
sales agents of American Income, are suing on behalf of all current and former trainees and sales agents
who sold insurance for American Income in the State of California for the four years prior to the filing of
the complaint. The second amended complaint alleges that such individuals are employees and asserts
claims under the California Labor Code, California Business and Professions Code, and California Private
Attorney General Act. The complaint seeks compensatory damages, penalties and attorney fees on
claims for failure to pay wages/commissions, failure to appropriately pay agents at termination, failure to
provide itemized wage statements, failure to reimburse expenses, misclassification and unfair business
practices.

On October 18, 2018, putative class action litigation was filed against Torchmark Corporation and
American Income in California’s Los Angeles County Superior Court (Golz v. American Income Life
Insurance Company, et al., Case No. 18STCV01354) (Golz Action). American Income removed the case
to the United States District Court for the Central District of California (Case No. 2:18-cv-09879 R (SSx)).
An amended complaint was filed on February 5, 2019. On February 6, 2019, Torchmark Corporation was
dismissed without prejudice and the case proceeded with respect to American Income. On April 2, 2019,
the District Court granted American Income’s motion to dismiss four of the five causes of action asserted.
The amended complaint’s remaining claim alleges that plaintiff, as an American Income insurance agent
trainee in California, was an employee who should have been compensated accordingly. The plaintiff
seeks to represent a class of individuals in California who trained to contract as American Income agents
and who subsequently worked as contracted agents. The class period is alleged to begin four years prior
to the complaint’s filing. The complaint seeks restitution under the California Business and Professions
Code for alleged unfair business practices such as failure to pay minimum wage and overtime, failure to
provide meal and rest breaks, and failure to reimburse business expenses.

On December 14, 2018, putative class action litigation was filed against American Income in United
States District Court for the Northern District of California (Hamilton v. American Income Life Insurance
Company, Case No. 4:18-cv-7535-KAW) (Hamilton Action). An amended complaint was filed on January
23, 2019. The plaintiffs, former insurance sales agents of American Income, are suing on behalf of all
current and former trainees and sales agents who sold insurance for American Income in the State of
California for the last four years prior to the filing of the complaint. The lawsuit alleges that putative class
members are employees and asserts claims under the California Labor Code, California Business and
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Professions Code, and California Private Attorney General Act. The complaint seeks compensatory
damages, penalties and attorney fees on claims for failure to pay minimum wage and overtime, failure to
provide meal and rest breaks, failure to appropriately pay agents at termination, failure to provide itemized
wage statements, failure to reimburse expenses, misclassification and unfair business practices.

On January 16, 2019, putative class action litigation was filed against American Income in Orange
County, California Superior Court (Putros v. American Income Life Insurance Company, Case No.
30-2019-01044772-CU-OE-CXC) (Putros Action). An amended complaint was filed on January 22, 2019.
The plaintiff, a former insurance sales agent of American Income, sued on behalf of all current and former
sales agents who sold insurance for American Income in the State of California for the year prior to the
filing of the complaint. The lawsuit alleged that American Income sales agents were employees and
asserted claims under the California Private Attorney General Act. The complaint sought penalties for
failure to pay minimum wage, failure to provide meal and rest breaks, failure to appropriately pay agents
at termination, failure to provide itemized wage statements, failure to reimburse expenses, and
misclassification. The case was dismissed on November 20, 2019.

With respect to the related cases above, on August 1, 2019, Plaintiffs in the Joh and Hamilton Actions
jointly moved for preliminary approval of a settlement of all class and representative claims, which broadly
covers “all individuals who trained to become and/or worked as sales agents in California for Defendant
during the last four years prior to the filing of the original Complaint in Joh and whose training and/or work
began before the date of preliminary approval of this Settlement.” Plaintiffs’ preliminary motion anticipated
that the proposed settlement would resolve all claims in the Joh and Hamilton Actions, and in doing so,
encompass all pending claims asserted in the Putros and Golz Actions. On August 16, 2019, the Northern
District of California granted the Motion for Preliminary Approval of Class Action Settlement and
scheduled a hearing for final approval of the settlement for January 9, 2020. The Court denied final
approval of the class settlement but invited plaintiff’s counsel to submit a renewed Motion for Final
Settlement Approval to address certain issues the court had raised during the final approval hearing. On
February 20, 2020, Plaintiffs in the Joh and Hamilton Actions filed a renewed Motion for Final Settlement
Approval, which the Court denied on April 15, 2020. The parties continue to evaluate settlement.

On December 19, 2019, putative collective action litigation was filed against American Income in United
States District Court for the Eastern District of Arkansas (Patterson v. American Income Life Insurance
Company, et al, Case No. 4:19-cv-918 KGB). The plaintiff, a former insurance sales agent of American
Income, is pursuing a national collective action on behalf of all “similarly situated” individuals for the three
years prior to the filing of the complaint. The lawsuit alleges that insurance agent trainees should have
been classified as employees and asserts claims for minimum wage, overtime, liquidated damages and
attorney’s fees under the Fair Labor Standards Act. The Plaintiff also asserts an individual claim under the
Arkansas Minimum Wage Act. American Income has filed a motion to compel arbitration of Plaintiff’s
individual claims.

On February 27, 2020, putative collective action litigation was filed against American Income in United
States District Court for the Western District of Pennsylvania (Berry, et al v. American Income Life
Insurance Company, et al, Case No. 2:20-cv-00110-LPL). The plaintiffs, former insurance sales agents of
American Income, are pursuing relief on behalf of “[a]ll individuals who trained to become and/or worked
as sales agents/insurance producers for American Income Life Insurance” in the three years prior to the
filing of the complaint. The lawsuit alleges that agent trainees and insurance agents should have been
classified as employees. It asserts a national collective action under the Fair Labor Standards Act seeking
compensation for minimum wage, overtime, expense reimbursement, missed meal and rest breaks,
recoupment of certain commissions and improper recordkeeping. In addition, the lawsuit asserts a class
action under the Pennsylvania Minimum Wage Act and Pennsylvania Wage Payment and Collection Law
seeking similar relief. Plaintiffs also seek liquidated damages and attorney’s fees, and assert an unjust
enrichment claim.

With respect to the aforementioned litigation, at this time, management believes that the possibility of a
material judgment adverse to the Company is remote.
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Unclaimed Property Audits—The Globe Life Inc. insurance subsidiaries are undergoing unclaimed
property audits by three separate audit firms covering all but four states. These audits require the
subsidiaries to provide the auditors with certain policy data dating back to 1992, which data will be
checked against the Social Security Death Master File to determine whether any unclaimed insurance
benefits are due. The subsidiaries are currently meeting the deadlines to provide information to the
outside audit firms. In a related matter, along with approximately 65 other insurers (including the
Company’s affiliates), the Company is defending a lawsuit brought by the Treasurer of West Virginia,
which lawsuit alleges that the Company failed to identify unclaimed life insurance proceeds and make
payments to the Treasurer’s Office. The Treasurer agreed to stay the action during the pendency of the
Parent Company subsidiaries’ on-going unclaimed property audits in West Virginia. No estimate of range
can be made at this time for loss contingencies related to possible administrative amounts or penalties
that could be payable to the states for the escheatment of abandoned property.
 

11.    ELECTRONIC DATA PROCESSING EQUIPMENT

Electronic data processing equipment (EDP) and operating and non-operating software at December 31, 
2019 and 2018, consisted of the following:

2019 2018
Electronic data processing equipment—net................................................................ $ 1,196 $ 912

System software—net.................................................................................................. 12,419 12,408

Balance—net............................................................................................................... 13,615 13,320

Total nonadmitted......................................................................................................... 12,419 12,408

Total admitted............................................................................................................... $ 1,196 $ 912

Depreciation expense related to EDP and software totaled $3,738 and $1,509, for the years ended
December 31, 2019 and 2018, respectively. The Company recorded total depreciation of $3,953 and
$1,797, in 2019 and 2018, respectively. Total accumulated depreciation for 2019 and 2018 was $1,918
and $1,562, respectively.

12.    FOREIGN EXCHANGE ADJUSTMENT

The Company is licensed to sell insurance in Canada and New Zealand. Invested assets held in Canada
and New Zealand were $410,464 and $320,929 (U.S. dollars) at December 31, 2019 and 2018,
respectively. The net foreign exchange adjustment resulting from the translation of assets denominated in
foreign currencies was approximately $30,604 and $29,666, at December 31, 2019 and 2018,
respectively. The change in this foreign exchange adjustment, net of tax, of $938 and $(1,229) for the
years ended December 31, 2019 and 2018, respectively, is included in the accompanying statutory-basis
statements of changes in capital and surplus.

13.    PARTICIPATING POLICIES

The Company does not currently write any participating business. The Company accounts for its
policyholder dividends on an accrual basis consistent with SSAP No. 51, Life Contracts and SSAP No. 54,
Individual and Group Accident and Health Contracts. The Company incurred dividends in the amount of
$18 and $12 to life and annuity policyholders in 2019 and 2018, respectively, and did not allocate any
additional income to such policyholders.
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14.    RECONCILIATION TO THE ANNUAL STATEMENT

The accompanying 2019 and 2018 statutory-basis financial statements differ from the amounts shown in
the Company’s statutory annual statement for 2019 and 2018, respectively.

Following is a reconciliation of account balances as reported to state regulatory authorities to amounts
reported herein:
Statements of Operations 2019
Increase in aggregate reserves for life and accident

  and health contracts as reported in the Company’s annual statement $ 199,273

Adjustment to reclassify foreign exchange (15,329)

Increase in aggregate reserves for future policy benefits as reported

  in the accompanying statutory-basis statements of operations $ 183,944

Foreign Currency Translation Adjustment as reported in the Company’s

  annual statement $ (15,329)

Adjustment to reclassify foreign exchange 15,329

Foreign Currency Translation Adjustment as reported in the

  accompanying statutory-basis statements of operations $ —

Statements of Operations 2018
Increase in aggregate reserves for life and accident

  and health contracts as reported in the Company’s annual statement $ 161,774

Adjustment to reclassify foreign exchange 25,525

Increase in aggregate reserves for future policy benefits as reported

  in the accompanying statutory-basis statements of operations 187,299

Foreign Currency Translation Adjustment as reported in the Company’s

  annual statement $ 25,525

Adjustment to reclassify foreign exchange (25,525)

Foreign Currency Translation Adjustment as reported in the

  accompanying statutory-basis statements of operations $ —

******
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AMERICAN INCOME LIFE INSURANCE COMPANY

SUPPLEMENTAL SCHEDULE OF INVESTMENT RISKS INTERROGATORIES
AS OF DECEMBER 31, 2019
(Dollar amounts in thousands)

1. The Company's total admitted assets are $4,391,103.

2. Ten largest exposures to a single issue/borrower/investment.

Percentage
of Total

Issuer
Description of 

Exposure Amount
Admitted 

Assets

2.01 Telus Corp.................................................................................. Bond $ 41,455 0.9 %
2.02 National Income Life Insurance Company (Affiliate).................. Common Stock $ 40,517 0.9 %
2.03 Globe Life Inc. (Affiliate)............................................................. Preferred Stock $ 39,169 0.9 %
2.04 Nutrien LTD................................................................................ Bond $ 36,982 0.8 %
2.05 Vale Overseas Limited............................................................... Bond $ 33,292 0.8 %
2.06 Canadian Pacific RR Co............................................................ Bond $ 33,052 0.8 %
2.07 Johnson Controls Intl Pl............................................................. Bond $ 29,998 0.7 %
2.08 Bell Canada................................................................................ Bond $ 28,534 0.6 %
2.09 Burlington North Santa Fe.......................................................... Bond $ 27,373 0.6 %
2.10 Metlife Inc................................................................................... Bond $ 26,669 0.6 %

3. Amounts and percentages of the Company's total admitted assets held in bonds and preferred stock by NAIC
designation.

Preferred
Bonds Amount Percentage Stock Amount Percentage

3.01 NAIC–1..................................................... $ 1,371,619 31.2 % P/RP–1..... $ — — %
3.02 NAIC–2..................................................... $ 1,971,731 44.9 % P/RP–2..... $ 39,169 0.9 %
3.03 NAIC–3..................................................... $ 133,445 3.0 % P/RP–3..... $ — — %
3.04 NAIC–4..................................................... $ 8,252 0.2 % P/RP–4..... $ — — %
3.05 NAIC–5..................................................... $ 17,330 0.4 % P/RP–5..... $ — — %
3.06 NAIC–6..................................................... $ — — % P/RP–6..... $ — — %
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4. Assets held in foreign investments:

4.01 Are assets held in foreign investments less than 2.5% of the
  reporting entity’s total admitted assets?....................................................... Yes [  ] No [ X ]

4.02 Total admitted assets held in foreign investments......................................... $ 423,757 9.7 %
4.03 Foreign-currency-denominated investments.................................................. $ 61,307 1.4 %
4.04 Insurance liabilities denominated in that same foreign currency.................... $ 36,700 0.8 %

5. Aggregate foreign investment exposure categorized by NAIC sovereign designation:

5.01 Countries designated NAIC–1....................................................................... $ 373,058 8.5 %
5.02 Countries designated NAIC–2....................................................................... $ 50,699 1.2 %
5.03 Countries designated NAIC–3 or below......................................................... $ — — %

6. Largest foreign investment exposures by country, categorized by the country's NAIC sovereign designation:

Countries designated NAIC–1:

6.01 Country 1: New Zealand............................................................................. $ 61,307 1.4 %

6.02 Country 2: Great Britain.............................................................................. $ 56,068 1.3 %

Countries designated NAIC–2:

6.03   Country 1: Mexico........................................................................................ $ 44,850 1.0 %

6.04   Country 2: Panama...................................................................................... $ 5,849 0.1 %

Countries designated NAIC–3 or below:

6.05   Country 1:.................................................................................................... $ — — %

6.06   Country 2:.................................................................................................... $ — — %

7. Aggregate unhedged foreign currency exposure.................................................. $ 61,307 1.4 %

8. Aggregate unhedged foreign currency exposure categorized by NAIC sovereign designation: 

8.01 Countries designated NAIC–1....................................................................... $ 61,307 1.4 %

8.02 Countries designated NAIC–2....................................................................... $ — — %

8.03 Countries designated NAIC–3 or below......................................................... $ — — %
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9. Largest unhedged foreign currency exposures by country, categorized by the country's NAIC sovereign 
designation:

Countries designated NAIC–1:
9.01   Country 1: New Zealand.............................................................................. $ 61,307 1.4 %
9.02   Country 2:.................................................................................................... $ — — %

Countries designated NAIC–2:
9.03   Country 1:.................................................................................................... $ — — %
9.04   Country 2:.................................................................................................... $ — — %

Countries designated NAIC–3 or below:
9.05   Country 1:.................................................................................................... $ — — %
9.06   Country 2:.................................................................................................... $ — — %

10. Ten largest non-sovereign (i.e. non-governmental) foreign issues: 

Issuer
NAIC 

Designation Amount Percentage

10.01 Vale Overseas Limited.................................................................. 2FE $ 33,292 0.8 %
10.02 Johnson Controls Intl Pl................................................................ 2FE $ 29,998 0.7 %
10.03 Grupo Bimbo SAB DE CV............................................................ 2FE $ 21,367 0.5 %
10.04 Cooperatieve Rabobank UA......................................................... 1FE $ 20,374 0.5 %
10.05 Koninklijke Philips NV................................................................... 2FE $ 16,155 0.4 %
10.06 AXA SA......................................................................................... 2FE $ 16,078 0.4 %
10.07 Tyco Electronics Group................................................................ 1FE $ 16,010 0.4 %
10.08 United Utilities PLC....................................................................... 2FE $ 15,342 0.3 %
10.09 Electricite De France SA.............................................................. 1FE $ 15,102 0.3 %
10.10 LaFarge SA.................................................................................. 2FE $ 10,961 0.2 %

11. Amounts and percentages of the reporting entity's total admitted assets held in Canadian investments and
unhedged Canadian currency exposure:

11.01 Are assets held in Canadian investments less than 2.5%
  of the reporting entity’s total admitted assets?............................................. Yes [  ] No [ X ]

11.02 Total admitted assets held in Canadian investments...................................... $ 528,386 12.0 %
11.03 Canadian-currency-denominated investments............................................... $ 319,989 7.3 %
11.04 Canadian-denominated insurance liabilities................................................... $ 361,691 8.2 %
11.05 Unhedged Canadian currency exposure........................................................ $ 319,989 7.3 %

12. Report aggregate amounts and percentages of the reporting entity's total admitted assets held in investments
with contractual sales restrictions:

12.01 Are assets held in investments with contractual sales restrictions
  less than 2.5% of the reporting entity’s total admitted assets?.................... Yes [ X ] No [  ]
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13.  Amounts and percentages of admitted assets held in the ten largest equity interests:

13.01 Are assets held in equity interest less than 2.5% of the
  reporting entities total admitted assets?...................................................... Yes [  ] No [ X ]

Issuer

13.02 National Income Life Insurance Company (Affiliate)...................................... $ 40,517 0.9 %
13.03 Globe Life Inc. (Affiliate)................................................................................. $ 39,169 0.9 %
13.04 PIMCO Tatical Opportunities Onshore Fund LP............................................ $ 24,288 0.6 %
13.05 MCGregor Bancshares Inc............................................................................ $ 897 — %
13.06 Global Infrastructure Partners IV-A/B LP....................................................... $ 62 — %
13.07 $ — — %
13.08 $ — — %
13.09 $ — — %
13.10 $ — — %

14. Amounts and percentages of the reporting entity's total admitted assets held in nonaffiliated, privately placed
equities:

14.01 Are assets held in nonaffiliated, privately placed equities less than 

  2.5% of the reporting entity’s total admitted assets?................................... Yes [ X ] No [  ]

15. Amounts and percentages of the reporting entity's total admitted assets held in general partnership interests:

15.01 Are assets held in general partnership interests less than 

  2.5% of the reporting entity’s total admitted assets?..................................... Yes [ X ] No [  ]

16.  Amounts and percentages of the reporting entity's total admitted assets held in mortgage loans: 

16.01 Are mortgage loans reported in Schedule B less than 

  2.5% of the reporting entity’s total admitted assets?..................................... Yes [ X ] No [  ]

If response to 16.01 above is yes, responses are not required for the remainder of interrogatory 16 and
interrogatory 17.

18. Amounts and percentages of the reporting entity's total admitted assets held in each of the five largest
investments in real estate.

18.01 Are assets held in real estate reported in less than 2.5% of the
  reporting entity’s total admitted assets?....................................................... Yes [ X ] No [  ]

19. Report aggregate amounts and percentages of the reporting entity's total admitted assets held in investments
held in mezzanine real estate loans.

19.01 Are assets held in investments held in mezzanine real estate less 
  than 2.5% of the reporting entity’s total admitted assets?......................... Yes [ X ] No [  ]

Interrogatories 20–23 are not applicable to the Company.  
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AMERICAN INCOME LIFE INSURANCE COMPANY
SUPPLEMENTAL SUMMARY INVESTMENT SCHEDULE
AS OF DECEMBER 31, 2019
(Dollar amounts in thousands)

Admitted
Assets as

Gross Reported in
Investment the Annual

INVESTMENT CATEGORIES Holdings* Statement

BONDS:

U.S. governments.................................................................................................... $ 3,070 $ 3,070

All other governments.............................................................................................. 25,874 25,874

U.S. states, territories and possessions, etc. guaranteed....................................... 2,321 2,321

U.S. political subdivisions of states, territories and possessions

guaranteed............................................................................................................ 62,903 62,903

U.S. special revenue and special assessment obligations, etc.

non-guaranteed..................................................................................................... 187,308 187,308

Industrial and miscellaneous................................................................................... 3,095,813 3,095,813

Hybrid securities...................................................................................................... 125,088 125,088

PREFERRED STOCKS:

Parent, subsidiaries and affiliates............................................................................ 39,169 39,169

COMMON STOCKS:

Industrial and miscellaneous Other (Unaffiliated).................................................... 897 897

Parent, subsidiaries and affiliates Other.................................................................. 41,720 40,517

MORTGAGE LOANS:

Commercial mortgages........................................................................................... 37,002 37,002

REAL ESTATE:

Properties occupied by company............................................................................ 535 535

CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS:

Cash........................................................................................................................ 13,918 13,918

Cash equivalents..................................................................................................... 7,073 7,073

Short-term investments........................................................................................... 15,000 15,000

Contract loans............................................................................................................ 215,996 215,996

Other invested assets................................................................................................ 164,506 164,506

TOTAL INVESTED ASSETS...................................................................................... $ 4,038,193 $ 4,036,990

* Gross investment holdings as valued in compliance with NAIC Accounting Practices and Procedures Manual.
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AMERICAN INCOME LIFE INSURANCE COMPANY
SUPPLEMENTAL SCHEDULE OF SELECTED STATUTORY-BASIS FINANCIAL DATA
AS OF AND FOR THE YEAR ENDED DECEMBER 31, 2019
(Dollar amounts in thousands)

INVESTMENT INCOME EARNED:
  U.S. government bonds......................................................................................................................... $ 69

  Other bonds - unaffiliated...................................................................................................................... 177,427

  Preferred stock - affiliated...................................................................................................................... 2,671

  Common stock - unaffiliated.................................................................................................................. 10

  Common stock - affiliated...................................................................................................................... 11,465

  Mortgage loans...................................................................................................................................... 1,979

  Contract loans....................................................................................................................................... 16,315

  Cash and cash equivalents................................................................................................................... 1,740

  Other invested assets............................................................................................................................ 4,368

  Aggregate write-ins for investment income............................................................................................ (120)

GROSS INVESTMENT INCOME............................................................................................................ $ 215,924

MORTGAGE LOANS - BOOK VALUE

Commercial mortgages........................................................................................................................... $ 37,002

MORTGAGE LOANS BY STANDING - BOOK VALUE

Good standing......................................................................................................................................... $ 37,002

REAL ESTATE OWNED - book value less encumbrances...................................................................... $ 535

OTHER LONG TERM ASSETS - statement value.................................................................................. $ 164,506

BONDS AND STOCK OF PARENT, SUBSIDIARY, AND

  AFFILIATES — book value:

  Preferred stock...................................................................................................................................... $ 39,169

  Common stock....................................................................................................................................... 40,517

TOTAL..................................................................................................................................................... $ 79,686
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BONDS AND SHORT-TERM INVESTMENTS BY NAIC DESIGNATION AND MATURITY
  Bonds and short-term investments by maturity - statement value:

    Due within one year or less................................................................................................................. $ 21,252

    Over 1 year through 5 years................................................................................................................ 185,978

    Over 5 years through 10 years............................................................................................................ 433,301

    Over 10 years through 20 years.......................................................................................................... 1,107,205

    Over 20 years...................................................................................................................................... 1,754,641

  Total by maturity.................................................................................................................................... $ 3,502,377

  Bonds and short-term investments by NAIC designation - statement value:

    NAIC 1................................................................................................................................................. $ 1,371,619

    NAIC 2................................................................................................................................................. 1,971,731

    NAIC 3................................................................................................................................................. 133,445

    NAIC 4................................................................................................................................................. 8,252

    NAIC 5................................................................................................................................................. 17,330

    NAIC 6................................................................................................................................................. —

  Total by NAIC designation..................................................................................................................... $ 3,502,377

TOTAL BONDS AND SHORT-TERM INVESTMENTS PUBLICLY TRADED.......................................... $ 2,962,856

TOTAL BONDS AND SHORT-TERM INVESTMENTS PRIVATELY PLACED......................................... $ 539,521

PREFERRED STOCK - statement value................................................................................................. $ 39,169

COMMON STOCK - market value........................................................................................................... $ 42,618

SHORT-TERM INVESTMENTS.............................................................................................................. $ 15,000

CASH AND CASH EQUIVALENTS......................................................................................................... $ 20,991
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LIFE INSURANCE IN FORCE:

  Ordinary................................................................................................................................................. $ 42,721,877

  Group life............................................................................................................................................... $ 245,317

AMOUNT OF ACCIDENTAL DEATH INSURANCE IN FORCE

  UNDER ORDINARY POLICIES............................................................................................................ $ 66,405,135

LIFE INSURANCE POLICIES WITH DISABILITY PROVISIONS IN FORCE:

  Ordinary................................................................................................................................................. $ 20,672,690

  Group..................................................................................................................................................... $ 11,897

SUPPLEMENTARY CONTRACTS IN FORCE:

  Ordinary - involving life contingencies income payable......................................................................... $ 12

ANNUITIES - ordinary:

  Deferred - fully paid account balance.................................................................................................... $ 3,498

  Deferred - not fully paid account balance.............................................................................................. $ 231,950

ACCIDENT AND HEALTH INSURANCE - premiums in force:

  Ordinary................................................................................................................................................. $ 90,111

  Group..................................................................................................................................................... $ 7,529

DEPOSIT FUNDS AND DIVIDEND ACCUMULATIONS:

  Deposit funds -  account balance.......................................................................................................... $ 85,547

  Dividend accumulations -  account balance.......................................................................................... $ 1,182

CLAIM PAYMENTS 2019:

  Group accident and health:

2019.................................................................................................................................................... $ 3,589

2018.................................................................................................................................................... $ 1,443

2017.................................................................................................................................................... $ 99

2016 and prior..................................................................................................................................... $ 104

  Other accident and health:

2019.................................................................................................................................................... $ 9,102

2018.................................................................................................................................................... $ 5,342

2017.................................................................................................................................................... $ 904

2016 and prior..................................................................................................................................... $ 1,167
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Level 1, Building 1, 61 Constellation Drive, Mairangi Bay, Auckland 0652 Telephone (09) 489-3551 e-mail: pdavies@actuary.co.nz 

P.O. Box 35-258, Browns Bay, Auckland 0753  home page: www.actuary.co.nz 

 
24

th
 April 2020 

 

 

To:  The Directors 

American Income Life Insurance Company 

 

 

From:  Peter Davies 

  Consulting Actuary 

 

 

Re: American Income Life Insurance Company - New 

Zealand Branch: Report as at 31
st
 December 2019 under 

Sections 77 and 78 of the Insurance (Prudential 

Supervision) Act 2010 
 

 

You have asked me to prepare this report in terms of the above sections of the Act, 

and I would like to comment further as follows: 

 

 

1. I have reviewed the actuarial information included in the audited accounts for 

American Income Life Insurance Company – New Zealand Branch as at 31
st
 

December 2019.  “Actuarial information” includes the following: 

 

 - policy liabilities; 

 - solvency calculations in terms of the RBNZ Solvency Standard; 

 - balance sheet and other information allowed for in the calculation of 

the company’s solvency position; and 

 - disclosures regarding the methodology and assumptions used for 

calculating policy liabilities, and other disclosures. 

 

2. No limitations have been placed on my work. 
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3. I am independent with respect to American Income Life Insurance Company 

as defined under professional standard ISA (NZ) 620 of the External 

Reporting Board. 

 

4. I have been provided with all information that I have requested in order to 

carry out this review. 

 

5. In my view the actuarial information contained in the financial statements has 

been appropriately included, and the actuarial information used in the 

preparation of the financial statements has been appropriately used. 

 

6. During 2013, the Company set up a Statutory Fund in terms of the Insurance 

(Prudential Supervision) Act.  It also established a Custodial account within 

the Statutory Fund, under a local trustee structure, holding investment assets 

for the preferential benefit of New Zealand policyholders.  The assets of the 

Custodial account have to be sufficient to meet the RBNZ’s solvency 

requirements in respect of New Zealand policyholders. 

 

 The Branch’s solvency positions under the RBNZ Standard for Life Insurers 

as at 31st December were as follows: 

 

Custodial Fund Other

Total Statutory 

Fund Custodial Fund Other

Total Statutory 

Fund

Actual Solvency Capital 42,546,588           15,626,308           58,172,896           72,350,441           17,262,256           89,612,697           

Minimum Solvency Capital 29,196,027           8,726,025             37,922,052           33,906,847           7,857,110             41,763,957           

Solvency Margin 13,350,561           6,900,283             20,250,844           38,443,594           9,405,146             47,848,740           

Solvency Ratio 145.7% 179.1% 153.4% 213.4% 219.7% 214.6%

December 2019December 2018

 
 

 Assuming the Branch is able to achieve its business plans, the Branch is 

expected to meet the RBNZ solvency requirement at all times over the next 

four years. 
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I would be very happy to answer any queries concerning this report. 

 

 

Yours sincerely 

 

 
 

Peter Davies B.Bus.Sc., FIA, FNZSA 

Appointed Actuary 
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24th April 2020 
 
 
To:  The Directors 

American Income Life Insurance Company 
 
 
From:  Peter Davies 
  Consulting Actuary 
 
 

Re: American Income Life Insurance Company: Report as at 

31
st
 December 2019 under Sections 77 and 78 of the 

Insurance (Prudential Supervision) Act 2010 
 
 
You have asked me to prepare this report in terms of the above sections of the Act, 
and I would like to comment further as follows: 
 
 
1. The American Income Life Insurance Company is a USA-based company 

registered in the State of Indiana. 
 
 The Company operates a branch in New Zealand, for which I am the 

Appointed Actuary. 
 
 I have provided a separate Section 78 report in respect of the branch. 
 
 
2. The Company is required to lodge its own accounts with the New Zealand 

Companies Office, and these accounts are required to be accompanied by a 
Section 78 report. 
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3. I note that the company’s actuarial valuation has been carried out by Mr. Alan 

B. McLemore, Appointed Actuary, and a Fellow of the Society of Actuaries 
and a Member of the American Academy of Actuaries. 

 
 I have been provided with a set of the Company’s accounts, and with           

Mr. McLemore’s actuarial memorandum in relation to his valuation as at 31st 
December 2019. 

 
 I note that the Company’s accounts include the following information (2018 

figures shown in brackets): 
 

Statutory Balance sheet Capital: US$347,285,253 ($342,970,610) 
NAIC RBC* Capital calculation: US$389,355,991 ($379,050,686) 
Risk Based capital Requirement: US$  56,653,234 ($  54,727,147) 

 
 Solvency coverage ratio:   687%        (693%) 
 
 * National Association of Insurance Commissioners Risk Based Capital 
 
 
4. I have reviewed the actuarial information included in the audited accounts for 

American Income Life Insurance Company as at 31st December 2019.  
“Actuarial information” includes the following: 

 
 - policy liabilities; 
 - balance sheet and other information allowed for in the calculation of 

the company’s solvency position; and 
 - disclosures regarding the methodology and assumptions used for 

calculating policy liabilities, and other disclosures. 
 
 
5. No limitations have been placed on my work. 
 
 
6. I am independent with respect to American Income Life Insurance Company 

as defined under professional standard ISA (NZ) 620 of the External 
Reporting Board. 

 
 
7. I have been provided with all information that I have requested in order to 

carry out this review. 
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8. In my view the actuarial information contained in the financial statements has 

been appropriately included, and the actuarial information used in the 
preparation of the financial statements has been appropriately used. 

 
 
9. In 2013, the Company established a Statutory Fund in New Zealand in terms 

of the Insurance (Prudential Supervision) Act, and set up a Custodial account 
within this Fund, under a local trustee arrangement, holding investment assets 
for the preferential benefit of New Zealand policyholders. 

 
 
10. Technically, the Company’s license requires the Company itself to 

demonstrate its solvency in terms of the Insurance (Prudential Supervision) 
Act 2010.  This calculation has not been carried out, although clearly the 
Company is in a strong financial position as assessed by the regulators in the 
USA. 

  
 I would anticipate however that the New Zealand regulators will still maintain 

an ongoing active interest in the financial position of the Company, as 
assessed by the Insurance Commissioner of Indiana. 

 
 
I would be very happy to answer any queries concerning this report. 
 
 
Yours sincerely 

 
Peter Davies B.Bus.Sc., FIA, FNZSA 
Appointed Actuary 
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