
 

UNITED STATES  

SECURITIES AND EXCHANGE COMMISSION 

WASHINGTON, D.C. 20549 

__________________________________________ 

FORM 10-Q  
 

[X]   Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934. 

For the quarterly period ended September 30, 2018. 

 
[   ]   Transition Report under Section 13 or 15(d) of the Securities Exchange Act of 1934.  

For the transition period from: ________ to _________   
 

Commission File Number: 001-32244 

 

INDEPENDENCE HOLDING COMPANY 
(Exact name of registrant as specified in its charter) 

 
Delaware  58-1407235 

(State or other jurisdiction of incorporation or organization) (I.R.S. Employer Identification No.) 

 

96 CUMMINGS POINT ROAD, STAMFORD, CONNECTICUT                      06902 
                                  (Address of principal executive offices)                                              (Zip Code) 

 

Registrant's telephone number, including area code: (203) 358-8000 
 

NOT APPLICABLE 

Former name, former address and former fiscal year, if changed since last report. 

 
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the 

Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was 

required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes [ X ]   No [   ] 

 

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be 

submitted pursuant to Rule 405 of Regulation S-T (232.405 of this chapter) during the preceding 12 months (or for such 

shorter period that the registrant was required to submit such files).   Yes   [X]   No [  ] 

 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a 

smaller reporting company or an emerging growth company. See definitions of "large accelerated filer", "accelerated 

filer", "smaller reporting company" and “emerging growth company” in Rule 12b-2 of the Exchange Act. 

 

Large Accelerated Filer [    ] Accelerated Filer   [ X ] 

Non-Accelerated Filer   [    ] Smaller Reporting Company   [ X ] 

Emerging Growth Company   [    ]  

 

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition 

period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the 

Exchange Act.  [   ] 

 

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). 

 Yes   [  ]   No   [X] 

 

Class Outstanding at November 2, 2018 

Common stock, $ 1.00  par value 14,795,106 Shares 



2 

 

INDEPENDENCE HOLDING COMPANY  

 

INDEX 

 

PART I – FINANCIAL INFORMATION PAGE 

  NO. 

  

 Item 1. Financial Statements  

   

 Condensed Consolidated Balance Sheets  4 

  

 Condensed Consolidated Statements of Income  5 

  

 Condensed Consolidated Statements of Comprehensive Income (Loss) 6 

  

 Condensed Consolidated Statement of Changes in Equity  7 

  

 Condensed Consolidated Statements of Cash Flows  8 

  

 Notes to Condensed Consolidated Financial Statements 9 

  

 Item 2. Management's Discussion and Analysis of Financial Condition  28 

 and Results of Operations  

  

 Item 3. Quantitative and Qualitative Disclosures about Market Risk 42 

  

 Item 4. Controls and Procedures 42 

  

PART II - OTHER INFORMATION  

  

 Item 1.    Legal Proceedings 42 

   

 Item 1A. Risk Factors 43 

   

 Item 2.    Unregistered Sales of Equity Securities and Use of Proceeds 43 

   

 Item 3.    Defaults Upon Senior Securities 43 

   

 Item 4.    Mine Safety Disclosures 44 

   

 Item 5.    Other Information 44 

  

 Item 6.    Exhibits  44 

  

 Signatures 46 

    

 
 

Copies of the Company’s SEC filings can be found on its website at www. ihcgroup. com. 

  



3 

Forward-Looking Statements 

 

This report on Form 10−Q contains certain “forward-looking statements” within the meaning of 

Section 27A of the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, which are 

intended to be covered by the safe harbors created by those laws. We have based our forward-looking 

statements on our current expectations and projections about future events. Our forward-looking statements 

include information about possible or assumed future results of our operations. All statements, other than 

statements of historical facts, included or incorporated by reference in this report that address activities, 

events or developments that we expect or anticipate may occur in the future, including such things as the 

growth of our business and operations, our business strategy, competitive strengths, goals, plans, future 

capital expenditures and references to future successes may be considered forward-looking statements. Also, 

when we use words such as “anticipate,” “believe,” “estimate,” “expect,” “intend,” “plan,” “probably” 

or similar expressions, we are making forward-looking statements.  

 

Numerous risks and uncertainties may impact the matters addressed by our forward-looking 

statements, any of which could negatively and materially affect our future financial results and performance.  

We describe some of these risks and uncertainties in greater detail in Item 1A, Risk Factors, of IHC’s Annual 

Report on Form 10-K as filed with Securities and Exchange Commission.  

 

Although we believe that the assumptions underlying our forward-looking statements are 

reasonable, any of these assumptions, and, therefore, also the forward-looking statements based on these 

assumptions, could themselves prove to be inaccurate. In light of the significant uncertainties inherent in the 

forward-looking statements that are included in this report, our inclusion of this information is not a 

representation by us or any other person that our objectives and plans will be achieved. Our forward-looking 

statements speak only as of the date made, and we will not update these forward-looking statements unless 

the securities laws require us to do so. In light of these risks, uncertainties and assumptions, any forward-

looking event discussed in this report may not occur. 
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PART I - FINANCIAL INFORMATION 

Item 1. Financial Statements      
 

INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES 

CONDENSED CONSOLIDATED BALANCE SHEETS (In thousands, except share data) 

 

 

   September 30, 2018   December 31, 2017 

   (Unaudited)    
ASSETS:       

Investments:       

Short-term investments  $  1,047   $  50 

Securities purchased under agreements to resell    18,025     10,269 

Fixed maturities, available-for-sale    432,950     441,912 

Equity securities    5,528     6,120 

Other investments    17,511     18,547 

Total investments    475,061     476,898 

       

Cash and cash equivalents    25,620     26,465 

Due and unpaid premiums    29,100     21,950 

Due from reinsurers    371,540     380,593 

Goodwill     50,697     50,697 

Other assets    83,928     84,020 

       

TOTAL ASSETS  $  1,035,946   $  1,040,623 

       

LIABILITIES AND  EQUITY:       

LIABILITIES:       

Policy benefits and claims  $  158,168   $  168,683  

Future policy benefits    209,588     214,766  

Funds on deposit    141,685     143,537  

Unearned premiums    9,452     6,666  

Other policyholders' funds    10,900     10,402  

Due to reinsurers    4,855     3,808  

Accounts payable, accruals and other liabilities    53,752     56,453  

       

TOTAL LIABILITIES    588,400     604,315  

       

Commitments and contingencies (Note 13)       

Redeemable noncontrolling interest    2,146     2,065  

       

STOCKHOLDERS’ EQUITY:       

Preferred stock $1.00 par value, 100,000 shares authorized;       

none issued or outstanding    -     -  

Common stock $1.00 par value, 23,000,000 shares authorized;       

18,625,458 and 18,625,458 shares issued; and 14,799,672 and       

14,890,285 shares outstanding    18,625     18,625  

Paid-in capital    125,279     124,538  

Accumulated other comprehensive loss    (11,963)    (4,598) 

Treasury stock, at cost; 3,825,786 and 3,735,173 shares    (66,918)    (63,404) 

Retained earnings    377,848     356,383  

       

TOTAL IHC STOCKHOLDERS’ EQUITY    442,871     431,544  

NONREDEEMABLE NONCONTROLLING INTERESTS    2,529     2,699  

       

TOTAL EQUITY    445,400     434,243  

       

TOTAL LIABILITIES AND EQUITY   $  1,035,946   $  1,040,623  

 

 

See the accompanying Notes to Condensed Consolidated Financial Statements. 
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INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES 

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (Unaudited) 

(In thousands, except per share data) 
 

  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 
REVENUES:         

Premiums earned $  81,757  $  75,639  $  238,583  $  210,507  

Net investment income   3,611    4,403    10,214    12,414  

Fee income   4,397    2,634    14,193    11,556  

Other income   153    361    472    2,365  

Net investment gains (losses)   17    715    (335)   987  

         

   89,935    83,752    263,127    237,829  

EXPENSES:         

Insurance benefits, claims and reserves   36,011    33,536    105,619    103,071  

Selling, general and administrative expenses   41,021    42,337    126,057    115,404  

         

   77,032    75,873    231,676    218,475  

         

Income before income taxes   12,903    7,879    31,451    19,354  

Income taxes (benefits)   2,860    2,666    7,518    (5,175) 

         

Net income    10,043    5,213    23,933    24,529  

(Income) loss from nonredeemable noncontrolling interests   (59)   32    (99)   (4) 

(Income) from redeemable noncontrolling interests   (49)   (16)   (181)   (29) 

         

NET INCOME ATTRIBUTABLE TO IHC $  9,935  $  5,229  $  23,653  $  24,496  

         

Basic income per common share $  .67  $  .35  $  1.60 $  1.53  

         
WEIGHTED AVERAGE SHARES OUTSTANDING   14,795    14,965    14,808   15,999  

         

Diluted income per common share $  .66  $  .34  $  1.57 $  1.50  

         

WEIGHTED AVERAGE DILUTED SHARES OUTSTANDING   15,109    15,274    15,104   16,287  

 

 

 

 

 

 

 

 

See the accompanying Notes to Condensed Consolidated Financial Statements. 
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INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES 

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (Unaudited) 

(In thousands) 

 

  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 

         

Net income $  10,043  $  5,213 $  23,933  $  24,529  

Other comprehensive income (loss):         

Available-for-sale securities:         

Unrealized gains (losses) on available-for-sale securities, pre-tax   (925)   250   (8,908)   7,219  

Tax expense (benefit) on unrealized gains on available-for-sale securities   (199)   90   (1,893)   2,599  

Unrealized gains (losses) on available-for-sale securities, net of taxes   (726)   160   (7,015)   4,620  

         

Other comprehensive income (loss), net of tax   (726)   160   (7,015)   4,620  

         

COMPREHENSIVE INCOME, NET OF TAX   9,317    5,373   16,918    29,149  

         

Comprehensive (income) loss, net of tax, attributable to          

noncontrolling interests:         

(Income) loss from noncontrolling interests in subsidiaries   (108)   16   (280)   (33) 

Other comprehensive income, net of tax, attributable to          

noncontrolling interests   -    -   -    -  

         

COMPREHENSIVE (INCOME) LOSS, NET OF TAX,          

    ATTRIBUTABLE TO NONCONTROLLING INTERESTS   (108)   16   (280)   (33) 

         

COMPREHENSIVE INCOME, NET OF TAX,         

    ATTRIBUTABLE TO IHC $  9,209  $  5,389 $  16,638  $  29,116  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

See the accompanying Notes to Condensed Consolidated Financial Statements. 
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INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES 

CONDENSED CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (Unaudited) (In thousands) 

 

                 

      ACCUMULATED        NONREDEEMABLE   

      OTHER  TREASURY    TOTAL IHC   NON-   

  COMMON  PAID-IN  COMPREHENSIVE  STOCK,  RETAINED  STOCKHOLDERS'  CONTROLLING   TOTAL 

  STOCK  CAPITAL  LOSS  AT COST  EARNINGS  EQUITY  INTERESTS  EQUITY 

                 

BALANCE AT                  

DECEMBER 31, 2017 $  18,625 $  124,538 $  (4,598) $  (63,404) $  356,383  $  431,544  $  2,699  $  434,243  

                 

Cumulative effects of new                 

accounting principles       (350)     34    (316)   (97)   (413) 

Net income           23,653    23,653    99    23,752  

Other comprehensive                  

income (loss), net of tax       (7,015)       (7,015)   -    (7,015) 

Repurchases of common stock         (3,817)     (3,817)   -    (3,817) 

Common stock dividend ( $.15 per share)            (2,222)   (2,222)   -    (2,222) 

Distributions to noncontrolling interests              -    (172)   (172) 

Share-based compensation      741     303      1,044    -    1,044  

                 

BALANCE AT                 

September 30, 2018 $  18,625 $  125,279 $  (11,963) $  (66,918) $  377,848  $  442,871  $  2,529  $  445,400  

                 

 

 

 

 

 

 

 

 

 

 

 
 

See the accompanying Notes to Condensed Consolidated Financial Statements. 
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INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES 

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited) 

 (In thousands) 

 

  Nine Months Ended September 30, 

  2018   2017 

CASH FLOWS PROVIDED BY (USED BY) OPERATING ACTIVITIES:      

Net income  $  23,933   $  24,529  

Adjustments to reconcile net income to net change in cash from      

 operating  activities:      

Amortization of deferred acquisition costs   681     269  

Net investment (gains) losses   335     (987) 

Equity (income) loss from equity method investments   976     (1,412) 

Depreciation and amortization   1,953     1,379  

Deferred tax  expense   3,535     1,853  

Other   4,808     4,852  

  Changes in assets and liabilities:      

Change in insurance liabilities   (12,181)    (83,750) 

Change in  amounts due from reinsurers   9,053     57,094  

Change in claim fund balances   294     8,463  

Change in current income tax liability   1,031     (8,604) 

Change in due and unpaid premiums   (7,150)    10,218  

Other operating activities   (6,630)    6,302  

      

Net change in cash from operating activities   20,638     20,206  

      

CASH FLOWS PROVIDED BY (USED BY) INVESTING ACTIVITIES:      

Net (purchases) sales and maturities of short-term investments   (999)    6,849  

Net (purchases) sales of securities under resale agreements   (7,756)    8,365  

Sales of equity securities    698     -  

Sales of fixed maturities   55,338     158,062  

Maturities and other repayments of fixed maturities   21,992     16,841  

Purchases of fixed maturities   (79,374)    (145,444) 

Payments to acquire business, net of cash acquired   -     (12,323) 

Distributions from other investments   -     5,246  

Purchases of other investments   -     (602) 

Other investing activities   (3,709)    (565) 

      

Net change in cash from investing activities   (13,810)    36,429  

      

CASH FLOWS PROVIDED BY (USED BY)  FINANCING ACTIVITIES:      

Repurchases of common stock   (3,943)    (44,290) 

Withdrawals of investment-type insurance contracts   (1,033)    (1,359) 

Dividends paid   (3,710)    (1,927) 

Other financing activities   72     (328) 

      

Net change in cash from financing activities   (8,614)    (47,904) 

      

Net change in cash, cash equivalents and restricted cash   (1,786)    8,731  

Cash, cash equivalents and restricted cash, beginning of year   32,197     23,718  

      

Cash, cash equivalents and restricted cash, end of period $  30,411   $  32,449  

 

 

 

 

 

 

See the accompanying Notes to Condensed Consolidated Financial Statements.
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INDEPENDENCE HOLDING COMPANY AND SUBSIDIARIES 

Notes to Condensed Consolidated Financial Statements 

(Unaudited) 

 

Note 1.  Organization, Consolidation, Basis of Presentation and Accounting Policies 

 

(A)      Business and Organization 

 

 Independence Holding Company, a Delaware corporation (“IHC”), is a holding company principally 

engaged in the life and health insurance business through: (i) its insurance companies, Standard Security Life 

Insurance Company of New York ("Standard Security Life"),  Madison National Life Insurance Company, 

Inc. ("Madison National Life"), and Independence American Insurance Company (“Independence 

American”); and (ii) its marketing and administrative companies, including IHC Specialty Benefits Inc., IHC 

Carrier Solutions, Inc. and a majority interest in PetPartners, Inc. IHC also owns a significant equity interest 

in Ebix Health Exchange Holdings, LLC (“Ebix Health Exchange”), an administration exchange for health 

insurance. Standard Security Life, Madison National Life and Independence American are sometimes 

collectively referred to as the “Insurance Group”. IHC and its subsidiaries (including the Insurance Group) are 

sometimes collectively referred to as the "Company", or “IHC”, or are implicit in the terms “we”, “us” and 

“our”. 

 

 Geneve Corporation, a diversified financial holding company, and its affiliated entities, held 

approximately 62% of IHC's outstanding common stock at September 30, 2018.  

  

(B)       Basis of Presentation 

 

The unaudited Condensed Consolidated Financial Statements have been prepared in conformity with 

U.S. generally accepted accounting principles ("GAAP") for interim financial statements and with the 

instructions to Form 10-Q and Article 10 of Regulation S-X and, therefore, do not include all of the information 

and footnotes required by U.S. GAAP for complete financial statements. The unaudited Condensed 

Consolidated Financial Statements include the accounts of IHC and its consolidated subsidiaries. All 

significant intercompany transactions have been eliminated in consolidation. The preparation of financial 

statements in conformity with U.S. GAAP requires management to make estimates and assumptions that 

affect: (i) the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at 

the date of the financial statements; and (ii) the reported amounts of revenues and expenses during the reporting 

period. Actual results could differ from those estimates. IHC’s Annual Report on Form 10-K as filed with the 

Securities and Exchange Commission should be read in conjunction with the accompanying unaudited 

Condensed Consolidated Financial Statements. 

 

In the opinion of management, all adjustments (consisting only of normal recurring accruals) that are 

necessary for a fair presentation of the consolidated financial position and results of operations for the interim 

periods have been included. The condensed consolidated results of operations for the three months and nine 

months ended September 30, 2018 are not necessarily indicative of the results to be anticipated for the entire 

year. 

 

(C)     Reclassifications 

 

Certain amounts in prior year’s consolidated financial statements and Notes thereto have been 

reclassified to conform to the 2018 presentation primarily as a result of new accounting principles adopted in 

the current year.   
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(D)     Revenue Recognition 

 

Insurance premiums are recognized as revenue over the period insurance protection is provided. For 

additional information about our policies regarding the recognition of premium revenues, see Note 1 of the 

Notes to Consolidated Financial Statements included in our 2017 Annual Report on Form 10-K as filed with 

the Securities and Exchange Commission.  

 

Fee income includes fees and commissions for various sales, marketing and administrative services 

provided by our marketing and administrative companies. Revenue is recognized as these services are 

performed. For these administrative service and other contracts, we have no material contract assets or contract 

liabilities on our consolidated balance sheet at September 30, 2018. Revenue recognized from performance 

obligations related to prior periods, and revenue expected to be recognized in future periods related to 

unfulfilled contractual performance obligations and contracts with variable consideration, is not material.  

 

(E)     Recent Accounting Pronouncements 

 

Recently Adopted Accounting Standards 

 

In May 2017, the Financial Accounting Standards Board (the “FASB”) issued guidance to provide 

clarity and reduce both (i) diversity in practice; and (ii) cost and complexity when accounting for a change in 

the terms or conditions of a share-based payment award. The amendments in this guidance will be applied 

prospectively. The adoption of this guidance did not have a material effect on the Company’s consolidated 

financial statements. 

 

In January 2017, the FASB issued guidance that clarifies the definition of a business to assist entities 

with evaluating when a set of transferred assets and activities is a business. The amendments in this guidance 

will be applied prospectively. The adoption of this guidance did not have a material effect on the Company’s 

consolidated financial statements. 

 

In November 2016, the FASB issued guidance requiring entities to show the changes in the total cash, 

cash equivalents, restricted cash and restricted cash equivalents in the statement of cash flows. The 

amendments in this guidance were applied retrospectively. The adoption of this guidance did not have a 

material effect on the Company’s Statements of Cash Flows and had no effect on the Company’s consolidated 

financial position or results of operations.  

 

In October 2016, the FASB issued guidance requiring an entity to recognize the income tax 

consequences of an intra-entity transfer of an asset other than inventory when the transfer occurs. The 

amendments in this guidance were applied on a modified retrospective basis through a cumulative-effect 

adjustment directly to retained earnings as of the January 1, 2018. The adoption of this guidance did not have 

a material effect on the Company’s consolidated financial statements. 

 

In August 2016, the FASB issued guidance that changes how certain cash receipts and cash payments 

are presented and classified in the cash flows statement. The Company has elected to classify distributions 

received from equity method investees using the cumulative earnings approach. The adoption of this guidance 

did not have a material effect on the Company’s consolidated financial statements. 

 

In January 2016, the FASB issued guidance that eliminates the requirement to classify equity securities 

with readily determinable fair values as trading or available-for-sale. The guidance requires equity securities, 

other than those that result in consolidation or are accounted for under the equity method (including other 

ownership interests, such as partnerships, unincorporated joint ventures, and limited liability companies), to 

be measured at fair value with changes in the fair value recognized through net income, simplifies the 
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impairment assessment of equity securities without readily determinable fair values and requires changes in 

disclosure requirements. The amendments in this guidance were applied by means of a cumulative-effect 

adjustment of $340,000 credit to retained earnings as of January 1, 2018. The amendments related to equity 

securities without readily determinable fair values (including disclosure requirements) will be applied 

prospectively to equity investments that existed as of January 1, 2018. The adoption of this guidance did not 

have a material effect on the Company’s Consolidated Balance Sheet or IHC’s stockholders’ equity. 

 

In May 2014, the FASB issued revenue recognition guidance for entities that either enter into contracts 

with customers to transfer goods or services or enter into contracts for the transfer of nonfinancial assets unless 

those contracts are within the scope of other standards such as insurance contracts or lease contracts. The 

amendment provides specific steps that an entity should apply in order to achieve its main objective which is 

recognizing revenue to depict the transfer of promised goods or services to customers in an amount that reflects 

the consideration to which the entity expects to be entitled in exchange for those goods or services. 

Substantially all of the Company’s revenue sources are excluded from the scope of the standard. For those 

revenue sources within the scope of the standard (included in the Fee income line of the Condensed 

Consolidated Statement of Income), there were no material changes in the timing or measurement of revenues. 

The amendments in this guidance were applied retrospectively with a cumulative effect adjustment on January 

1, 2018, and as such, the Company recorded $552,000 of contract assets and $1,094,000 of deferred revenues, 

which are included on the Condensed Consolidated Balance Sheet in other assets and accounts payable, 

accruals and other liabilities. The overall net impact on retained earnings was a charge of $306,000, after the 

effects of taxes and noncontrolling interests.  

 

 Recently Issued Accounting Standards Not Yet Adopted 
 

In August 2018, the FASB issued guidance to improve existing measurements, presentation and 

disclosure requirements for long-duration contracts issued by insurance entities. The amendments in this 

guidance requires an entity to (1) review and update assumptions used to measure cash flows at least annually 

as well as update the discount rate assumption at each reporting date; (2) measure market risk benefits 

associated with deposit contracts at fair value; (3) disclose liability rollforwards and information about 

significant inputs, judgements assumptions, and methods used in measurement. Additionally, it simplifies the 

amortization of deferred acquisition costs and other balances on a constant level basis over the expected term 

of the related contracts. The amendments in this guidance are effective for public business entities for fiscal 

years beginning after December 15, 2020, including interim periods within that fiscal year. Upon adoption, 

the amendments in this guidance should be applied to contracts in-force as of the beginning of the earliest 

period presented with a cumulative adjustment to beginning retained earnings. Management is evaluating the 

requirements and potential impact that the adoption of this guidance will have on the Company’s consolidated 

financial statements. 

 

In August 2018, the FASB issued guidance to improve the effectiveness of disclosures in the notes to 

financial statements regarding fair value measurements. The amendments in this guidance are effective for all 

entities for fiscal years beginning after December 15, 2019, including interim periods within that fiscal year. 

Certain amendments should be applied prospectively for the most recent interim or annual period presented in 

the initial fiscal year of adoption while other amendments should be applied retrospectively to all periods 

presented upon the effective date. The adoption of this guidance is not expected to have a material effect on 

the Company’s consolidated financial statements. 

 

In July 2018, the FASB issued guidance to simplify several aspects of accounting for nonemployee 

share-based compensation. The amendments in this guidance are effective for public business entities for fiscal 

years beginning after December 15, 2018, including interim periods within that fiscal year. The adoption of 

this guidance is not expected to have a material effect on the Company’s consolidated financial statements. 
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In March 2017, the FASB issued guidance requiring premium amortization on callable debt securities 

to be amortized to the earliest call date to more closely align the amortization period with expectations 

incorporated in market pricing of the underlying securities. The amendments in this guidance should be applied 

using a modified retrospective approach for annual periods beginning after December 15, 2018, including 

interim periods within those periods. Additional disclosures are required in the period of adoption. Early 

adoption is permitted. The adoption of this guidance is not expected to have a material effect on the Company’s 

consolidated financial statements. 

 

In January 2017, the FASB issued guidance to simplify the test for goodwill impairment by eliminating 

Step 2 in the goodwill impairment test. Instead, under the amendments in this guidance, an entity should 

perform its annual or interim, goodwill impairment test by comparing the fair value of a reporting unit with its 

carrying amount. An entity should recognize an impairment charge for the amount by which the carrying 

amount exceeds the reporting unit’s fair value. Additionally, an entity should consider income tax effects from 

any tax-deductible goodwill on the carrying amount of the reporting unit when measuring the goodwill 

impairment loss, if applicable. The amendments in this guidance are effective for public business entities for 

annual, or any interim, goodwill impairment tests in fiscal years beginning after December 15, 2019. The 

adoption of this guidance is not expected to have a material effect on the Company’s consolidated financial 

statements. 

 

In June 2016, the FASB issued guidance requiring financial assets measured at amortized cost basis 

to be presented at the net amount expected to be collected. An allowance for credit losses will be deducted 

from the amortized cost basis to present the net carrying value at the amount expected to be collected with 

changes in the allowance recorded in earnings. Credit losses relating to available-for-sale debt securities will 

also be recorded through an allowance for credit losses rather than the currently applied U.S. GAAP method 

of taking a permanent impairment of the security, which would be limited to the amount by which fair value 

is below the amortized cost. Certain existing requirements used to evaluate credit losses have been removed. 

For public entities that are SEC filers, the amendments in this guidance are effective for fiscal years beginning 

after December 15, 2019, including interim periods within those years. Early adoption is permitted for fiscal 

years beginning after December 15, 2018. The amendments in this guidance should be applied through a 

cumulative effect adjustment to retained earnings upon adoption as of the beginning of the first reporting 

period in which the guidance is effective. Management is evaluating the requirements and potential impact 

that the adoption of this guidance will have on the Company’s consolidated financial statements. 

 

In February 2016, the FASB issued guidance that requires lessees to recognize the assets and liabilities 

that arise from leases, including operating leases, on the statement of financial position. The amendments in 

this guidance are effective for fiscal years beginning after December 31, 2018, including interim periods within 

those fiscal years. In July 2018, the FASB issued additional guidance that allows entities the option to either 

recognize a cumulative-effect adjustment to the opening balance of retained earnings in the period of adoption 

or to use a modified retrospective approach. The Company is in the process of analyzing its lease portfolio. 

This process includes the evaluation of policies, processes and internal controls that will be required to comply 

with this new guidance. The Company plans to elect the practical expedients permitted within the new 

standard, which among other things, allows us to carryforward the historical lease classification.  In addition, 

the Company plans to select the new transition method and apply the new lease requirements in the period of 

adoption without adjustment to the financial statements for periods prior to adoption. The Company expects 

the adoption of this new standard to result in an increase on its consolidated balance sheet for right-of-use 

assets and corresponding lease liabilities. The adoption of this guidance is not expected to have a material 

effect on the Company’s consolidated results of operations or cash flows. 
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Note 2.  Income Per Common Share 

 

Diluted income per share was computed using the treasury stock method and includes incremental 

common shares, primarily from the dilutive effect of share-based payment awards, amounting to 314,000 and 

296,000 shares for the three and nine months ended September 30, 2018, respectively, and 309,000 and 

288,000 shares for the three months and nine months ended September 30, 2017.  

 

Note 3.  Cash, Cash Equivalents and Restricted Cash 

 

 The following table provides a reconciliation of cash, cash equivalents and restricted cash reported 

within the Condensed Consolidated Balance Sheets to the amounts shown in the Condensed Consolidated 

Statements of Cash Flows for the periods indicated (in thousands): 

 
  September 30, 

  2018  2017 

     

Cash and cash equivalents $  25,620 $  26,565 

Restricted cash included in other assets   4,791   5,884 

     

Total cash, cash equivalents and restricted cash $  30,411 $  32,449 

     

 

Restricted cash includes insurance premiums collected from insureds that are pending remittance to 

insurance carriers and/or payment of insurance claims and commissions to third party administrators. These 

amounts are required to be set aside by contractual agreements with the insurance carriers and are included in 

other assets on the Condensed Consolidated Balance Sheets. 

 

Note 4.  Investment Securities 

 

The cost (amortized cost with respect to certain fixed maturities), gross unrealized gains, gross 

unrealized losses and fair value of fixed maturities available-for-sale are as follows for the periods indicated 

(in thousands): 

 
    September 30, 2018 

     GROSS   GROSS   

  AMORTIZED  UNREALIZED  UNREALIZED   FAIR 

   COST   GAINS   LOSSES   VALUE 

         
FIXED MATURITIES         

AVAILABLE-FOR-SALE:         

Corporate securities $  200,252 $  537 $  (6,882) $  193,907 

CMOs – residential (1)     6,266   2   (388)   5,880 

U.S. Government obligations   48,857   -   (730)   48,127 

Agency MBS – residential (2)    6   -   -   6 

GSEs (3)    9,566   -   (347)   9,219 

States and political subdivisions   173,109   129   (7,186)   166,052 

Foreign government obligations   4,081   -   (119)   3,962 

Redeemable preferred stocks   5,970   -   (173)   5,797 

         

Total fixed maturities $  448,107 $  668 $  (15,825) $  432,950 
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    December 31, 2017 

     GROSS   GROSS   

  AMORTIZED  UNREALIZED  UNREALIZED   FAIR 

   COST   GAINS   LOSSES   VALUE 

         
FIXED MATURITIES         

AVAILABLE-FOR-SALE:         

Corporate securities $  148,996 $  298 $  (2,847) $  146,447 

CMOs - residential (1)   6,857   -   (180)   6,677 

U.S. Government obligations   85,510   -   (396)   85,114 

Agency MBS - residential (2)   14   -   -    14 

GSEs (3)   9,887   -   (205)   9,682 

States and political subdivisions   182,664   598   (3,619)   179,643 

Foreign government obligations   4,227   13   (90)   4,150 

Redeemable preferred stocks   10,006   179   -   10,185 

         

Total fixed maturities $  448,161 $  1,088 $  (7,337) $  441,912 

 
(1) Collateralized mortgage obligations (“CMOs”). 

(2)  Mortgage-backed securities (“MBS”). 

(3) Government-sponsored enterprises (“GSEs”) are private enterprises established and chartered by the Federal Government or 

its various insurance and lease programs which carry the full faith and credit obligation of the U.S. Government. 

 

The amortized cost and fair value of fixed maturities available-for-sale at September 30, 2018, by 

contractual maturity, are shown below (in thousands). Expected maturities will differ from contractual 

maturities because borrowers may have the right to call or prepay obligations with or without call or 

prepayment penalties. 

 
   AMORTIZED   FAIR 

   COST   VALUE 
       
Due in one year or less  $ 27,898  $ 27,734 

Due after one year through five years   174,430   170,503 

Due after five years through ten years   138,042   132,762 

Due after ten years   91,899   86,846 

Fixed maturities with no single maturity date   15,838   15,105 

       

  $ 448,107  $ 432,950 

 

The following tables summarize, for all fixed maturities available-for-sale in an unrealized loss 

position, the aggregate fair value and gross unrealized loss by length of time those securities that have 

continuously been in an unrealized loss position for the periods indicated (in thousands): 
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  September 30, 2018 
         
  Less than 12 Months   12 Months or Longer   Total 
                 
  Fair   Unrealized   Fair   Unrealized   Fair  Unrealized 
  Value   Losses   Value   Losses   Value  Losses 

                 
Corporate securities $ 98,623  $  2,949  $ 88,261  $  3,933  $ 186,884 $  6,882 

CMOs - residential  859    57   5,106    331   5,965   388 

U.S. Government obligations  39,740    328   8,388    402   48,128   730 

GSEs  -    -   9,318    347   9,318   347 

States and political subdivisions  59,619    1,753   99,307    5,433   158,926   7,186 

Foreign government obligations  1,145    12   2,816    107   3,961   119 

Redeemable preferred stocks  5,797    173   -    -   5,797   173 
                 

   Fixed maturities in an                 

       unrealized loss position $ 205,783  $  5,272  $ 213,196  $  10,553  $ 418,979 $  15,825 

                 
Number of fixed maturities in an                 
   unrealized loss position  99      96      195   

 
  December 31, 2017 
         
  Less than 12 Months   12 Months or Longer   Total 
                 
  Fair   Unrealized   Fair   Unrealized   Fair  Unrealized 
  Value   Losses   Value   Losses   Value  Losses 

                 
Corporate securities $ 85,642  $  1,250  $ 44,640  $  1,597  $ 130,282 $  2,847 

CMOs - residential  1,381    45   5,237    135   6,618   180 

U.S. Government obligations  75,811    198   9,302    198   85,113   396 

GSEs  -    -   9,669    205   9,669   205 

States and political subdivisions  83,682    1,348   66,617    2,271   150,299   3,619 

Foreign government obligations  2,959    90   -    -   2,959   90 

                 

   Fixed maturities in an                 

       unrealized loss position $ 249,475  $  2,931  $ 135,465  $  4,406  $ 384,940 $  7,337 

                 
Number of fixed maturities in an                 
   unrealized loss position  60      76      136   

 

Substantially all of the unrealized losses on fixed maturities available-for-sale at September 30, 2018 

and December 31, 2017 relate to investment grade securities and are attributable to changes in market interest 

rates. Because the Company does not intend to sell, nor is it more likely than not that the Company will have 

to sell such investments before recovery of their amortized cost bases, which may be maturity, the Company 

does not consider these investments to be other-than-temporarily impaired at September 30, 2018. 
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Net investment gains (losses) are as follows for periods indicated (in thousands): 

 
  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 

         

Realized gains (losses):         

   Fixed maturities available-for-sale $  (247) $  719  $  (442) $  1,062  

   Equity securities   (2)   -    (7)   -  

         

      Total realized gains (losses) on debt and equity securities   (249)   719    (449)   1,062  

Unrealized gains (losses) on equity securities   266    (4)   114    (76) 

         

Gains (losses) on debt and equity securities   17    715    (335)   986  

Gains (losses) on other investments   -    -    -    1  

         

Net investment gains (losses) $  17  $  715  $  (335) $  987  

 

For the three months and nine months ended September 30, 2018, the Company realized gross gains 

of $130,000 and $449,000, respectively, and gross losses of $377,000 and $891,000, respectively, from sales, 

maturities and prepayments of fixed maturities available-for-sale. For the three months and nine months ended 

September 30, 2017, the company realized gross gains of $780,000 and $2,119,000, respectively, and gross 

losses of $61,000 and $1,057,000, respectively, from sales, maturities and prepayments of fixed maturities 

available for sale. 

 

Other-Than-Temporary Impairment Evaluations  

 

We recognize other-than-temporary impairment losses in earnings in the period that we determine: 1) 

we intend to sell the security; 2) it is more likely than not that we will be required to sell the security before 

recovery of its amortized cost basis; or 3) the security has a credit loss. Any non-credit portion of the other-

than-temporary impairment loss is recognized in other comprehensive income (loss). See Note 1F(iv) to the 

Consolidated Financial Statements in the 2017 Annual Report on Form 10-K for further discussion of the 

factors considered by management in its regular review to identify and recognize other-than-temporary 

impairments on fixed maturities available-for-sale. The Company did not recognize any other-than-temporary 

impairments on fixed maturities available-for-sale securities in the first nine months of 2018 or 2017.  

 

Note 5.  Fair Value Disclosures  

 

For all financial and non-financial assets and liabilities accounted for at fair value on a recurring basis, 

the Company utilizes valuation techniques based upon observable and unobservable inputs. Observable inputs 

reflect market data obtained from independent sources, while unobservable inputs reflect our market 

expectations. These two types of inputs create the following fair value hierarchy:  

 

Level 1 - Quoted prices for identical instruments in active markets. 

 

Level 2 - Quoted prices for similar instruments in active markets; quoted prices for identical or similar 

instruments in markets that are not active; and model-derived valuations whose inputs are 

observable or whose significant value drivers are observable. 

 

Level 3 - Instruments where significant value drivers are unobservable. 
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The following section describes the valuation methodologies we use to measure different assets at fair 

value.  

   

Fixed maturities available-for-sale: 

   

Fixed maturities available-for-sale included in Level 2 are comprised of our portfolio of government 

securities, agency mortgage-backed securities, corporate fixed income securities, foreign government 

obligations, collateralized mortgage obligations, municipals and GSEs that were priced with observable market 

inputs. Level 3 debt securities consist of municipal tax credit strips.  The valuation method used to determine 

the fair value of municipal tax credit strips is the present value of the remaining future tax credits (at the 

original issue discount rate) as presented in the redemption tables in the Municipal Prospectuses.  This original 

issue discount is accreted into income on a constant yield basis over the term of the debt instrument. Further, 

we retain independent pricing vendors to assist in valuing certain instruments. 

 

Equity securities: 

 

 Equity securities included in Level 1 are equity securities with quoted market prices. 

 

The following tables present our financial assets measured at fair value on a recurring basis for the 

periods indicated (in thousands):  

 
  September 30, 2018 

  Level 1   Level 2  Level 3  Total 

          
FINANCIAL ASSETS:          

Fixed maturities available-for-sale:          

   Corporate securities $  -  $  193,907 $  - $  193,907 

   CMOs - residential   -    5,880   -   5,880 

   US Government obligations   -    48,127   -   48,127 

   Agency MBS - residential   -    6   -   6 

   GSEs   -    9,219   -   9,219 

   States and political subdivisions   -    164,300   1,752   166,052 

   Foreign government obligations   -    3,962   -   3,962 

   Redeemable preferred stocks   5,797    -   -   5,797 

      Total fixed maturities   5,797    425,401   1,752   432,950 

          

Equity securities:          

   Common stocks   2,691    -   -   2,691 

   Nonredeemable preferred stocks   2,837    -   -   2,837 

      Total equity securities   5,528    -   -   5,528 

          

Total Financial Assets $  11,325  $  425,401 $  1,752 $  438,478 
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  December 31, 2017 

  Level 1   Level 2  Level 3  Total 

          
FINANCIAL ASSETS:          

Fixed maturities available-for-sale:          

   Corporate securities $  -  $  146,447 $  - $  146,447 

   CMOs - residential   -    6,677   -   6,677 

   US Government obligations   -    85,114   -   85,114 
   Agency MBS - residential   -    14   -   14 

   GSEs   -    9,682   -   9,682 

   States and political subdivisions   -    177,767   1,876   179,643 

   Foreign government obligations   -    4,150   -   4,150 

   Redeemable preferred stocks   10,185    -   -   10,185 

      Total fixed maturities   10,185    429,851   1,876   441,912 

          

Equity securities:          

   Common stocks   2,490    -   -   2,490 

   Nonredeemable preferred stocks   3,630    -   -   3,630 

      Total equity securities   6,120    -   -   6,120 

          

Total Financial Assets $  16,305  $  429,851 $  1,876 $  448,032 

 

It is the Company’s policy to recognize transfers of assets and liabilities between levels of the fair 

value hierarchy at the end of a reporting period. The Company does not transfer out of Level 3 and into Level 

2 until such time as observable inputs become available and reliable or the range of available independent 

prices narrow. The Company did not transfer any securities between Level 1, Level 2 or Level 3 in either 2018 

or 2017.  

 

The following table presents the changes in fair value of our Level 3 financial assets for the periods 

indicated (in thousands): 

 
  Three Months Ended September 30, 

  2018  2017 

  States and  Total  States and  Total 

  Political  Level 3  Political  Level 3 

  Subdivisions  Assets  Subdivisions  Assets 

         
Beginning balance  $  1,794  $  1,794  $  1,956  $  1,956  

         

Increases (decreases) recognized in earnings:         

    Net investment gains   -    -    -    -  

         

Gains (losses) included in other          

   comprehensive income (loss):         

     Net unrealized gains (losses)   (8)   (8)   (8)   (8) 

         

Repayments and amortization of         

 fixed maturities   (34)   (34)   (31)   (31) 

Sales   -    -    -    -  

         

Balance at end of period $  1,752  $  1,752  $  1,917  $  1,917  
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The following table provides carrying values, fair values and classification in the fair value hierarchy 

of the Company’s financial instruments, that are not carried at fair value but are subject to fair value disclosure 

requirements, for the periods indicated (in thousands): 

 
  September 30, 2018  December 31, 2017 

  Level 1  Level 2    Level 1  Level 2   

  Fair  Fair  Carrying  Fair  Fair  Carrying 

  Value  Value  Value  Value  Value  Value 

             
FINANCIAL ASSETS:             
   Short-term investments $  1,047 $  - $  1,047 $  50 $  - $  50 

             
FINANCIAL LIABILITIES:             

   Funds on deposit $  - $  141,813 $  141,685 $  - $  143,702 $  143,537 

 

The following methods and assumptions were used to estimate the fair value of the financial 

instruments that are not carried at fair value in the Condensed Consolidated Financial Statements: 

 

Short-term Investments 

 

Investments with original maturities of 91 days to one year are considered short-term investments and 

are carried at cost, which approximates fair value. 

 

Funds on Deposit 

 

The Company has two types of funds on deposit. The first type is credited with a current market 

interest rate, resulting in a fair value which approximates the carrying amount. The second type carries fixed 

interest rates which are higher than current market interest rates. The fair value of these deposits was estimated 

by discounting the payments using current market interest rates. The Company's universal life policies are also 

credited with current market interest rates, resulting in a fair value which approximates the carrying amount. 

Both types of funds on deposit are included in Level 2 of the fair value hierarchy. 

  Nine Months Ended September 30, 

  2018  2017 

  States and  Total  States and  Total 
  Political  Level 3  Political  Level 3 
  Subdivisions  Assets  Subdivisions  Assets 

         

Beginning balance $  1,876  $  1,876  $  2,033  $  2,033  

         

Increases (decreases) recognized in earnings:         

    Net investment gains   -    -    -    -  

         

Gains (losses) included in other         

 comprehensive income (loss):         

     Net unrealized gains (losses)   (23)   (23)   (26)   (26) 

         

Repayments and amortization of         

 fixed maturities   (101)   (101)   (90)   (90) 

Sales   -    -    -    -  

         

Balance at end of period $  1,752  $  1,752  $  1,917  $  1,917  
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Note 6.  Other Investments, Including Variable Interest Entities 

 

Included in other investments is our investment in Ebix Health Exchange which administers various 

lines of health insurance for IHC’s insurance subsidiaries. The carrying value of the Company’s equity 

investment in Ebix Health Exchange is $6,973,000 and $8,188,000 at September 30, 2018 and December 31, 

2017, respectively. The Company recorded $(445,000) and $(1,216,000), respectively, of equity income (loss) 

from its investment for the three months and nine months ended September 30, 2018 and $(19,000) and 

$228,000, respectively, of equity income (loss) for the same periods ended September 30, 2017. 

 

At September 30, 2018 and December 31, 2017, the Company’s Consolidated Balance Sheets include 

$1,886,000 and $1,859,000, respectively, of notes and other amounts receivable from Ebix Health Exchange 

and include $1,086,000 and $1,139,000, respectively, of administrative fees and other expenses payable to 

Ebix Health Exchange, which are included in other assets and accounts payable, accruals and other liabilities, 

respectively.  The Company’s Consolidated Statements of Income include administrative fee expenses to Ebix 

Health Exchange which are included in selling, general and administrative expenses of $1,796,000 and 

$6,269,000 for the three and nine months ended September 30, 2018, respectively, and $2,613,000 and 

$8,017,000, respectively, for the same periods of 2017. 

 

Variable Interest Entities 

 

The Company has a minority interest in certain limited partnerships that we have determined to be 

Variable Interest Entities (“VIEs”).  The aforementioned VIEs are not required to be consolidated in the 

Company’s condensed consolidated financial statements as we are not the primary beneficiary since we do not 

have the power to direct the activities that most significantly impact the VIEs’ economic performance.  

 

The Company will periodically reassess whether we are the primary beneficiary in any of these 

investments. The reassessment process will consider whether we have acquired the power to direct the most 

significant activities of the VIE through changes in governing documents or other circumstances. Our 

maximum loss exposure is limited to our combined $4,131,000 carrying value in these equity investments 

which is included in other investments in the Condensed Consolidated Balance Sheet as of September 30, 

2018. 

 

Note 7.  Goodwill and Other Intangible Assets 

 

The carrying amount of goodwill is $50,697,000 at both September 30, 2018 and December 31, 2017.  

 

The Company has net other intangible assets of $13,545,000 and $14,669,000 at September 30, 2018 

and December 31, 2017, respectively, which are included in other assets in the Condensed Consolidated 

Balance Sheets. These intangible assets consist of: (i) finite-lived intangible assets, principally the fair value 

of acquired agent and broker relationships, which are subject to amortization; and (ii) indefinite-lived 

intangible assets which consist of the estimated fair value of insurance licenses that are not subject to 

amortization.  
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The gross carrying amounts of these other intangible assets are as follows for the periods indicated (in 

thousands): 

 
  September 30, 2018  December 31, 2017 

  Gross    Gross   

  Carrying  Accumulated  Carrying  Accumulated 

  Amount  Amortization  Amount  Amortization 

         

Finite-lived Intangible Assets:         

   Agent and broker relationships $  17,253 $  13,096 $  17,253 $  12,140 

   Domain   1,000   200   1,000   125 

   Software systems   780   169   780   76 

      Total finite-lived $  19,033 $  13,465 $  19,033 $  12,341 

         

 

      September 30,  December 31, 

      2018  2017 

Indefinite-lived Intangible Assets:         
    Insurance licenses     $  7,977 $  7,977 

      Total indefinite-lived     $  7,977 $  7,977 

 

 Amortization expense was $381,000 and $1,124,000 for the three and nine months ended September 

30, 2018, respectively, and  was $393,000 and $941,000 for the three months and nine months ended 

September 30, 2017, respectively. 

 

Note 8.  Income Taxes 

 

The provisions for income taxes shown in the Condensed Consolidated Statements of Income were 

computed by applying the effective tax rate expected to be applicable for the reporting periods. In 2017, 

President Trump signed tax legislation commonly referred to as the Tax Cuts and Jobs Act (the “Tax Act”). 

The Tax Act makes broad and complex changes to the U.S. tax code, including, but not limited to, reducing 

the Federal corporate income tax rate to 21%. As a result of IHC’s June 30 fiscal tax year, the Tax Act subjects 

IHC to a blended tax rate of 28% for its fiscal tax year ended June 30, 2018. Other differences between the 

Federal statutory income tax rate and the Company’s effective income tax rate are principally from the 

dividends received deduction and tax exempt interest income, state and local income taxes, and compensation 

related tax provisions. 
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Note 9.  Policy Benefits and Claims 

 

Policy benefits and claims is the liability for unpaid loss and loss adjustment expenses. It is comprised 

of unpaid claims and estimated IBNR reserves. Summarized below are the changes in the total liability for 

policy benefits and claims for the periods indicated (in thousands).  

 
  Nine Months Ended 

  September 30, 

  2018   2017 

      

Balance at beginning of year $  168,683   $  219,113  

Less: reinsurance recoverable   42,136     88,853  

Net balance at beginning of year   126,547     130,260  

      

Amount incurred, related to:      

   Current year   127,544     114,795  

   Prior years   (19,152)    (9,236) 

      

   Total incurred   108,392     105,559  

      

Amount paid, related to:      

   Current year   65,380     52,822  

   Prior years   49,916     56,452  

      

   Total paid   115,296     109,274  

      

Net balance at end of period   119,643     126,545  

Plus:  reinsurance recoverable   38,525     43,002  

Balance at end of period $  158,168   $  169,547  

 

Since unpaid loss and loss adjustment expenses are estimates, actual losses incurred may be more or 

less than the Company’s previously developed estimates and is referred to as either unfavorable or favorable 

development, respectively. The overall net favorable development of $19,152,000 in 2018 related to prior 

years consists of favorable developments of $9,729,000 in the Specialty Health reserves, $7,862,000 in the 

group disability reserves, $1,346,000 in the other individual life, annuities and other reserves, and $215,000 in 

Medical Stop-Loss reserves. Specialty Health had net favorable development primarily from: (i) the release of 

reserves due to emerging favorable experience on hospital indemnity plan business written in 2017 on 

increased sales volume of this product; (ii) short-term medical business as inventory levels decreased during 

2018 and paid claim activity was below the levels anticipated; and, (iii) favorable development in other lines 

of Specialty Health business. Group disability had net favorable development primarily as a result of a lower 

number of expected claims and greater number of expected terminations in our LTD business. The overall net 

favorable development of $9,236,000 in 2017 related to prior years primarily consists of favorable 

developments of $2,420,000 in the Medical Stop-Loss reserves, $5,406,000 in the group disability reserves, 

and $2,714,000 in the other individual life, annuities and other reserves, partially offset by an unfavorable 

development of $1,304,000 in Specialty Health reserves. 
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Included in the preceding rollforward of the Company’s liability for policy benefits and claims are the 

policy benefits and claims activity associated with the Company’s health insurance lines. These are embedded 

within the Specialty Health segment. The table below summarizes the components of the change in the liability 

for policy benefits and claims that are specific to health insurance claims for the periods indicated (in 

thousands).  

 
  Specialty Health Segment 

  Health Insurance Claims 

  Nine Months Ended 

  September 30, 

  2018   2017 

      

Balance at beginning of year $  32,904   $  27,183  

Less: reinsurance recoverable   762     1,179  

Net balance at beginning of year   32,142     26,004  

      

Amount incurred, related to:      

   Current year   37,099     40,836  

   Prior years   (8,266)    1,144  

      

   Total incurred   28,833     41,980  

      

Amount paid, related to:      

   Current year   14,880     13,528  

   Prior years   19,507     23,797  

      

   Total paid   34,387     37,325  

      

Net balance at end of period   26,588     30,659  

Plus:  reinsurance recoverable   865     814  

Balance at end of period $  27,453   $  31,473  

 

The liability for the IBNR plus expected development on reported claims associated with the 

Company’s health insurance claims is $27,453,000 at September 30, 2018. 

 

Note 10. Stockholders’ Equity 

 

Treasury Stock 

 

In 2018, the Company repurchased 129,521 shares of its common stock for an aggregate cost of 

$3,817,000. In 2018 all shares were purchased in the open market. In 2017, the Company repurchased 

2,211,629 shares of its common stock for an aggregate cost of $44,442,000. Of that amount, 703,000 shares 

were repurchased in private transactions for an aggregate cost of $13,975,000, 1,385,118 shares were 

repurchased for an aggregate cost of $27,702,000 pursuant to the terms of a tender offer; and the remaining 

shares were repurchased in the open market. 

 

 During the nine months ended September 30, 2018 and 2017, the Company reissued 38,908 and 12,671 

shares, respectively, that were previously held in treasury. In 2017, the 12,671 shares were reissued to satisfy 

net-share settlements of option exercises during the period. 
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Accumulated Other Comprehensive Income (Loss) 
 

Other comprehensive income (loss) includes the after-tax net unrealized gains and losses on 

investment securities available-for-sale, including the subsequent increases and decreases in fair value of 

available-for-sale securities previously impaired and the non-credit related component of other-than-temporary 

impairments of fixed maturities. In 2018, investment securities available-for-sale consist of only fixed 

maturities. Prior to January 1, 2018, the Company classified certain equity securities as available-for-sale. 

Changes to the fair value of those equity securities classified as available-for-sale were recorded in other 

comprehensive income (loss) for the corresponding periods in 2017 and prior. Upon the adoption of new 

accounting guidance on January 1, 2018, the Company: (i) recorded a cumulative-effect adjustment to 

reclassify the existing amounts reported in accumulated other comprehensive income on that date for equity 

securities previously classified as available-for-sale, to retained earnings; and (ii) recorded the subsequent 

changes in the fair value of those equity securities in net income. 

 

Changes in the balances of accumulated other comprehensive loss, shown net of taxes, for the periods 

indicated are as follows (in thousands): 

 
  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 

         
Beginning balance $  (11,237) $  (2,504) $ (4,598) $  (6,964) 

         

Cumulative-effect of new accounting principles    -    -   (350)   -  

         

Other comprehensive income (loss):         

   Other comprehensive income (loss) before reclassifications   (922)   627   (7,364)   5,305  

   Amounts reclassified from accumulated OCI   196    (467)  349    (685) 

      Net other comprehensive income (loss)   (726)   160   (7,015)   4,620  

         

Ending balance $  (11,963) $  (2,344) $ (11,963) $  (2,344) 

 

Presented below are the amounts reclassified out of accumulated other comprehensive income (loss) 

and recognized in earnings for each of the periods indicated (in thousands): 

 
  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 

         

Unrealized gains (losses) on available-for-sale securities          

   reclassified during the period to the following income          

   statement line items:         

      Net investment gains (losses) $  (247) $  719 $  (442) $  1,062 

         

      Income (loss) before income tax   (247)   719   (442)   1,062 

      Tax effect   (51)   252   (93)   377 

         

      Net income (loss) $  (196) $  467 $  (349) $  685 
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Note 11. Share-Based Compensation 
 

Under the terms of IHC’s share-based compensation plans: (i) the exercise price of an option may not 

be less than the fair market value of an IHC share on the grant date, and the terms of an option may not exceed 

10 years from the grant date; and (ii) the exercise price of a SAR may not be less than the fair market value of 

an IHC share on the grant date and SAR terms may not exceed 10 years from the date of grant.  

 

The fair value of an option award is estimated on the date of grant using the Black-Scholes option 

valuation model. In general, the vesting period for an option grant is 3 years. Restricted share units are valued 

at the quoted market price of the shares at the date of grant and generally vest over 3 years. Compensation 

costs for options and restricted share units are recognized over the stated vesting periods on a straight-line 

basis. The fair value of a SAR is calculated using the Black-Scholes valuation model at the grant date and each 

subsequent reporting period until settlement. Compensation cost is based on the proportionate amount of the 

requisite service that has been rendered to date. Once fully vested, changes in the fair value of a SAR continue 

to be recognized as compensation expense in the period of the change until settlement. The Company accounts 

for forfeitures of share-based compensation awards in the period that they occur. 

 

At September 30, 2018, there were 846,300 shares available for future stock-based compensation 

grants under IHC’s stock incentive plans. The following table summarizes share-based compensation expense, 

which is included in selling, general and administrative expenses on the Condensed Consolidated Statements 

of Income, applicable to the IHC plans, by award type for each of the periods indicated (in thousands): 

 
  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 

IHC’s Share-based Compensation Plan:         
Stock options $  189 $  36 $  558 $  106 

Restricted stock units   39   23   129   81 

SARs   93   305   218   359 

         

Share-based compensation expense, pre-tax   321   364   905   546 

Tax benefits   86   145   281   218 

         

Share-based compensation expense, net $  235 $  219 $  624 $  328 

 

Stock Options 

 

The IHC’s stock option activity during 2018 was as follows: 

 
  Shares  Weighted- Average 

  Under Option  Exercise Price 

     

December 31, 2017   692,380   $ 16.62 

Granted   13,000    31.30 

Exercised   (36,433)   9.79 

September 30, 2018   668,947   $ 17.28 
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The weighted average grant date fair values of options granted during the nine months ended 

September 30, 2018 and 2017 were $9.77 and $7.01, respectively. The assumptions set forth in the table below 

were used to value the stock options granted during the periods indicated: 

 

 2018 2017 

   
Weighted-average risk-free interest rate  2.64%  1.71% 

Expected annual dividend rate per share  0.95%  0.79% 

Expected volatility factor of the Company's common stock  35.80%  37.57% 

Weighted-average expected term of options 4.5 years 4.5 years 

 

In 2018, IHC received $357,000 in cash from the exercise of stock options with an aggregate intrinsic 

value of $886,000 and recognized $165,000 of tax benefits. In 2017, IHC received no cash from the exercise 

of stock options, as option exercises were net settled in IHC shares. As part of the net-share settlements in 

2017, cash outflows to satisfy employees’ income tax withholding obligations amounted to $303,000. Stock 

options exercised in 2017 had an aggregate intrinsic value of $621,000 and IHC realized $180,000 of tax 

benefits. 

 

The following table summarizes information regarding IHC’s outstanding and exercisable options:  

 
  September 30, 2018 

  Outstanding  Exercisable 

     

Number of options   668,947  363,612 

Weighted average exercise price per share $ 17.28 $ 10.99 

Aggregate intrinsic value for all options (in thousands)  $ 12,458 $ 9,057 

Weighted average contractual term remaining  2.2 years  0.8 years 

 

At September 30, 2018, the total unrecognized compensation cost related to IHC’s non-vested stock 

options was $1,473,000 and it is expected to be recognized as compensation expense over a weighted average 

period of 1.7 years. 

 

Restricted Stock 

 

 The following table summarized restricted stock activity for the nine months ended September 30, 

2018: 

 
  No. Of  Weighted-Average 
  Non-vested  Grant-Date 
  Shares  Fair Value 

       

December 31, 2017   18,975   $  22.91  

Vested   (2,475)    11.78  

       

September 30, 2018   16,500   $  24.58  

 

The total fair value of restricted stock that vested during the first nine months of 2018 and 2017 was 

$92,000 and $94,000, respectively. IHC granted no restricted stock awards during the nine months ended 

September 30, 2018 and 2017. 

 

At September 30, 2018, the total unrecognized compensation cost related to non-vested restricted stock 
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unit awards was $269,000 and is expected to be recognized as compensation expense over a weighted average 

period of 1.7 years.   

 

SARs  

 

IHC had 64,900 SAR awards outstanding at both September 30, 2018 and December 31, 2017 with 

corresponding liabilities of  $240,000 and $22,000 for those periods, respectively, that are included in Other 

Liabilities in the Company’s Condensed Consolidated Balance Sheets. 

 

Note 12. Supplemental Disclosures of Cash Flow Information 
 

Net cash payments for income taxes were $1,169,000 and $292,000 during the nine months ended 

September 30, 2018 and 2017.  

 

Note 13. Contingencies 

 

A third party administrator with whom we formerly did business (“Plaintiff” or “TPA”)) filed a 

Complaint dated May 17, 2017 in the United States District Court, Northern District of Texas, Dallas Division, 

naming IHC, Madison National Life, Standard Security Life, and IHC Carrier Solutions, Inc. (collectively 

referred to as “Defendants”). “Plaintiff” and “Defendants” are collectively referred to herein as the “Parties”. 

The Complaint concerns agreements entered into by Standard Security Life and Madison National Life with 

Plaintiff, as well as other allegations made by Plaintiff against Defendants. The Complaint seeks injunctive 

relief and damages in an amount exceeding $50,000,000, profit share payments allegedly owed to Plaintiff 

under the agreements totaling at least $3,082,000 through 2014, plus additional amounts for 2015 and 2016, 

and exemplary and punitive damages as allowed by law and fees and costs.  Defendants believe these claims 

to be without merit.  Defendants moved to Compel Arbitration and Dismiss or Stay the original Complaint.  

Plaintiff filed an Amended Complaint on August 18, 2017.  Defendants filed a Motion to Compel Arbitration 

or Stay the Amended Complaint. The Parties agreed to enter into an Order staying the action filed in Texas. 

The Parties’ disputed claims have moved in part to arbitration. Standard Security Life and Madison National 

Life will strongly pursue their claims and vigorously oppose the counterclaims asserted by the TPA. The 

arbitration will likely conclude in the first half of 2019. 
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Note 14. Segment Reporting 

 

The Insurance Group principally engages in the life and health insurance business. Interest expense, 

taxes, and general expenses associated with parent company activities are included in Corporate. Identifiable 

assets by segment are those assets that are utilized in each segment and are allocated based upon the mean 

reserves and liabilities of each such segment. Corporate assets are composed principally of cash equivalents, 

resale agreements, fixed maturities, equity securities, partnership interests and certain other investments. 

Effective January 1, 2018, Standard Security Life began selling a new rider (“Paid Family Leave” or “PFL”) 

as part of our New York short-term disability (“DBL”) policies.   

 

Information by business segment is presented below for the periods indicated (in thousands): 

 
  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 

Revenues:         
Specialty Health  $  53,108  $  55,502  $  152,959  $  152,292  

Group disability, life, DBL and PFL    35,599    26,112    107,280    78,985  

Individual life, annuities and other (A)   520    455    1,432    1,494  

Medical Stop-Loss (A)    13    576    36    2,549  

Corporate   678    392    1,755    1,522  

   89,918    83,037    263,462    236,842  

Net investment gains (losses)   17    715    (335)   987  

    Total revenues  $  89,935  $  83,752  $  263,127  $  237,829  

         

Income before income taxes          

Specialty Health (B)   $  10,595  $  5,238  $  23,319  $  9,412  

Group disability, life, DBL and PFL    4,267    5,144    14,912    12,777  

Individual life, annuities and other  (A) (C)   (63)   (385)   (357)   (532) 

Medical Stop-Loss (A)    (64)   (538)   100    2,752  

Corporate   (1,849)   (2,295)   (6,188)   (6,042) 

   12,886    7,164    31,786    18,367  

Net investment gains (losses)   17    715    (335)   987  

         

    Income before income taxes  $  12,903  $  7,879  $  31,451  $  19,354  

 

(A) Substantially all of the business in the segment is coinsured. Activity in this segment primarily reflects 

income or expenses related to the coinsurance and the run-off of any remaining blocks that were not 

coinsured.  

 

(B) The Specialty Health segment includes amortization of intangible assets. Total amortization expense 

was $381,000 and $393,000 for the three months ended September 30, 2018 and 2017, respectively, 

and was $1,124,000 and $941,000, respectively, for the nine months ended September 30, 2018 and 

2017. 

 

(C) The Individual life, annuities and other segment includes amortization of deferred charges in 

connection with the assumptions of certain ceded life and annuity policies of $220,000 and $368,000 

for the three months ended September 30, 2018 and 2017, respectively, and $675,000 and $937,000 

for the nine months ended September 30, 2018 and 2017, respectively. 
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL 

CONDITION AND RESULTS OF OPERATIONS 

 

The following discussion of the financial condition and results of operations of Independence Holding 

Company ("IHC") and its subsidiaries (collectively, the "Company") should be read in conjunction with, and 

is qualified in its entirety by reference to, the Consolidated Financial Statements of the Company and the 

related Notes thereto appearing in our Annual Report on Form 10-K for the fiscal year ended December 31, 

2017, as filed with the Securities and Exchange Commission, and our unaudited Condensed Consolidated 

Financial Statements and related Notes thereto appearing elsewhere in this quarterly report. 
 

Overview 

 

Independence Holding Company, a Delaware corporation (“IHC”), is a holding company principally 

engaged in the life and health insurance business through: (i) its insurance companies, Standard Security Life 

Insurance Company of New York ("Standard Security Life"), Madison National Life Insurance Company, Inc. 

("Madison National Life"), and Independence American Insurance Company (“Independence American”); and 

(ii) its marketing and administrative companies, including IHC Specialty Benefits Inc., IHC Carrier Solutions, 

Inc. and a majority interest in PetPartners, Inc. (“PetPartners”). IHC also owns a significant equity interest in 

Ebix Health Exchange Holdings, LLC (“Ebix Health Exchange”), an administration exchange for health 

insurance. Standard Security Life, Madison National Life and Independence American are sometimes 

collectively referred to as the “Insurance Group”. IHC and its subsidiaries (including the Insurance Group) are 

sometimes collectively referred to as the "Company", or “IHC”, or are implicit in the terms “we”, “us” and 

“our”.    

 

While management considers a wide range of factors in its strategic planning and decision-making, 

underwriting profit is consistently emphasized as the primary goal in all decisions as to whether or not to 

increase our retention in a core line, expand into new products, acquire an entity or a block of business, or 

otherwise change our business model.  Management's assessment of trends in healthcare and morbidity, with 

respect to specialty health, disability, New York short-term disability (“DBL”) and Paid Family Leave 

(“PFL”), mortality rates with respect to life insurance, and changes in market conditions in general play a 

significant role in determining the rates charged, deductibles and attachment points quoted, and the percentage 

of business retained. Management has always focused on managing the costs of its operations. 
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The following is a summary of key performance information and events: 

 

Results of operations are summarized as follows for the periods indicated (in thousands): 

 

 Income from operations of $.66 per share, diluted, for the three months ended September 30, 2018 

compared to $.34 per share, diluted, for the same period in 2017. Income from operations of $1.57 per 

share, diluted, for the nine months ended September 30, 2018 compared to $1.50 per share, diluted, 

for the same period in 2017. 

 

 Income taxes for the nine months ended September 30, 2017 include an income tax benefit of $11.6 

million on the tax basis in an unrecovered investment in a subsidiary. 

 

 Consolidated investment yields (on an annualized basis) of 2.8% and 2.7% for the three and nine 

months ended September 30, 2018, respectively, compared to 3.6% and 3.2% for the comparable 

periods in 2017. 

 

 Book value of $29.92 per common share at September 30, 2018 compared to $28.98 at December 31, 

2017.  

 

The following is a summary of key performance information by segment: 

 

 The Specialty Health segment reported $10.6 million of income before taxes for the three months 

ended September 30, 2018 as compared to $5.2 million for the comparable period in 2017; and 

reported $23.3 million of income before taxes for the nine months ended September 30, 2018 

compared to $9.4 million for the same period in 2017. The increase in income before taxes is primarily 

due to better claims experience on 2018 business and favorable development on 2017 reserves 

primarily related to hospital indemnity and short term medical business. In addition, 2017 results 

included unfavorable developments related to 2016 reserves. 

 

o Premiums earned decreased $3.3 million for the three months ended September 30, 2018 over 

the comparable period in 2017 and increased $.4 million for the nine months ended September 

30, 2018 over the comparable period in 2017. Hospital indemnity premiums increased $2.1 

million and $24.3 million, respectively, for the three months and nine months ended 

September 30, 2018 primarily due to increased demand for this product as a result of the 

federal regulation limiting the duration of short-term medical (“STM”) products from April 1, 

  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 

         

Revenues $  89,935  $  83,752  $  263,127  $  237,829  

Expenses   77,032    75,873    231,676    218,475  

         

Income before income taxes   12,903    7,879    31,451    19,354  

Income taxes (benefits)   2,860    2,666    7,518    (5,175) 

         

   Net income   10,043    5,213    23,933    24,529  

         

   (Income) loss from noncontrolling interests   (108)   16    (280)   (33) 

         

   Net income attributable to IHC $  9,935  $  5,229  $  23,653  $  24,496  
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2017 through September 30, 2018 offset by a corresponding decrease in STM  premium during 

this period as a result of the shorter duration and reduced premiums in occupational accident 

and other lines of business in run-off.   

 

o Underwriting experience, as indicated by its U.S. GAAP Combined Ratios, for the Specialty 

Health segment are as follows for the periods indicated (in thousands): 

 

  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

  2018  2017  2018  2017 

         

Premiums Earned $  48,111   $  51,390   $  136,960   $  136,539   

Insurance Benefits, Claims & Reserves   15,382     22,162     44,975     64,935   

Expenses   22,285     25,354     70,045     67,134   

         

Loss Ratio (A)   32.0%   43.1%   32.8%   47.6% 

Expense Ratio (B)   46.3%   49.3%   51.1%   49.2% 

Combined Ratio (C)   78.3%   92.4%   83.9%   96.8% 

 

(A) Loss ratio represents insurance benefits, claims and reserves divided by premiums 

earned. 

(B) Expense ratio represents commissions, administrative fees, premium taxes and other 

underwriting expenses divided by premiums earned. 

(C) The combined ratio is equal to the sum of the loss ratio and the expense ratio. 

 

o The loss ratio in 2018 was lower than in 2017 due to better experience on 2018 business and 

favorable development on 2017 reserves primarily related to hospital indemnity and short term 

medical business. In addition, 2017 included unfavorable developments related to 2016 

reserves. 

 

o The expense ratio is higher for the nine months of 2018 primarily due to changes in the mix 

of products within the Specialty Health segment as hospital indemnity and accident medical 

premiums tend to have lower loss ratios and higher expense ratios than STM policies. 

 

 Income before taxes from the Group disability, life, DBL and PFL segment was $4.3 million and $14.9 

million for the three months and nine months ended September 30, 2018, respectively, compared to 

$5.1 million and $12.8 million for the same periods in 2017, respectively. The increase in 2018 

primarily reflects the new Paid Family Leave or “PFL” rider on New York DBL policies and lower 

claims in the LTD line of business, partially offset by higher losses and other expenses in the DBL 

line of business; 

 

 The Individual life, annuities and other segment in run-off reported losses before income taxes of $.1 

million and $.4 million for the three months and nine months ended September 30, 2018, respectively, 

compared with losses of $.4 million and $.5 million for the three and nine months ended September 

30, 2017, respectively; 

 

 The Medical Stop-Loss segment reported a loss before taxes of $.1 million for the three months ended 

September 30, 2018 and income before taxes of $.1 million for the nine months ended September 30, 

2018 as compared to a loss of $.5 million and income of $2.8 million, respectively, for the comparable 

periods in 2017. Amounts recorded for investment income, and benefits, claims and reserves in the 
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Medical Stop-Loss segment represent the activity of the remaining blocks of medical stop-loss 

business in run-off due to the sale of this segment in 2016 ; 

 

 Losses before tax from the Corporate segment (decreased) by $(.5) million and increased by $.2 

million in the three months and nine months ended September 30, 2018, respectively, over the 

comparable periods of 2017 primarily due to changes in compensation and related expenses; and 

 

 Premiums by principal product for the periods indicated are as follows (in thousands): 

 

  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

Gross Direct and Assumed          

 Earned Premiums:  2018  2017  2018  2017 

         

Specialty Health $  48,741 $  52,888 $  138,652 $  141,730 

Group disability, life, DBL and PFL   41,845   31,299   126,097   95,211 

Individual life, annuities and other   5,574   6,306   17,587   19,911 

Medical Stop-Loss   -   371   -   10,683 

         

 $  96,160 $  90,864 $  282,336 $  267,535 

 

  Three Months Ended  Nine Months Ended 

  September 30,  September 30, 

Net Direct and Assumed          

 Earned Premiums:  2018  2017  2018  2017 

         

Specialty Health $  48,111  $  51,390  $  136,960 $  136,539 

Group disability, life, DBL and PFL   33,631    24,296    101,605   73,713 

Individual life, annuities and other   15   (45)   18   8 

Medical Stop-Loss   -    (2)   -   247 

         

 $  81,757  $  75,639  $  238,583 $  210,507 

 

CRITICAL ACCOUNTING POLICIES 

 

 The accounting and reporting policies of the Company conform to U.S. generally accepted accounting 

principles ("GAAP"). The preparation of the Condensed Consolidated Financial Statements in conformity with 

U.S. GAAP requires the Company's management to make estimates and assumptions that affect the amounts 

reported in the financial statements and accompanying notes. Actual results could differ from those estimates. 

A summary of the Company's significant accounting policies and practices is provided in Note 1 of the Notes 

to the Consolidated Financial Statements included in Item 8 of the Annual Report on Form 10-K for the fiscal 

year ended December 31, 2017. Management has identified the accounting policies related to Insurance 

Premium Revenue Recognition and Policy Charges, Insurance Liabilities, Investments, Goodwill and Other 

Intangible Assets, and Deferred Income Taxes as those that, due to the judgments, estimates and assumptions 

inherent in those policies, are critical to an understanding of the Company's Consolidated Financial Statements 

and this Management's Discussion and Analysis. A full discussion of these policies is included under the 

heading, “Critical Accounting Policies” in Item 7 of the Annual Report on Form 10-K for the fiscal year ended 

December 31, 2017.  During the nine months ended September 30, 2018, there were no additions to or changes 

in the critical accounting policies disclosed in the 2017 Form 10-K except for the recently adopted accounting 

standards discussed in Note 1(E) of the Notes to Condensed Consolidated Financial Statements. 
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Results of Operations for the Three Months Ended September 30, 2018 Compared to the Three Months 

Ended September 30, 2017 
 

Information by business segment for the periods indicated is as follows: 

 
    Benefits, Selling,  

  Net Fee and Claims  General  

September 30, 2018 Premiums Investment Other and and  

(In thousands) Earned Income Income Reserves Administrative Total 

       
Specialty Health $  48,111   773  4,224  15,382   27,131  $  10,595  

Group disability,         

    life, DBL and PFL   33,631   1,788  180  20,216   11,116    4,267  
Individual life,         

    annuities and other   15   402  103  186   397    (63) 

Medical Stop-Loss   -   12  1  227  (150)   (64) 
Corporate   -   636  42  -   2,527    (1,849) 

Sub total $  81,757 $  3,611 $  4,550 $  36,011 $  41,021    12,886  

   

Net investment gains   17  

Income before income taxes   12,903  

Income taxes    2,860  

Net income $  10,043  

 
    Benefits, Selling,  

  Net Fee and Claims  General  

September 30, 2017 Premiums Investment Other and and  

(In thousands) Earned Income Income Reserves Administrative Total 

       
Specialty Health $  51,390   1,299  2,813  22,162   28,102 $  5,238  

Group disability,         

    life, DBL and PFL   24,296   1,729  87  11,249   9,719   5,144  
Individual life,         

    annuities and other   (45)  405  95  (149)   989   (385) 
Medical Stop-Loss   (2)  578  -  274   840   (538) 

Corporate   -   392  -  -   2,687   (2,295) 

Sub total $  75,639 $  4,403 $  2,995 $  33,536 $  42,337   7,164  

   

Net investment gains   715  

Income before income taxes   7,879  
Income taxes     2,666  

Net income $  5,213  

 

Premiums Earned 

 

 In the third quarter of 2018, premiums earned increased $6.1 million over the comparable period of 

2017. The increase is primarily due to: (i) a $9.3 million increase in earned premiums from the Group 

disability, life, DBL and PFL segment primarily due to $8.2 million in premiums from the new PFL rider on 

DBL policies, an increase of $.5 million in DBL premiums and $.5 million increase in LTD premiums; partially 

offset by (ii) a decrease of $3.3 million in the Specialty Health segment primarily as a result of decreases of 

$6.8 million in the STM line of business, $.7 million in the dental line of business, and $.8 million in 

occupational accident and $1.0 million in the international medical business premiums both due to run-off, 

partially offset by a $2.1 million increase in premiums from the hospital indemnity line as a result of higher 

demand for this product, a $2.6 million increase in the group gap line of business, and a $1.0 million increase 

in pet insurance premiums. 

 

Net Investment Income 

 

 Total net investment income decreased $.8 million. The overall annualized investment yields were 
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2.8% and 3.6% in the third quarter of 2018 and 2017, respectively. The overall decrease was primarily the 

result of a decrease in partnership returns. 

 

The annualized investment yields on bonds, equities and short-term investments were 3.2% in both 

the third quarter of 2018 and 2017, respectively. IHC has approximately $140.8 million in highly rated shorter 

duration securities earning on average 1.9%. A portfolio that is shorter in duration enables us, if we deem 

prudent, the flexibility to reinvest in much higher yielding longer-term securities, which would significantly 

increase investment income. 

 

Net Investment Gains  

 

Net investment gains were insignificant in 2018 compared to $.7 million in 2017.  These amounts 

include gains and losses from sales of fixed maturities available-for-sale, equity securities and other 

investments. Decisions to sell securities are based on management's ongoing evaluation of investment 

opportunities and economic and market conditions, thus creating fluctuations in gains and losses from period 

to period.  

 

Fee Income and Other Income 

 

 Fee income increased $1.8 million for the three-month period ended September 30, 2018 compared to 

the three-month period ended September 30, 2017 primarily from the Specialty Health segment, due to 

increased premium produced by Specialty Benefits. 

 

Other income was not significant in the third quarter of 2018 or 2017. 

 

Insurance Benefits, Claims and Reserves 

 

In the third quarter of 2018, insurance benefits, claims and reserves increased $2.5 million over the 

comparable period in 2017. The increase is primarily attributable to: (i) a increase of $9.0 million in benefits, 

claims and reserves in the Group disability, life, DBL and PFL segment, primarily due to $7.1 million of 

reserves associated with the new PFL rider, an increase of $2.2 million in DBL reserves due to state mandates 

and an increase of $.8 million in Group Term life due to increased loss ratios, partially offset by a decrease of 

$1.3 million in LTD reserves primarily due to lower loss ratios in 2018; and (ii) an increase of $.3 million in 

the individual life, annuities and other segment; partially offset by (iii) a decrease of $6.8 million in the 

Specialty Health segment, as a result of a decrease of $6.0 million in the STM line of business due to decreased 

premium volume and lower loss ratios, a decrease of $2.4 million in the hospital indemnity line  due to lower 

loss ratios, a decrease in benefits, claims and reserves related to the run-off of certain occupational accident 

and international lines of business of $1.1 million and $.5 million, respectively; partially offset by an increase 

of $.9 million in the dental line, an increase of $.8 million in the pets line and an increase of $1.5 million in 

the group gap lines of business due to increased premium volume.  

 

Selling, General and Administrative Expenses 

 

 Total selling, general and administrative expenses decreased $1.3 million over the comparable period 

in 2017. The decrease is primarily attributable to: (i) a decrease of $1.0 million in the Specialty Health line of 

business due to a decrease in commissions and administrative fees in the STM line on lower premium volume 

and decreases in group major medical and certain occupational accident and international lines of business in 

run-off; partially offset by an increase in administrative and commission expenses related  to increased 

premium volume in hospital indemnity and group gap lines of business; (ii) a $1.0 million decrease in expenses 

related to the Medical Stop Loss segment as a result of the exit from this line of business; and (iii) a decrease 

of $.6 million in the individual life, annuities and other segment from lower expenses in discontinued lines; 
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partially offset by (iv) an increase of $1.4 million in the Group disability, life, DBL and PFL segment primarily 

due to increased commission expense and premium taxes on PFL, DBL and LTD lines of business.   

 

Income Taxes 

 

 The effective tax rate for the three months ended September 30, 2018 was 22.2% compared to an 

effective tax rate for the three months ended September 30, 2017 of 33.8%. The lower tax rate is primarily due 

to the reduction in the federal corporate tax rate from 35% in 2017 to a 28% blended tax rate through the first 

six months of 2018, and further to a 21% tax rate beginning with the third quarter of 2018, as a result of the 

2017 Tax Act, partially offset by an increase in state taxes as a percentage of income.  

 

 

Results of Operations for the Nine Months Ended September 30, 2018 Compared to the Nine Months 

Ended September 30, 2017 
 

Information by business segment for the periods indicated is as follows: 

 
    Benefits, Selling,  

  Net Fee and Claims  General  

September 30, 2018 Premiums Investment Other and and  

(In thousands) Earned Income Income Reserves Administrative Total 

       

Specialty Health $  136,960  2,180  13,819  44,975   84,665  $  23,319  

Group disability,         
    life, DBL and PFL   101,605  5,203  472  60,278   32,090    14,912  

Individual life,         

    annuities and other   18  1,130  284  585   1,204    (357) 
Medical Stop-Loss   -  35  1  (219)  155    100  

Corporate   -  1,666  89  -   7,943    (6,188) 

Sub total $  238,583 $  10,214 $  14,665 $  105,619 $  126,057    31,786  

   

Net investment losses   (335)  

Income before income taxes   31,451  

Income taxes    7,518  

Net Income $  23,933  

 
    Benefits, Selling,  

  Net Fee and Claims  General  

September 30, 2017 Premiums Investment Other and and  

(In thousands) Earned Income Income Reserves Administrative Total 

       

Specialty Health $  136,539  3,725  12,028  64,935   77,945 $  9,412  
Group disability,         

    life, DBL and PFL   73,713  4,921  351  40,146   26,062   12,777  

Individual life,         
    annuities and other   8  1,188  298  172   1,854   (532) 

Medical Stop-Loss   247  1,058  1,244  (2,182)  1,979   2,752  

Corporate   -  1,522  -  -   7,564   (6,042) 

Sub total $  210,507 $  12,414 $  13,921 $  103,071 $  115,404   18,367  

   
Net investment gains   987  

Income before income taxes   19,354  

Income tax benefits    (5,175) 

Net Income $  24,529  

 

Premiums Earned 

 

 In the first nine months of 2018, premiums earned increased $28.1 million over the comparable period 

of 2017. The increase is primarily due to: (i) a $27.9 million increase in earned premiums from the Group 

disability, life, DBL and PFL segment primarily due to premiums from the new PFL rider on DBL policies; 
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and (ii) an increase of $.4 million in the Specialty Health segment principally as a result of a $24.3 million 

increase in premiums from the hospital indemnity line as a result of higher demand; a $6.0 million increase in 

the group gap line of business due to new distribution, $.7 million in increased pet premiums, and $.5 million 

in increased premiums from other ancillary lines; partially offset by decreases of $16.6 million in the STM 

line of business, $2.7 million in the dental line of business, and $5.1 million in occupational accident and $6.8 

million in the international medical business premiums both due to run-off; partially offset by (iii) a decrease 

of $.2 million in the Medical Stop Loss segment as a result of the exit from this line of  business.  

 

Net Investment Income 

 

 Total net investment income decreased $2.2 million. The overall annualized investment yields were 

2.7% and 3.2% in the first nine months of 2018 and 2017, respectively. The overall decrease was primarily the 

result of a decrease in partnership returns.   

 

The annualized investment yields on bonds, equities and short-term investments were 3.1% in both 

the first nine months of 2018 and 2017. IHC has approximately $140.8 million in highly rated shorter duration 

securities earning on average 1.9%. A portfolio that is shorter in duration enables us, if we deem prudent, the 

flexibility to reinvest in much higher yielding longer-term securities, which would significantly increase 

investment income. 

 

Net Investment Gains  

 

The Company had net investment losses of $.3 million in 2018 compared to net investment gains of 

$1.0 million in 2017.  These amounts include gains and losses from sales of fixed maturities available-for-sale, 

equity securities and other investments. Decisions to sell securities are based on management's ongoing 

evaluation of investment opportunities and economic and market conditions, thus creating fluctuations in gains 

and losses from period to period.  

 

Fee Income and Other Income 

 

 Fee income increased $2.6 million for the nine-month period ended September 30, 2018 compared to 

the nine-month period ended September 30, 2017 primarily due to increased fee income from the Specialty 

Health segment, including Pet Partners which was acquired in late March of 2017.  

 

Other income decreased $1.9 million in the first nine months of 2018 compared to the same period in 

2017 as a result of fees received in 2017 related to the sale and exit of the Medical Stop-Loss business with no 

comparable amounts in 2018. 

 

Insurance Benefits, Claims and Reserves 

 

In the first nine months of 2018, insurance benefits, claims and reserves increased $2.5 million over 

the comparable period in 2017. The increase is primarily attributable to: (i) an increase of $20.1 million in 

benefits, claims and reserves in the Group disability, life, DBL and PFL segment, primarily due to $21.2 

million in reserves associated with the new PFL rider, as well as $2.7 million in increased DBL reserves due 

to state mandates, and $1.0 million in increased Group Term Life incurred benefits on higher loss ratios; 

partially offset by a decrease of $4.9 million in LTD reserves primarily due to lower loss ratios in 2018; (ii) an 

increase of $2.0 million in the Medical Stop Loss segment as a result of better experience on the run-out 

business in 2017 with no corresponding amount in 2018; and (iii) an increase of $.4 million in the individual 

life, annuities and other lines; partially offset by (iv) a decrease of $20.0 million in the Specialty Health 

segment primarily as a result of a decrease of $15.7 million in the STM line of business due to decreased 

premium volume and lower loss ratios, a decrease in benefits, claims and reserves related to the run-off of 
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certain occupational accident and international lines of business of $4.8 million and $4.3 million, respectively, 

and a decrease of $1.3 million in the dental line due to lower premiums; partially offset by increases of $3.5 

million in the group gap lines of business due to increased premium volume and $1.8 million in the hospital 

indemnity  and $.4 million in the pet lines. 

 

Selling, General and Administrative Expenses 

 

 Total selling, general and administrative expenses increased $10.7 million over the comparable period 

in 2017. The increase is primarily attributable to: (i) an increase of $6.7 million in the Specialty Health line of 

business due to an increase in administrative and commission expenses related  to increased premium volume 

in hospital indemnity and group gap lines of business, increased agency expenses from PetPartners with only 

three months of comparable expenses in 2017, and increased expenses at IHC Specialty Benefits Inc. related 

to call center expansion costs; partially offset by a decrease in commissions and administrative fees in the STM 

line on lower premium volume and in certain occupational accident and international lines of business in run-

off; (ii) an increase of $6.0 million in the Group disability, life, DBL and PFL segment primarily due to 

increased commission expense and premium taxes on PFL, DBL and LTD lines of business; and (iii) an 

increase of $.4 million in the Corporate segment largely due to changes in compensation and related expenses; 

partially offset by (iv) a $1.8 million decrease in expenses related to the Medical Stop Loss segment as a result 

of exiting this line of business and a decrease of (v) $.6 in the individual life, annuities and other segment. 

 

Income Taxes 

 

 The effective tax rate for the nine months ended September 30, 2018 was 23.9%. In 2017, the 

Company wound down the operations and dissolved a subsidiary recognizing an estimated $11.6 million 

income tax benefit on a worthless stock deduction of $33.1 million, representing the Company’s tax basis 

related to its unrecovered investment in that subsidiary. Excluding these tax benefits, the effective tax rate for 

the nine months ended September 30, 2017 was 33.1%. The lower tax rate in 2018 is primarily due to the 

reduction in the federal corporate tax rate from 35% in 2017 to a 28% blended tax rate through the first six 

months of 2018, and further to a 21% tax rate beginning with the third quarter of 2018, as a result of the 2017 

Tax Act, partially offset by an increase in state taxes as a percentage of income. 

 

 

LIQUIDITY 

 

Insurance Group 

 

 The Insurance Group normally provides cash flow from: (i) operations; (ii) the receipt of scheduled 

principal payments on its portfolio of fixed maturities; and (iii) earnings on investments. Such cash flow is 

partially used to fund liabilities for insurance policy benefits. These liabilities represent long-term and short-

term obligations.  

 

Corporate 

  

Corporate derives its funds principally from: (i) dividends from the Insurance Group; (ii) management 

fees from its subsidiaries; and (iii) investment income from Corporate liquidity. Regulatory constraints 

historically have not affected the Company's consolidated liquidity, although state insurance laws have 

provisions relating to the ability of the parent company to use cash generated by the Insurance Group. No 

dividends were declared or paid by the Insurance Group during the nine months ended September 30, 2018 or 

2017.   
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Cash Flows 

 

The Company had $30.4 million and $32.2 million of cash, cash equivalents and restricted cash as of 

September 30, 2018 and December 31, 2017, respectively.  

 

 For the nine months ended September 30, 2018, operating activities provided $20.6 million, 

investment activities utilized $13.8 million of cash, primarily for net purchases of investment securities, and 

financing activities utilized $8.6 million of cash, primarily for purchases of treasury shares and common stock 

dividend payments. 
 

 The Company had $367.8 million of liabilities for future policy benefits and policy benefits and claims 

as of September 30, 2018 that it expects to ultimately pay out of current assets and cash flows from future 

business. If necessary, the Company could utilize the cash received from maturities and repayments of its fixed 

maturity investments if the timing of claim payments associated with the Company's insurance resources does 

not coincide with future cash flows. For the nine months ended September 30, 2018, cash received from the 

maturities and other repayments of fixed maturities was $22.0 million. 
 

 The Company believes it has sufficient cash to meet its currently anticipated business requirements 

over the next twelve months including working capital requirements and capital investments.  

 

 

BALANCE SHEET 

 

 The Company had receivables due from reinsurers of $371.5 million at September 30, 2018 compared 

to $380.6 million at December 31, 2017. All of such reinsurance receivables are from highly rated companies 

or are adequately secured. No allowance for doubtful accounts was necessary at September 30, 2018.  

  

The Company's liability for policy benefits and claims by segment are as follows (in thousands): 
 

  Policy Benefits and Claims 

  September 30,  December 31, 

  2018  2017 

     

Specialty Health $  40,060 $  53,531 

Group Disability   107,925   103,948 

Individual A&H and Other   8,608   8,650 

Medical Stop-Loss   1,575   2,554 

     

 $  158,168 $  168,683 

  

Policy claims and reserves in the Specialty Health segment decreased since December 31, 2017. 

During the first nine months of 2018, pending inventory levels have come down causing more claims to be 

known rather than estimated and this has revealed more favorable experience than previously expected.  This 

has changed some of our thoughts around experience expectations and has resulted in some favorable reserve 

adjustments. The primary assumption in the determination of Specialty Health reserves is that historical claim 

development patterns are representative of future claim development patterns. Factors that may affect this 

assumption include changes in claim payment processing times and procedures, changes in time delay in 

submission of claims, and the incidence of unusually large claims. Liabilities for policy benefits and claims 

for specialty health medical and disability coverage are computed using completion factors and expected Net 

Loss Ratios derived from actual historical premium and claim data.  The reserving analysis includes a review 

of claim processing statistical measures and large claim early notifications; the potential impacts of any 

changes in these factors are not material. The Company has business that is serviced by third-party 
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administrators.  From time to time, there are changes in the timing of claims processing due to any number of 

factors including, but not limited to, system conversions and staffing changes during the year.  These changes 

are monitored by the Company and the effects of these changes are taken into consideration during the claim 

reserving process. 

 

The Company’s disability business is comprised of group disability, DBL and PFL.  The two 

“primary” assumptions on which disability policy benefits and claims are based are: (i) morbidity levels; and 

(ii) recovery rates. If morbidity levels increase, for example due to an epidemic or a recessionary environment, 

the Company would increase reserves because there would be more new claims than expected.  In regard to 

the assumed recovery rate, if disabled lives recover more quickly than anticipated then the existing claims 

reserves would be reduced; if less quickly, the existing claims reserves would be increased. Advancements in 

medical treatments could affect future recovery, termination, and mortality rates. The Company does not 

believe that reasonably likely changes in its “primary” assumptions would have a material effect on the 

Company’s financial condition, results of operations, or liquidity. 
 

The $11.3 million increase in IHC’s stockholders' equity in the first nine months of 2018 is primarily 

due to $23.7 million of net income attributable to IHC reduced by $7.0 million of other comprehensive income 

attributable to IHC, by $3.8 million of treasury stock purchases and by $2.2 million of common stock dividends 

declared in 2018. 

 
Asset Quality and Investment Impairments 

 

 The nature and quality of insurance company investments must comply with all applicable statutes 

and regulations, which have been promulgated primarily for the protection of policyholders. Although the 

Company's gross unrealized losses on fixed maturities available-for-sale securities totaled $15.8 million at 

September 30, 2018, 99.3% of the Company’s fixed maturities were investment grade and continue to be rated 

on average AA. The Company marks all of its fixed maturities available-for-sale to fair value through 

accumulated other comprehensive income or loss. These investments tend to carry less default risk and, 

therefore, lower interest rates than other types of fixed maturity investments. The Company did not have any 

non-performing fixed maturities at September 30, 2018.  

  

The Company reviews its investments regularly and monitors its investments continually for 

impairments. The Company did not record any other-than-temporary impairment losses in the nine months 

ended September 30, 2018 or 2017.  

 

The Company does not have any securities with fair values less than 80% of their amortized cost at 

September 30, 2018.  

 

The unrealized losses on fixed maturities available-for-sale were evaluated in accordance with the 

Company's impairment policy and were determined to be temporary in nature at September 30, 2018. From 

time to time, as warranted, the Company may employ investment strategies to mitigate interest rate and other 

market exposures. Further deterioration in credit quality of the companies backing the securities, further 

deterioration in the condition of the financial services industry, imbalances in liquidity that exist in the 

marketplace, worsening of current economic conditions, or declines in real estate values may further affect the 

fair value of these securities and increase the potential that certain unrealized losses be designated as other-

than-temporary in future periods which may cause the Company to incur additional write-downs. 
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CAPITAL RESOURCES 

  

Due to its strong capital ratios, broad licensing and excellent asset quality and credit-worthiness, the 

Insurance Group remains well positioned to increase or diversify its current activities. It is anticipated that 

future acquisitions or other expansion of operations will be funded internally from existing capital and surplus 

and parent company liquidity. In the event additional funds are required, it is expected that they would be 

borrowed or raised in the public or private capital markets to the extent determined to be necessary or desirable.  

 

IHC enters into a variety of contractual obligations with third parties in the ordinary course of its 

operations, including liabilities for insurance reserves, funds on deposit, debt and operating lease obligations.  

However, IHC does not believe that its cash flow requirements can be fully assessed based solely upon an 

analysis of these obligations.  Future cash outflows, whether they are contractual obligations or not, also will 

vary based upon IHC’s future needs.  Although some outflows are fixed, others depend on future events. The 

maturity distribution of the Company’s obligations, as of September 30, 2018, is not materially different from 

that reported in the schedule of such obligations at December 31, 2017 which was included in Item 7 of the 

Company’s Annual Report on Form 10-K.   

 
OUTLOOK 

 

For the remainder of 2018, the Company anticipates that:  

 

 Our STM and ancillary sales will increase as a result of: (i) Open Enrollment, which begins November 1, 

2018 and ends December 15, 2018 in most states; (ii) expected sales by IHC’s carriers of STM with 

durations of 364 days in 16 states, and STM with durations of 6 months in 12 additional states, as of 

November 15, 2018; and (iii) beginning January 1, 2019, there will no longer be a tax penalty for 

individuals who do not have ACA compliant plans,  which will make purchases of our products more 

attractive during this Open Enrollment.  Because STM policies are medically underwritten and do not 

cover all essential health benefits, they are often significantly less expensive than Affordable Care Act 

(“ACA”) plans. For these reasons and the expected continuing increase in the pricing of ACA policies, we 

are very optimistic that our STM sales will increase materially. In addition, we believe that we will realize 

an increase in sales of our bundled offerings, including: MetalGap (affordable coverage for claims due to 

both accidents and critical illnesses), dental, vision, Rx discount card and telemedicine.  We are 

particularly excited about the opportunity to increase sales of our Fusion product, coupling a hospital 

indemnity policy with a high deductible STM product, which provides both first dollar coverage for 

hospitalizations and peace of mind for large expenditures.   We also recently introduced Connect Plus, 

which is a first-of-its-kind temporary medical plan providing coverage for certain pre-existing conditions 

up to $25,000 to consumers who qualify, subject to a deductible and coinsurance. 

 

 IHC is recognized for our development of medical insurance packages, including STM and hospital 

indemnity products that provide affordable coverage alternatives for consumers who cannot afford ACA 

policies or need our supplemental products to cover their high deductibles on their ACA plans. Since 

adoption of an executive order in 2017, consumers have only been able under federal law to purchase STM 

policies with durations up to 90 days. On August 1, 2018, the departments of Health and Human Services, 

Labor and Treasury (the “Agencies”) issued an order (the “Order”) that, effective October 1, 2018, returns 

the duration of STM policies to a period of up to 364 days, subject to state law; the Order also allows for 

extensions so long as the maximum duration is not longer than 36 months in total.  The Order validates 

the importance of temporary coverage as an affordable alternative for many Americans who cannot afford 

expensive, high deductible ACA plans by once again allowing states the ability to approve policy durations 

of up to 364 days or longer with extensions. 
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 In October 2018, Agencies proposed a rule that, if adopted, will provide a new way for employers to 

provide health insurance to their employees using health reimbursement arrangements (“HRA”). The 

proposal would allow employers of any size to utilize a tax-advantaged HRA to relieve the administrative 

burden of offering group benefits to employees. Employees could use the funds to purchase individual 

medical coverage, including STM.  In addition, the federal government has provided guidance that grants 

state governments more freedom, as a result of the expansion of the 1332 waiver programs, to implement 

new coverages that are alternatives to ACA plans.  IHC’s insurance companies are very well positioned to 

capture additional market share as a result both of the proposal to allow HRA funds to be used to purchase 

STM policies and the guidance on expansion of 1332 waivers.  We have expertise both in STM and in the 

small group space as well as multiple distribution sources, including our Healthedeals call centers and over 

5,000 advisors and contracted producers nationally who can assist consumers in determining which 

coverage is best for them.  In addition, we look forward to working with state regulators to use STM or 

develop new IHC products to meet the innovative ideas arising from the expanded 1332 waiver process. 

 

 In October 2018, the HealtheDeals division of IHC Specialty Benefits began supporting the members of 

USAA, an insurance, banking, and investment services provider serving millions of military members and 

their families, in selecting among a number of quality health insurance choices. In order to support USAA 

members, HealtheDeals has opened a new call center with licensed agents in Minneapolis, Minnesota and 

Milwaukee, Wisconsin. USAA will direct its members seeking either ACA or alternative health coverages 

to this call center. This arrangement generates leads for Independence American Insurance Company’s 

alternative coverages as well as generating commission income for HealtheDeals.   

 

 In addition to our two newly opened call centers, we have enhanced our Direct-to-Consumer transactional 

website, www. HealtheDeals. com, and significantly increased our lead generation capabilities. We will 

continue to emphasize lead generation for our direct-to-consumer and career advisor distribution initiatives 

through hiring additional management experienced in organic and acquired lead generation.  We are 

striving to maximize organic leads through our numerous owned domains.  We are also seeking to recruit 

additional HealtheDeals career advisors as many consumers prefer to meet with an agent in person rather 

than over the phone or via the web. We expect that a growing percentage of our sales will be produced by 

our owned distribution channels. 

 

 We continue to diversify our sources of pet insurance premium through the expansion of marketing efforts 

as a result of our acquisition of Pet Partners, Inc. with growing focus on the veterinarian and independent 

agent channels. We’ve also partnered with a new pet marketing company, Toto Pet Insurance, and we 

began underwriting for PetFirst, a company focused on shelters, rescues and animal welfare marketing 

space. Further, we’ve expanded our partnership with Pets Best utilizing our acquisition of PetPlace. com 

to grow our block of business with them through a cooperative marketing initiative. 

 

 Effective January 1, 2018, Standard Security Life began selling a new rider (“Paid Family Leave” or 

“PFL”) as part of our New York DBL policies.  This is a result of New York State requiring employers to 

provide PFL, which would cover job-protected paid leave to care for a new child or sick family member 

or to assist when someone is called to active military service.  Standard Security Life anticipates that the 

implementation of this coverage will more than double our current $30 million DBL block. The rates for 

PFL are set by New York State. As this is a new product, with no historical experience, there is no certainty 

as to the adequacy of the rate and therefore underwriting profitability. 

 

 Experience increases in both long-term and short-term disability premiums in 2018 generated from new 

distribution relationships. 

 

 Continue to evaluate strategic transactions. We plan to deploy some of our cash to make additional 

investments and acquisitions that will bolster existing or new lines of business.  
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 Continue to focus on administrative efficiencies. 

 

Subject to making additional repurchases, acquisitions and investments, the Company will remain 

highly liquid in 2018 as a result of the continuing shorter duration of the portfolio. IHC has approximately 

$140.8 million in highly rated shorter duration securities earning on average 1.9%; our portfolio as a whole is 

rated, on average, AA. The low duration of our portfolio enables us, if we deem prudent, the flexibility to 

reinvest in much higher yielding longer-term securities, which would significantly increase investment income 

in the future.  A low duration portfolio such as ours also mitigates the adverse impact of potential inflation.  

IHC will continue to monitor the financial markets and invest accordingly. 

 

Our results depend on the adequacy of our product pricing, our underwriting, the accuracy of our 

reserving methodology, returns on our invested assets, and our ability to manage expenses.  We will also need 

to be diligent with increased rate review scrutiny to effect timely rate changes and will need to stay focused 

on the management of medical cost drivers in the event medical trend levels cause margin pressures.  Factors 

affecting these items, as well as unemployment and global financial markets, may have a material adverse 

effect on our results of operations and financial condition. 

 

 

ITEM 3.    QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

 

The Company is not required to provide the information required by this Item as it is a "smaller 

reporting company". 

 

 

ITEM 4.    CONTROLS AND PROCEDURES 

 

Evaluation of Disclosure Controls and procedures 

 

IHC’s Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) supervised and 

participated in IHC’s evaluation of its disclosure controls and procedures as of the end of the period covered 

by this report.  Disclosure controls and procedures are controls and procedures designed to ensure that 

information required to be disclosed in IHC’s periodic reports filed or submitted under the Securities Exchange 

Act of 1934, as amended, is recorded, processed, summarized and reported within the time periods specified 

in the Securities and Exchange Commission’s rules and forms.  Based upon that evaluation, IHC’S CEO and 

CFO concluded that IHC’s disclosure controls and procedures were effective. 

 

Management, including the CEO and CFO, identified no change in our internal control over financial 

reporting that occurred during our fiscal quarter ended September 30, 2018 that has materially affected, or is 

reasonably likely to materially affect, our internal control over financial reporting. 

 

 

PART II.  OTHER INFORMATION 

 

ITEM 1.    LEGAL PROCEEDINGS 
 

We are involved in legal proceedings and claims that arise in the ordinary course of our businesses. 

We have established reserves that we believe are sufficient given information presently available related to 

our outstanding legal proceedings and claims. We do not anticipate that the result of any pending legal 

proceeding or claim will have a material adverse effect on our financial condition or cash flows, although there 

could be such an effect on our results of operations for any particular period. 
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A third party administrator with whom we formerly did business (“Plaintiff”) filed a Complaint dated 

May 17, 2017 in the United States District Court, Northern District of Texas, Dallas Division, naming IHC, 

Madison National Life, Standard Security Life, and IHC Carrier Solutions, Inc. (collectively referred to as 

“Defendants”). “Plaintiff” and “Defendants” are collectively referred to herein as the “Parties”. The Complaint 

concerns agreements entered into by Standard Security Life and Madison National Life with Plaintiff, as well 

as other allegations made by Plaintiff against Defendants.  The Complaint seeks injunctive relief and damages 

in an amount exceeding $50,000,000, profit share payments allegedly owed to Plaintiff under the agreements 

totaling at least $3,082,000 through 2014, plus additional amounts for 2015 and 2016, and exemplary and 

punitive damages as allowed by law and fees and costs.  Defendants believe these claims to be without merit.  

Defendants moved to Compel Arbitration and Dismiss or Stay the original Complaint.  Plaintiff filed an 

Amended Complaint on August 18, 2017.  Defendants filed a Motion to Compel Arbitration or Stay the 

Amended Complaint. The Parties agreed to enter into an Order staying the action filed in Texas. The Parties’ 

disputed claims have moved in part to arbitration. Standard Security Life and Madison National Life will 

strongly pursue their claims and vigorously oppose the counterclaims asserted by the TPA. The arbitration will 

likely conclude in the first half of 2019.   

 

 

ITEM 1A.    RISK FACTORS 
 

Not applicable. 

 

 

ITEM 2.    UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

 

Share Repurchase Program 

  

IHC has a program, initiated in 1991, under which it repurchases shares of its common stock. In August 

2016, the Board of Directors increased the number of shares that can be repurchased to 3,000,000 shares of 

IHC common stock. As of September 30, 2018, 1,861,537 shares were still authorized to be repurchased. 

 

Share repurchases during the third quarter of 2018 are summarized as follows:  

 
2018 

   Maximum Number 

  Average Price of Shares Which 

Month of   Shares  of Repurchased Can be 

Repurchase  Repurchased  Shares  Repurchased 

    

July 6,171 $ 33.86 1,874,924 

August - $ - 1,874,924 

September  13,387 $ 34.37 1,861,537 

 

 

ITEM 3.    DEFAULTS UPON SENIOR SECURITIES 

 

Not applicable. 
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ITEM 4.    MINE SAFETY DISCLOSURES 

 

Not applicable. 

 

 

ITEM 5.    OTHER INFORMATION 

 

Not applicable.   

  

 

ITEM 6.    EXHIBITS  

 

 

Exhibit Number 

 

3.1    Restated Certificate of Incorporation of Independence Holding Company (Filed as Exhibit 3(i) to our 

Quarterly Report on Form 10-Q for the quarter ended June 30, 1996 and incorporated herein by 

reference). 

3.2    Certificate of Amendment of Restated Certificate of Incorporation of Independence Holding Company 

(Filed as Exhibit 3.1 to our Current Report on Form 8-K filed with the SEC on July 29, 2004 and 

incorporated herein by reference). 

3.3    By-Laws of Independence Holding Company (Filed as Exhibit 3.3 to our Annual Report on Form 10-

K for the year ended December 31, 2006 and incorporated herein by reference), as amended by 

Amendment to By-Laws of Independence Holding Company (Filed as Exhibit 3.2 to our Quarterly 

Report on Form 10-Q for the quarter ended September 30, 2013 and incorporated herein by reference). 

10.1   Officer Employment Agreement, made as of April 18, 2011, by and among Independence Holding 

Company, Standard Security Life Insurance Company of New York and Mr. David T. Kettig (Filed 

as Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on April 22, 2011 and 

incorporated herein by reference). 

10.2   Officer Employment Agreement, made as of April 18, 2011, by and among Independence Holding 

Company, Madison National Life Insurance Company, Inc. and Mr. Larry R. Graber (Filed as Exhibit 

10.2 to our Current Report on Form 8-K filed with the SEC on April 22, 2011 and incorporated herein 

by reference). 

10.3   Officer Employment Agreement, made as of April 18, 2011, by and between Independence Holding 

Company and Ms. Teresa A. Herbert (Filed as Exhibit 10.5 to our Current Report on Form 8-K filed 

with the SEC on April 22, 2011 and incorporated herein by reference). 

10.4   Officer Employment Agreement, made as of May 11, 2011, by and between Independence Holding 

Company and Mr. Roy T.K. Thung (Filed as Exhibit 10.1 to our Quarterly Report on Form 10-Q for 

the period ended March 31, 2011 filed with the SEC on May 12, 2011, and incorporated herein by 

reference). 

10.5   Retirement Benefit Agreement, dated as of September 30, 1991, between Independence Holding 

Company and Mr. Roy T.K. Thung, as amended. (Filed as an Exhibit to our Annual Report on Form 

10-K for the year ended December 31, 1993 and incorporated herein by reference; Amendment No. 1 

filed as Exhibit 10(iii)(A)(4a) to our Annual Report on Form 10-K for the year ended December 31, 

2003 and incorporated herein by reference; Amendment No. 2 filed as Exhibit 10(iii)(4)(b) to our 
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Current Report on Form 8-K filed with the SEC on June 22, 2005 and incorporated herein by reference; 

Amendment No. 3 filed as Exhibit 10.1 to our Current Report on Form 8-K filed with the SEC on 

January 7, 2009 and incorporated herein by reference.) 

10.6   Purchase Agreement, made and entered into on June 15, 2015, by and among Madison National Life 

Insurance Company, Inc., Standard Security Life Insurance Company of New York and National 

Guardian Life Insurance Company (Filed as Exhibit 10.1 to our Current Report on Form 8-K filed 

with the SEC on June 16, 2015, and incorporated herein by reference). 

10.7   Sale Bonus Agreement, dated November 7, 2016, by and between Independence American Holdings 

Corp. and David T. Kettig (Filed as Exhibit 10.8 to our Quarterly Report on Form 10-Q for the quarter 

ended September 30, 2016 and incorporated herein by reference). 

10.8   Officer Employment Agreement, made as of May 25, 2011, by and among Independence Holding 

Company, Standard Security Life and Mr. Gary J. Balzofiore (Filed as Exhibit 10.9 to our Annual 

Report on Form 10-K for the year ended December 31, 2016 and incorporated herein by reference).   

31.1   Certification of the Chief Executive Officer and President Pursuant to Section 302 of the Sarbanes-

Oxley Act of 2002. * 

 

31.2   Certification of the Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 

2002. * 

 

32.1   Certification Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002. * 

  

32.2   Certification Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of the Sarbanes-

Oxley Act of 2002. * 

 

101.INS    XBRL Instance Document. The instance document does not appear in the Interactive Data 

File because its XBRL tags are embedded within the Inline XBRL document. 

 

101.SCH    XBRL Taxonomy Extension Schema Document. * 

 

101.CAL    XBRL Taxonomy Extension Calculation Linkbase Document. * 

 

101.LAB    XBRL Taxonomy Extension Label Linkbase Document. * 

 

101.PRE    XBRL Taxonomy Extension Presentation Linkbase Document. * 

 

101.DEF    XBRL Taxonomy Extension Definition Linkbase Document. * 

 

 

 

* Filed herewith. 
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SIGNATURES 

 

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused 

this report to be signed on its behalf by the undersigned thereunto duly authorized. 

 

 

INDEPENDENCE HOLDING COMPANY 
(REGISTRANT) 

 

 

 

By:  /s/Roy T. K. Thung                                      Date: November 8, 2018      

Roy T.K. Thung 

Chief Executive Officer, and Chairman 

  of the Board of Directors  

 

 

 

 

 By: /s/Teresa A. Herbert                                      Date: November 8, 2018   

             Teresa A. Herbert 

Senior Vice President and 

      Chief Financial Officer 

 

 


