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(Dollars in millions, except per share amounts) 2001 2000 1999 1998 1997
()
REVENUES
Premiums and fees and other revenues $ 16,447 S 17,045 S 15,759 $ 14,449 $ 12,264
Net investment income 2,843 2,942 2,959 N5 3,598
Realized investment gains (losses) (175) 7 8 134 93
O
TOTAL REVENUES $19,115 $ 19,99 s 18,726 $ 17,698 S15955
n®
INCOMAE FROM CONTIRUING OPERATIONS
Operating income (loss):
Employee Health Care, Life and Disability Benefits $ 748 S 782 s m § 60 § 45
Employee Retirement Benefits and Investment Services 221 257 265 248 230
International Life, Health and Employee Benefits 95 48 (342) 17 2
Other Operations 133 (26} 139 379 180
Corporate (96) {58) (78) (97} (113}
Total operating income 1,107 983 695 1,098 743
Realized investment gains (losses), net of taxes (112) 4 4 88 69
C
INCOME FROM CONTINUING OPERATIONS ' S 989 S 97 S 699 $ 1,18 S 82
O
Earnings per share from continuing operations:
Basic $ 6469 S 618 § 35 $ 562 S 3469
Diluted $ 639 S 6.08 § 354 § 556 S 365
Common dividends declared per share $ 138 S 1M 5 120 S 115 $ 1
Total assets $ 91,589 $ 95,088 $ 95333 $ 95,890 $ 89,369
Long-term debt $ 1,627 S 1,163 S 1,35 S 1428 S 1462
Shareholders’ equity $ 5,055 § 5413 S 6149 S 8277 S 7932
Per share $ 3571 § 3561 S 3624 § 4025 $ 3655
Common shares outstanding (in thousands) 141,553 152,005 169,697 205,650 216,996
Shareholders of record 10,437 10,947 1,716 12,441 12,953
Employees 44,600 43,200 41,900 49,900 47,700
< O O O O

Operating income (loss) is defined as net income (loss) excluding: 1) after-tax realized investment results, 2) results of discontinued operations,
and 3) in 1999, the cummulative effect of adopting Statement of Position 97-3, “Accounting by Insurance and Other Enterprises for Insurance-
Related Assessments.” For more information regarding the effect of adopting accounting pronouncements, see Note 2(B) in the Notes to the
Financial Statements. Operating income is the measure of profitability used by CIGNA in evaluating segment results. It excludes the effects of
realized gains and losses attributable to CIGNA's investment portfolio to present the underlying results of operations of CIGNA's businesses.
Operating income is not determined in accordance with generally accepted accounting principles (GAAP) and should not be viewed as a substitute
for net income determined in accordance with GAAP. Other companies may define operating income differently than does CIGNA.

As discussed in Note 3, CIGNA sold its domestic and international property and casualty business in 1999 and reported this business as
discontinued operations.
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2001 was a challenging year for investors,
America and CIGNA. The economy and
capital markets clearly had an impact on
customers who purchase our employee
benefits products and services. Additionally,
the events of September 11 shook the
confidence of our nation. Thankfully no
CIGNA employee lives were lost, but those
events did impact our extended families,
brokers and customers.

While these factors affected our company,
they did not weaken the strong market
positions of any of our employee benefits
businesses. In fact, each of our businesses
emerged from 2001 stronger than ever.
And we made significant strides in 2001 in
terms of enhancing our value proposition
and our technology and service
capabilities. The actions we took during
the year will prove positive for customers
and shareholders alike for years to come.

Our financial results in 2001 reflect continued
execution of our employee benefits strategy
and effective deployment of capital. We
invested in key strategic initiatives during the
year and grew operating earnings per share,
excluding certain nonrecurring items", to
$7.22 per share from $6.84 per share in 2000.

We continued to return excess capital to our
shareholders by repurchasing $1.1 billion of
CIGNA stock and we paid $190 million in
dividends. Our capital position at year-end
remained strong. We also improved our
return on equity® from just over 19 percent
to over 20 percent. In addition, our five year
annualized total return to shareholders was
17 percent, outpacing the S&P 500 Index
return of 11 percent.

Despite these achievements, we were
disappointed in our stock’s performance in
2001 and the rate of growth in our employee
benefits businesses. We believe that a number
of business-unit specific and company-wide
initiatives that were advanced during the year
will help us drive future growth by
strengthening our value proposition with
customers and increasing productivity and
cost effectiveness.

2007 SEGIAENT RESULTS

Operating income" for our Employee Health
Care, Life and Disability Benefits segment
increased to $830 million from $762 million
in 2000. The 9 percent increase reflects strong
performance in our medical indemnity
business and improved results in our health
care specialty and disability businesses. These
improvements were offset in part by increased
medical costs in the full-risk commercial
HMO business. Our health care enrollment,
excluding Medicare, grew 1 percent in 2001,
which was slower than the industry-leading

8 percent growth rate we achieved in 2000.

In spite of the medical cost and enrollment
growth challenges, we still expanded our
profit margin in this segment.

OPERATING EARNINGS PER SHARE"
s1e

Our Employee Retirement Benefits and
Investment Services segment, which operates
in the defined contribution and defined
benefit pension markets, saw operating
income decline to $224 million from $257
million in 2000 due to a decline in equity
markets. While assets under management at
year-end were essentially flat compared with
$55 billion at year-end 2000, the drop in
average equity values during the year reduced
our fee income. Given the volatile capital
markets, these results were strong from a
competitive perspective. And we continue
to invest in new capabilities in this business,
laying the foundation for future growth.

Operating income for our International Life,
Health and Employee Benefits segment was
$60 million, up from $48 million in 2000.
The strong results reflect growth in our life
and group benefits operations and good
results in our expatriate health care business.
We continue to explore new opportunities in
selected markets while growing our existing
expatriate health care business and niche life,
accident and health operations.

CUSTOMERS FIRST

We are commiitted to continually improving
customer service in all of our employee
benefits businesses. We are determined to
build service capabilities that further
differentiate CIGNA from its competitors.

One significant effort in CIGNA HealthCare,
which we call Transformation, focuses on
redesigning, streamlining and consolidating
business processes and systems platforms.
The net effect will be new and more flexible
products, enhanced service capabilities,
improved productivity and lower

expense ratios.

In January 2002 we had 3.5 million health
care members on new service and technology
platforms. In general, the initial customer
experience has been positive, and key service
metrics are improving. While we still have
work to do with respect to completing this
critical initiative, we are pleased with the
progress to date.

In CIGNA HealthCare, we are equipping
members with tools and programs to better
manage their health needs and chronic
illnesses: a 24-hour health information line,
Internet-based medical information and self-
service, mail order pharmacy services and
access to alternative medicine providers.

We are also providing employers with more
flexible plan designs and more product
options, including a new open-access HMO
product introduced in mid-2001 and a new
health savings account product. Indeed, our
broad product portfolio and flexible funding
options continue to differentiate CIGNA
HealthCare from much of the competition.

As we focus on enhancing service, we have
maintained our commitment to quality.
We are proud of the fact that 100 percent
of CIGNA's health plans have been reviewed
by the National Committee for Quality
Assurance and that more than 90 percent
have achieved a rating of commendable

or higher. CIGNA also plays a leading role
in the Coalition for Affordable Quality
Healthcare, a group of industry leaders
dedicated to quality improvement,
administrative simplification and easier
access to care.
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Recent national surveys have recognized
CIGNA Retirement & Investment Services as a
leader in both plan sponsor and participant
satisfaction. Pensions & Investments ranked
CIGNA first in client satisfaction among large
401(k) providers in 2001 and first among
Taft-Hartley (union) defined contribution
plan providers. Plan Sponsor's annual client
satisfaction survey indicated that CIGNA

was “superior to work with.”

CIGNA Retirement & Investment Services
continues to focus on further enhancing
customer service. The division strengthened
and expanded its suite of investment

options for plan participants and many of

its institutional funds earned top ratings

from Morningstar. We also strengthened

our relatively new TimesSquare Capital
Management unit, bolstering its fixed-income
investment capabilities and premier small-cap
equity investment team.

The Internet has also proved to be a useful
device in helping retirement plan participants
educate themselves, get answers to financial
questions, perform transactions and gain
immediate online access to their retirement
plans and brokerage accounts. In fact,
CIGNA Retirement & Investment Services was
recognized by InfoWorld as one of the top

100 organizations exemplifying innovative
technology on the basis of CIGNA's
AnswerNet®site for plan participants.

In CIGNA Group Insurance, consumer
satisfaction metrics are improved and a new
market manager organization gives improved
service to customers by providing a focal
point for account management and overall
results. The unit’s online disability claims
inquiry system provides customers with
immediate access to policy information, claim
status and answers to their employees’

CUMULATIVE TOTAL RETURM {1997-2001)"
BASED ON INVESTING S100 OK 12-29-96

$138
$aP 500 CIAMAGED CARE/

5220 sles LIFE/HEALTH INSURANCE INDEXES 1

CGNA S&P 500 DL

\ Q

questions. The division has also developed
and introduced new disability, life and
accident product offerings for the mid-sized
employer market.

RETURN ON EQUITY®
25%

20%

15%

10%

5%

1997 1998 1999 2000 2001

CIGNA International and a medical
management and security assistance provider,
International SOS, unveiled a unique new
service that provides expatriate employees
and their families instant access to a global
network of physicians and care facilities via
the Internet and multilingual telephone
access. This marriage of online and on-call
capability is intended to enhance the
experience of employees and their families
living abroad and will be rolled out

during 2002.

PRODUCTIVITY IMPROVEMENTS AND
COST MANAGEMENT

Medical cost inflation is one of the top issues
facing employers and consumers today.
While our experience here has been on a par
with or better than most of our competitors,
we are committed to continuous
improvement in our management of medical
costs and our own administrative costs.

In response to double-digit medical cost
increases, we have redoubled our efforts in
the medical cost management area. To
manage medical costs, we have begun using
predictive modeling tools and have developed
specific action plans to help employers and
consumers better control the cost of certain
diagnostic procedures and outpatient services.
In addition, we are working with employers,
consumers and physicians to increase generic
drug substitution where the generic choice is
equivalent to the brand alternative,

We also continue to expand our award-
winning disease management programs.
Cited by the Disease Management Association
of America for being “a leader” in this field,
CIGNA HealthCare provides educational
materials, self-management tools and
support to members with chronic conditions
(and those at risk of contracting chronic
conditions) like diabetes, heart disease,
asthma or lower back pain. This preventive
approach has proved to enhance the

quality of life for members and reduce
health care costs.

STRATEGY AND OUTLOQK

2002 marks the twentieth anniversary of
CIGNA's formation, resulting from the
merger of Connecticut General and Insurance
Company of North America. Over the past
two decades, we have transformed this
company from a large multi-line insurer to

a focused and leading provider of employee
benefits with a solid record of performance.

Looking ahead, we are confident of our
strategy, the company’s overall market
position, and our prospects for profitable
growth. As the economy improves and
our key strategic initiatives take hold,

we see increasing opportunity for strong
performance. AsIlook at what CIGNA is
and what it can be, my excitement about
our future has never been greater.

CIGNA's strategic goal is to be the leading
and most profitable provider of employee
benefits in the United States and selected
international markets. Our comprehensive
portfolio of flexible, choice-oriented health
care, disability, life and accident products
and retirement benefits clearly differentiate
us in the marketplace, and positions us to
achieve this goal.

Despite a challenging year, the CIGNA
franchise is strong, and the future is bright for
our customers, employees, and shareholders.

A

H. Edward Hanway
Chairman and Chief Executive Officer

(1) Operating income is defined as net income excluding after-tax realized investment results, the results of discontinued operations and, in 1999, the cumulative effect of an accounting change. Operating income, as
presented in this letter, also excludes certain after-tax nonrecurring items.

For further information about nonrecurring items related to 2001, 2000 and 1999, see pages 17-19 of this Annual Report. Operating income for 1998 excludes a $202 million after-tax gain on the sale of CIGNA's
individual life insurance and annuity business. Operating income for 1997 excludes an $80 million after-tax charge associated with the acquisition of Healthsource, Inc., and the health care cost-reduction initiatives.

All earnings per share amounts are on a diluted basis.

(2) Return on equity is calculated by dividing operating income, excluding the nonrecurring items discussed above, by average shareholders’ equity.

(3) Assumes all dividends were reinvested.

(4) Weighted average of S&P Managed Care (75%) and Life/Health Insurance (25%) Indexes.
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CUGKA REALTHCARE offers one of the broadest
portfolios of group medical, dental, behavioral
and pharmacy products and services in the
industry, as well as a full range of funding and
plan design options. With offerings in all 50
states, the District of Columbia and Puerto Rico,
the organization is one of the nation’s leading
employee benefits providers.

LIVES COVERED™* an miuions)

Medical HMO 7.0
Medical Indemnity 7.4
PPO 5.8
Other 1.6
Behavioral Care 13.6
Dental HMO 2.8
Dental Indemnity 10.6
PPO 5.8
Other 4.8
(1N FILLIONS)
PREFAIURAS AND FEES $ 12,086
PREARIUM EQUIVALENTS 20,230
Adjusted Premiums and Fees  § 32,316
BUSINESS RAlX

Adjusted Premiums and Fees

WEALTH INDZRINITY (FUDICAL AXD DENTAL) 55%

)
A N
=77 MANAGED MEDICAL
/" AND DENTAL 43%

LIFE 2%

PRODUCTS AND SERVICES

e Medical: HMO, point of service, preferred
provider organization (PPO), open access,
indemnity plans

¢ Dental: HMO, PPO, indemnity plans

Behavioral: mental health, substance abuse,

employee assistance programs

e Pharmacy: tiered benefit designs with a
range of formulary plans; CIGNA Tel-Drug
mail-order and online pharmacy

e Care Management: health care, disability and
transplant management; disease management;
demand management

* Includes emplovees and dependents under guaranteed cost,
retrospectively experience-rated and alternative funding
arangements. Participants in more than one category are included
in each of the appropriate categories shown above, and medical
imdemnity and dental btdernnity ainounts are estimated.

“At FedEx Express, we believe in doing
things right the first time,” says Kay Carter,
managing director of employee benefits.
“So does CIGNA.”

That's why FedEx Express chose CIGNA to
administer its first managed care program
in 1993. “And it's why we chose them
over competitors three more times, as we
expanded across the country,” she says.

Kay also relies on her CIGNA account
management team to stay on top of
developments in the health care industry.

“They're always looking for ways to keep

FedEx Express ahead of the curve,” she says.

A prime example: care management
programs targeted to employees diagnosed
with, or at risk for, specific diseases

or injuries.

“These programs improve care and quality
of life for those with serious medical
conditions while saving money for
employers,” explains Denise Tavcar,
CIGNA HealthCare vice president and

national account executive. “We ran an
18-month pilot, focusing on lower back
care, at no charge, to demonstrate the
benefits. Now FedEx Express has added
care management programs for cardiac
care, asthma and diabetes.”

No one is more aware of the benefits

of care management than Anita Chu, an
accounting coordinator for FedEx Express.
Her husband, David, experienced kidney
failure in March 2000, as a result of
uncontrolled diabetes and high blood
pressure. CIGNA assigned a care manager
to oversee David’s care as soon as the
diagnosis was made.

“Our CIGNA care manager is really there
for us, even visiting us in the hospital,”
Anita relates, “She referred us to a center
of excellence for kidney transplants and
helped get David on the waiting list. If I
don’t call her at least weekly, she calls me.”

“We know we're a demanding customer,”
says Kay Carter, “but CIGNA’s culture is
well attuned to ours. We're both in this
relationship for the long term.”

With its innovative care management progrems
helping thousends stay well or get well, CIGNA
HealthCare is on o mission o deliver “better solutions
for your healif™.” 1ts breadth and depth of health
care products and services are answering the call

for more personal and afferdeble choices in

health care benefits.




“HOW FEDEX EXPRESS HAS ADDED
CARE MANAGEIMENT PROGRAMS
FCR CARDIAC CARE, ASTHRAA

AND DIABETES.”

Denise Tovers

Wice Presiden:

Natleng] Accovns Exccviive
TENA Keslihlore

O

“QUR CIGNA CARE MANAGER S
REALLY THERE FOI US, BVEN
VISITING US I¥ THE KOSPIAL”

Anita Che
Accounting Coordinater
Fedix Express

Koy Carter
Henaging Diractor, Employee Benefis
Fedx Express




CIGNA INTERNATIONAL, with operations in Europe,
Latin America and Asia Pacific, provides health
care, medical care management services and
defined contribution pension products to the
workplace and consumer markets, and life,
accident and health insurance to individuals.
The organization also is a leading supplier

of specialized health care and insurance benefits
to expatriate employees of multinational
companies on international assignments.

PREMIUMS AND FEES um mnuons) $ 788
BUSINESS RlX
Premiums and Fees
LIFE, ACCIDENT, MEALTH AND OTHIR 43%
4\
HEALTH CARE 57%

PRODUCTS AND SERVICES

o Life, accident and health insurance: group and

individual term life plans; supplemental health

insurance such as cancer, dread disease and

hospital cash

Expatriate medical, dental and vision

coverages; life insurance; long-term disability

Health care: private medical insurance (PMI)

and top-up PMI; ancillary products such as

dental, pharmacy and vision

o Retirement and investment services, including
defined contribution pension plans

o

o

“With CIGNA, I'm confident I'll always
have access to the best care and service.”
That'’s how Jose De la Cruz, a business
development associate for Coca-Cola
International, feels about his company’s
health plan.

Health care is an important part of

every benefits package. But, to expatriate
employees like Jose, a Spanish national
now living in the United Kingdom, quality
coverage is critical.

“I travel a lot in my job,” he explains. “It's
comforting to know I'll be well taken care
of wherever I go.”

Jose’s certainty comes from personal
experience. Commenting on his recent
knee surgery, he says he was “very pleased
with CIGNA'’s responsiveness. I made

one phone call the day of the operation,
minutes before going to the operating
theater. Their representative contacted
the hospital’s administration immediately,
so I got in and out without delay.”

CIGNA has made life easier for Coca-Cola
International’s benefits staff, as well.
Previously, the company had a variety

of plans for its multinational work force.

Now, one CIGNA plan provides uniform
medical, dental and emergency assistance

benefits to the company’s 507 expatriate
employees and dependents where they
work or travel around the world.

“With this pan-European plan, we've
reduced their administrative burden,” says
Teresa Rogers, senior account manager for
CIGNA International. “They appreciate
our broad coverages and personal service.”

CIGNA covers U.S. and European
expatriates within the company’s European
program. So the plan needs to be flexible
enough to be able to accommodate both
employee groups, whose medical and
dental provisions are radically different.

“We were impressed by their plan design
and the quality of their people and
processes,” says Tina Foreman, Coca-Cola
International’s European compensation
and benefits manager. “In my experience,
CIGNA probably has one of the best
claims centers in all of Europe.”

In addition, “they’re always looking for
ways to improve their coverages,” she says.
“And they've gone out of their way to
serve our needs. For example, when some
of our employees expressed concern about
the after-effects of the Chernobyl nuclear
fallout, CIGNA provided cancer screenings
for them. They really try to look after us
in every possible way.”

Exputriate health and insurance benefits is one of
CIGNA's fastes? growing international businesses,
covering employees on foreign assignments from
more than 700 multinationel companies based in the
Americas, furope and Asia Pacilic, I's been growing
al 30 percent annually over the lost five years, based
on 24/7 live multilingual cvstomer service, Web
fechnology, rapid daims reimbursement and an
experienced, globally focused staff.
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CIGNA GROUP INSURANCE is among the top three
U.S. providers for group disability, life and
accident coverage. The crganization is a leader
in group short- and long-term disability
insurance with a wide range of disability
management solutions that focus on returning
employees to a productive work life as quickly
and safely as possible. It also is a leading provider
of group term life and group universal life, and
is one of the largest providers of group accident
insurance, including voluntary accident and
business travel accident insurance.

PREARIUGAS AND FEES x miLuions) $ 1,880
BUSINESS AIX
Premiums and Fees
LFE 51%
DISABILITY
< %

omIR /

HEALTH 5%
ACCIDENT 11%

PRODUCTS AND SERVICES

o Short- and long-term disability management

o Return-to-work consulting

o Integration with CIGNA HealthCare and
workers' compensation

o Family and Medical Leave Act management

o Term life insurance

o Group universal life insurance

e Basic accident insurance

o Voluntary accident insurance

 Business travel accident insurance

At Electronic Data Systems (EDS), a
leading worldwide information technology
services company, employee benefits
support business strategy.

“We want to offer benefits that are
perceived as valuable,” explains Paul
Landry, disability and life services manager
for EDS. “That helps us attract and retain
the talent we need - and lets our employees
focus on serving customers, instead of
worrying about their security.”

And CIGNA, he adds, “has provided the
right resources and expertise to design
and deliver plans in ways that are most
beneficial to our people.”

For example, Paul points to CIGNA's
recommendation to replace EDS’ term life
insurance plan with a group universal life,
or GUL, program.

“GUL is more flexible than term life,” notes
Matt Krebs, account manager for CIGNA
Group Insurance. “It offers tax-advantaged
savings in addition to life insurance.”

Similarly, CIGNA enhances the value of
EDS’ business travel and personal accident

plans by adding emergency medical aid
through Worldwide Assistance Service.

“It’s good to know someone will help
you if you have an emergency,” says
Cathy Ridley, EDS benefits case manager,
“especially if you've suffered a serious
illness or injury when traveling away
from home.”

She cites the case of one EDS employee
who, along with his son, sustained
life-threatening burns when their hot

air balloon caught fire and crashed in
Kenya. Working with CIGNA, Worldwide
Assistance dispatched a private jet,

along with a doctor, nurse and medical
equipment, from Paris to Nairobi. From
there, the badly burned victims were
airlifted to Dallas for appropriate treatment.
Both victims have recovered.

“Qur job is to make things easier for the
employers we do business with, while
providing their employees with the
protection and peace of mind they need,”
Matt Krebs concludes. “That way,
everybody can focus on what they do best.”

Ditferentiating life and accident benefits through
customer service is @ key growth priority for CIGHA
Group [nsurance. The [ife and acdident insurance
business is expected to grow as employers enrich
their benefits offerings by providing empleyees with
the eppertunity to purchase life and accident insurance
protection through the workplace. By providing
worry-free service to employees, CIGNA enables
employers te focws on other strategic benefit issves
lilte health care and retirement security.
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CIGHA RETIRERENT & INVESTIENT SERVICES is one

of the nation’s leading asset management and
retirement services firms. The organization
offers defined benefit, defined contribution

and non-qualified plans, either on a stand-alone
basis or as part of a complete retirement solution
customized to the needs of plan sponsors and
tailored to the needs of plan participants.

ASSETS UNDER MANAGERMENT g miuons)

ISTITUTIONAL THIRD
PARTY ADVISCRY $16,830

$ 91,354

CIGNA 7
EVPLOYEE
BENEFITS
PORTFOLIOS
§19,447

WORIPLACE FINANCIAL
SOLUTIONS™ $55,077

PRODUCTS AND SERVICES

Workplace Financial Solutions™

o Defined contribution, defined benefit
and non-qualified plans

o Best-in-class investments

o Comprehensive advisory services

o Targeted education and communication

o Simple, hassle-free administration

Investment Management

o U.S. and international fixed income, U.S.
equity real estate, U.S. small- and mid-cap
equity, U.S. indexed equity and stable
value investments

o Commercial mortgage origination

and investing

Asset-backed securities

°

After a series of acquisitions created

a five-fold increase in its workforce,

Atlas Copco North America wanted to
harmonize retirement benefits to reduce
costs, simplify administration and remove
obstacles to internal mobility within

its companies.

At the same time, the holding company
wanted its subsidiaries — Atlas Copco,
Milwaukee Electric Tool, Rental Service
Corporation and Chicago Pneumatic -

to retain their individual brand identities.

“We needed a provider that would
understand the complexities of our
corporate culture and customize products
accordingly,” says Chris Heap, director of
human resources for Atlas Copco North
America. “We also wanted the highest
levels of service. We chose CIGNA.”

Chiris says that CIGNA provided a
complete outsourcing solution and
“did a terrific job customizing our
enroliment materials to each company.
Employee feedback has been
overwhelmingly positive.”

Alfred Anaya, general manager of a Rental
Service Corporation store in Albuquerque,
New Mexico, is one of many employees
who feels good about having CIGNA.

“During the enrollment meeting, they
described the choices and quality of the
various investment options and showed
us we're in control. That’s what sold me,”
Alfred says.

He's also pleased with service after the
fact - in particular, with how easy it was to
take out a loan, noting, “On a scale of one
to ten, I give CIGNA a ten for service.”

“Customizing retirement solutions is
what we do better than anyone else,” says
Ron Morris, account compliance advisor
for CIGNA Retirement & Investment
Services, adding, “Atlas Copco was so
happy with their new 401(k) plan, they
awarded us another contract to administer
their defined benefit plan and to design

a non-qualified compensation plan for
their senior executives. Today, we provide
integration and customization across all
Atlas Copco’s retirement programs.”

“I look forward to continuing our
partnership with CIGNA as we add new
plans, features and services down the
line,” Chris concludes. “I know the word
‘partnership’ is often overused but, in
this case, it says it all.”

In teday’s retirement marked, employees are seeking
quality and choice in their invesiment oplions, while
employers are loolking for benefits programs that help
them efiracd and refain fop Jelent. CIGNA Retirement
& Investment Services is leading the pucl in addressing
these challenges by delivering complete retirement
planning selutions - customized 1o the needs of plan
spensors and tuilored fo the expeciations and financial
goals of individval plan perticipants.
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“CUSTORAZING RETIREMENT
SOLUTIQNS IS WHAT WE DO
BETTER THAN ANYONE ELSE.”
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Ron Maorrls
Complizmee Advisor
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[Menagement’s Discussion and Anslysis of Finende] Condition and Results of Operations

JNDEX CONSOLIDATED RESULTS OF CONTINUING CPERATIONS
17  Consolidated Results of Continuing Operations (n millions)

Financial Summary 2001 2000 1999
18 Other Matters -

Premiums and fees $ 15,367  $16,328 $ 15,029
21 Employee Health Care, Life and Disability Benefits Net investment income 2,843 2,942 2,959

. . Other revenues 1,080 717 730
23 Employee Retirement Benefits and Investinent Services Realized investment gains (losses) (175) 7 8
23 International Life, Health and Employee Benefits Total revenues 19,118 19,994 18,726
. Benefits and expenses 17,618 18,497 17,507

25 Other Operations

Income before taxes 1,497 1,497 1,219
26 Corporate Income taxes 508 510 520

. . . Income from continuing
26  Discontinued Property and Casualty Operations operations ) 987 699
s g ; Less realized investment gains

26  Liquidity and Capital Resources (losses), net of taxes (112) 4 4
28 Investient Assets Operating income $ 1,101 $ 983 § 695
30  Market Risk of Financial Instruments Operating Income
32  Cautionary Statement

CIGNA focuses on “operating income” to evaluate segment
results. Operating income is defined as net income excluding
after-tax realized investment results and, in 1999, also
excluding the results of discontinued operations and the
cumnulative effect of adopting Statement of Position (SOP) 97-3
(see Note 2(B) to the Financial Statements). Since operating
income excludes the effects of realized gains and losses
attributable to CIGNA’s investment portfolio, management
believes it presents the underlying results of operations of
CIGNA'’s businesses. Operating income is not determined in
accordance with generally accepted accounting principles
(GAAP) and should not be viewed as a substitute for net income
determined in accordance with GAAP. Other companies may
define operating income differently than does CIGNA.

The following table presents operating income, as defined
above, adjusted for certain nonrecurring items. These
nonrecurring items are attributable to special circumstances not
associated with normal operations. These items are identified
in the table below and are further discussed on pages 18-19
under “Other Matters.” Management believes that results
excluding these items, defined as adjusted operating income,
represent an appropriate basis to assess the results of operations
of CIGNA’s businesses.

(In millions) 2001 2000 1999
Operating income $ 1,101 § 983 § 695
Restructuring and integration costs 62 — 10
Accelerated recognition of portion

of deferred gain on sale of life

reinsurance business 69) — —
Gains on sales of interests in

Japanese life insurance operation (35) — (43)
Charges from the events of

September 11, 2001 25 — —
Charges for the run-off

reinsurance business — 127 —
Charge related to certain

Brazilian investments — — 400
Adjusted operating income S 1,084 § 1,110 § 1,062
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Adjusted operating income decreased 2% in 2001 primarily

due to lower results in Corporate, Other Operations and the
Employee Retirement Benefits and Investment Services
segment. These declines were partially offset by increased
adjusted operating income in the Employee Heaith Care, Life
and Disability Benefits segment and, to a lesser extent,
improved results in the International Life, Health and Employee
Benefits segment.

The 5% increase in adjusted operating income in 2000 reflects
improved operating results in CIGNA’s Employee Health Care,
Life and Disability Benefits segment and the International Life,
Health and Employee Benefits segment. These improvements
were partially offset by: :

e lower earnings from the reinsurance business (a portion of
which was sold in 2000 with the remaining reinsurance
business placed in run-off); and

o lower parent company investment income, recorded in
Corporate, as proceeds from the 1999 sale of the
property and casualty business were used primarily for
share repurchase.

Realized Investtment Results

The decline in realized investment results in 2001 reflects

higher losses from asset write-downs on fixed maturities.

These losses include $129 million pre-tax ($84 million after-tax)
for investments in collateralized debt obligations, which are
secured by pools of corporate debt obligations. Further
information regarding collateralized debt obligations is presented
on page 29. The decline also reflects losses of $22 million
pre-tax ($14 million after-tax) for investments in securities of
Enron Corporation.

After-tax realized investment results in 2000 reflect higher gains
on sales of equity securities and real estate, offset by higher
impairment losses on fixed maturities and losses on sales of
fixed maturities (compared with gains in 1999).

For additional information, see Note 8(B) to the Financial
Statements.

Revenues

Consolidated revenues, excluding realized investment results,
were $19.3 billion in 2001, $20.0 billion in 2000 and $18.7
billion in 1999. The decline in 2001 consolidated revenues is
primarily attributed to the following:

e the reduction of revenues in the International Life,
Health and Employee Benefits segment resulting from the
deconsolidation of the Japanese life insurance operation
(see further discussion below in “Other Matters”); and

e CIGNA’s exit from all but two Medicare markets in the
Employee Health Care, Life and Disability Benefits segment.

Excluding the effects of the Japanese life insurance operation
and CIGNA’s Medicare business, consolidated revenues
increased 6% in 2001. This increase is primarily due to growth
in the Employee Health Care, Life and Disability Benefits
segment resulting from Health Maintenance Organization

(HMO) and medical indemnity rate increases and
membership growth.

The increase in consolidated revenues in 2000 is largely the
result of growth in two segments. The Employee Health Care,
Life and Disability Benefits segment had higher revenues due to
HMO and medical indemnity rate increases and membership
growth. The International Life, Health and Employee Benefits
segment had higher revenues due primarily to growth in the
life insurance operation.

Outlook for 2002

Subject to the factors noted in the cautionary statement

on page 32, management expects full year adjusted operating
income to improve slightly in 2002 compared to 2001
adjusted operating income of $1.1 billion, which excludes
the nonrecurring items (presented in the table on page 17)
and goodwill amortization (see Note 2(B) to the Financial
Statements).

CVHER FATIER

Restructuring Program

In the fourth quarter of 2001, CIGNA adopted a restructuring
program primarily to consolidate existing health service centers
into regional service centers. As a result, CIGNA recognized in
operating expenses a pre-tax charge of $96 million (562 million
after-tax) in the Employee Health Care, Life and Disability
Benefits segment. The pre-tax charge consisted of $48 million
of severance costs (331 million after-tax) and $48 million in
real estate costs (331 million after-tax) related to vacating
certain locations.

The severance charge reflected the expected reduction of
approximately 3,100 employees. In the fourth quarter of 2001,
436 employees were terminated under the program. As a result
of the consolidation of health service centers, CIGNA expects
to hire approximately 1,100 employees, thereby resulting in a
net reduction of approximately 2,000 employees under this
program. The real estate charges consisted of $37 million
pre-tax related to vacating leased facilities, which are cash
obligations pertaining to non-cancelable lease obligations and
lease termination penalties. The charge also included $11
million pre-tax of non-cash asset write-downs. As of December
31, 2001, CIGNA paid $6 million related to severance and
vacating leased facilities under this program.

CIGNA expects this restructuring program to be substantially
completed during 2002. Cash outlays under this program are
not expected to have a significant effect on CIGNA's liquidity.
The program is expected to result in net annual after-tax
savings of $45-$55 million, reflecting the elimination of salary
costs for terminated employees and lower facility costs, partially
offset by salary costs for new employees in the regional service
centers and higher expenses associated with technology
improvement initiatives. CIGNA expects savings from the
program to be fully realized beginning in 2003. As a result

of additional technology enhancement expenses and other
expenses associated with the restructuring program, CIGNA
does not expect to achieve significant savings in 2002.




The table below indicates CIGNA’s restructuring activity
(pre-tax) for this program:

Severamce

No. of Real Total
(Dollars in millions) Employees Cost [Estate Charge
Fourth quarter 2001 charge 3100 $ 483 S 48 $ 96

Fourth quarter reductions:
Employees (436) (8) (5)
Lease costs (L (L
Asset write-downs (11) (1)

Balance as of

December 31, 2001 2664 $ 43 § 36 $ 79

Events of September 11, 2001

As a result of claims arising from the events of September 11,
2001, CIGNA recorded after-tax charges of $25 million in 2001.
These charges, which are net of reinsurance, primarily related to
life, accident and disability claims and, to a lesser extent, higher
utilization of managed behavioral health services. These
charges were reported by segment as follows: Employee Health
Care, Life and Disability Benefits, $20 million; Employee
Retirement Benefits and Investment Services, $3 million; and
Other Operations, $2 million.

Acquisitions and Dispositions

CIGNA's priorities for use of capital are internal growth,
acquisitions and share repurchase. CIGNA conducts regular
strategic and financial reviews of its businesses to ensure that
capital is used effectively. As a result of these reviews, CIGNA
may acquire or dispose of assets, subsidiaries or lines of
business. Significant transactions for 2001, 2000 and 1999
are described below.

Sales of interests in Japanese life insurance operation. CIGNA
sold portions of its interest in its Japanese life insurance
operation to Yasuda Fire & Marine Insurance Company Ltd.
(Yasuda) in April 1999 and January 2001. CIGNA sold its
remaining interest in this operation to Yasuda in November
2001. See the International Life, Health and Employee Benefits
section on page 24 for further discussion.

Sale of portions of U.S. life reinsurance business. As of

June 1, 2000, CIGNA sold its U.S. individual life, group life

and accidental death reinsurance business for cash proceeds of
approximately $170 million. The sale generated an after-tax
gain of approximately $85 million, but recognition of that gain
was deferred because the sale was structured as an indemnity
reinsurance arrangement.

During 2001, the acquirer entered into agreements with most
of the reinsured parties, relieving CIGNA of any remaining
obligations to those parties. As a result, CIGNA accelerated the
recognition of $69 million after-tax of the deferred gain in
2001. Excluding the accelerated gain recognition, CIGNA also
recognized $9 million after-tax of the deferred gain in Other
Operations in 2001, compared with $7 million after-tax in
2000. The remaining deferred gain as of December 31, 2001,
was approximately $3 million after-tax.

Management’s Discussion and Analysis

CIGNA has placed its remaining reinsurance businesses
(including its accident, domestic health, international life and
health, and specialty life reinsurance businesses) into run-off
and stopped underwriting new reinsurance business. As
discussed in Other Operations on page 25, CIGNA recorded
after-tax charges totaling $127 million in 2000 principally for
the run-off specialty life and accident reinsurance contracts.

Sale of property and casualty business. On July 2, 1999,
CIGNA sold its domestic and international property and
casualty business to ACE Limited for cash proceeds of $3.45
billion. The after-tax gain on the sale was $1.2 billion.
CIGNA reported this business as discontinued operations.

Brazilian investiments. In 1999, CIGNA recognized an
after-tax charge of $400 million attributable to certain
Brazilian investments. See page 24 for more information
about these investments.

Significant Accounting Policies

The following is an explanation of CIGNA's accounting policies
considered most significant by management. These accounting
policies inherently require estimation and actual results could
differ from those estimates. Also, changes in CIGNA's financial
and operating environment could influence the accounting
estimates that support CIGNA’s financial statements. CIGNA
does not expect that changes in the estimates determined
under these policies would have a material effect on CIGNA’s
consolidated financial condition or liquidity, although changes
could have a material effect on its consolidated results

of operations.

Investinents are primarily recorded at fair value based on
quoted market prices, or estimated using discounted cash flow
analyses when market prices are not available, such as for
private placement bonds, which comprise 27% of investments.
CIGNA's mortgage loan investments, however, which comprise
26% of CIGNA’s investments at December 31, 2001, are
recorded at unpaid principal balances net of valuation reserves,
which are based on the fair value of the underlying collateral
using internal or external appraisals. If events or circumstances
change, the assumptions used to assess fair value could be
affected and the amount of CIGNA’s valuation reserves could
require adjustment.

Reinsurance recoverables are amounts due from reinsurers

and comprise 8% of CIGNA’s total assets at December 31, 2001.
Amounts recorded are net of allowances established for
amounts owed to CIGNA under reinsurance contracts that
management believes will not be received. Failure of reinsurers
to indemnify CIGNA due to insolvencies or disputes could
result in uncollectible amounts and losses to CIGNA.

Unpaid claims and claim expenses comprise 5% of CIGNA's
total liabilities at December 31, 2001. This obligation is an
estimate for both reported claims not yet paid, and claims
incurred but not yet reported. CIGNA determines this liability
based on prior experience, product mix, the expected effects of
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inflation and other social and economic factors. If actual
results differ from these assumptions, the amount of CIGNA's
recorded liability could require adjustment.

Future policy benefits comprise 12% of CIGNA's total liabilities
at December 31, 2001. These liabilities predominantly relate

to CIGNA's life and disability insurance products and guaranteed
cost annuity contracts. These liabilities are estimated using
actuarial methods based on assumptions about premiums,
interest yields, investment returns, expenses, mortality,
morbidity, withdrawals and, for specialty life reinsurance
contracts that guarantee a minimum death benefit based on
variable annuity account values, equity market returns and

the volatility of the underlying equity and bond mutual fund
investments. If actual results differ from these assumptions, the
amount of CIGNA'’s recorded liability could require adjustment.

Summary. See Note 2 to the Financial Statements for further
information on key accounting policies that impact CIGNA.

Regulatory and Industry Developments

CIGNA's businesses are subject to a changing social, economic,
legal, legislative and regulatory environment. Some current
issues that may affect CIGNA's businesses include:

o initiatives to increase health care regulation;
« efforts to expand tort liability of health plans;

e class action lawsuits targeting health care companies,
including CIGNA;

< initiatives to restrict insurance pricing and the application of
underwriting standards; and

o efforts to revise federal tax laws.

Health care regulation. Federal and state legislatures,
administrative agencies and courts continue efforts to

increase regulation of the health care industry and change its
operational practices. Regulatory and operational changes
could have an adverse effect on CIGNA's health care operations
if they reduce marketplace competition and innovation or
result in increased medical or administrative costs without
improving the quality of care. Debate at the federal level over
“managed care reform” and “patients’ bill of rights” legislation
is expected to continue.

In 2001, the U.S. Senate and House of Representatives passed
different versions of “patients’ bill of rights” legislation.
Congress will attempt to reconcile the two bills in a conference
committee. Although both bills provide for independent
review of decisions regarding medical care, the bills differ on
the circumstances under which lawsuits may be brought against
managed care organizations and the scope of their liability.

Final privacy regulations under the Health Insurance Portability
and Accountability Act of 1996 became effective in April 2001.
The regulations cover all aspects of the health care delivery
system, and address the use and disclosure of individually
identifiable health care information. Compliance with the
privacy regulations is required by April 2003. CIGNA expects

to undertake significant systems enhancements, training and
administrative efforts to satisfy these requirements.

Other possible regulatory changes that could have an adverse
effect on CIGNA's health care operations include:

o additional mandated benefits or services that increase costs
without improving the quality of care;

o mnarrowing of the Employee Retirement Income Security
Act of 1974 (ERISA) preemption of state laws;

o changes in ERISA regulations resulting in increased
administrative burdens and costs;

o additional restrictions on the use of prescription drug
formularies;

o additional privacy legislation and regulations that interfere
with the proper use of medical information for research,
coordination of medical care and disease management;

o additional rules establishing the time periods for payment of
health care provider claims that vary from state to state; and

o legislation that would exempt independent physicians from
antitrust laws.

The health care industry is under increasing scrutiny by various
state and federal government agencies and may be subject to
government efforts to bring criminal actions in circumstances
that would previously have given rise only to civil or
administrative proceedings.

Litigation and other legal matters. CIGNA and several health
care industry competitors are defendants in proposed federal _
and state class action lawsuits. The federal lawsuits allege
violations under the Racketeer Influenced and Corrupt
Organizations Act and ERISA. A class has been certified in an
Illinois state court lawsuit against CIGNA in which health care
providers allege breach of contract and seek increased
reimbursements. In addition, CIGNA is routinely involved in
numerous lawsuits arising, for the most part, in the ordinary
course of the business of administering and insuring employee
benefit programs.

The Department of Justice and Office of Inspector General are
investigating a subsidiary of CIGNA regarding Medicare cost
reporting practices for the years 1990 through 1999. Medicare
cost reports form the basis for reimbursements to the CIGNA
subsidiary by the Centers for Medicare and Medicaid Services
for Medicare covered services the subsidiary provides to eligible
individuals. While it is not possible to determine the outcome
of this investigation, CIGNA does not believe that the outcome
will be material to CIGNA'’s consolidated results of operations,
liquidity or financial condition.

The outcome of litigation and other legal matters is always
uncertain. With the possible exception of certain reinsurance
arbitration proceedings (discussed on page 25), CIGNA does
not believe that any legal proceedings currently threatened
or pending will result in losses that would be material to
CIGNA’s consolidated results of operations, liquidity or
financial condition.




Summary. For additional information on contingencies that
could affect CIGINA’s results, see Note 20 to the Financial
Statements.

Accounting Pronouncements

For information on recent accounting pronouncements, see
Note 2(B) to the Financial Statements.

Segment Reporting Changes

For information regarding changes to CIGNA’s segment
reporting, which were effective beginning in 2000, see Note 18
to the Financial Statements.

ERIPLOYEE HEALTH CARE, LIFE AND DISABILITY BENEFITS

(In millions)
Financial Summary 2001 2000 1999
Premiums and fees $ 13,966 § 13,425 $12,403
Net investment income 600 606 571
Other revenues &86 581 528
Segment revenues 15,252 14,612 13,502
Benefits and expenses 14,104 13,434 12,406
Income before taxes 1,148 1,178 1,096
Income taxes 400 416 385
Operating income 748 762 711
Restructuring costs (HMO,

$34; Indemnity, $28) 62 — —
Charges from the events of

September 11, 2001 (HMO,

$5; Indemnity, $15) 20 — —
Adjusted operating income $ 83 § 762 § 711
Realized investment gains

(losses), net of taxes g 49y 3 6 § 2)

Adjusted Operating Income

Adjusted operating income for the Employee Health Care, Life
and Disability Benefits segment increased 9% in 2001 and 7%
in 2000. CIGNA further separates this segment into HMO and
Indemnity operations. HMO includes medical managed care
and specialty health care operations such as managed
behavioral health, medical cost and utilization management,
managed dental, managed pharmacy programs and
pharmaceutical fulfillment services. Indemnity includes
medical and dental indemnity, disability and group life
insurance operations.

Adjusted operating income for the HMO and Indemnity
operations was as follows:

(In millioris) 2001 2000 1999
HMO operations $ 456 3 460 § 401
Indemnity operations 374 302 310
Total g 80 § 762 § 711

Management's Discussion and Analysis

HMO results include net favorable after-tax adjustments from
account reviews of $7 million in 2000 and $23 million in 1999.
There were no such adjustments in 2001. Excluding those
adjustments, HMO operating results increased by $3 million in
2001. The improvement is attributable to higher earnings in the
specialty health care operations and Medicare business in 2001.
These improvements were substantially offset by lower earnings
in both the guaranteed cost HMO business and in the HMO
alternative funding programs in part due to higher operating
expenses for technology and customer service initiatives. In
addition, the guaranteed cost HMO business experienced higher
medical costs, primarily due to increased unit costs for, and
higher use of, professional services, as well as inpatient and
outpatient services.

Excluding the adjustments from account reviews discussed
above, HMO operating results increased by $75 million in 2000,
primarily reflecting higher earnings in the specialty health care
operations and improved results in the guaranteed cost HMO
business resulting from rate increases, offset, to a certain extent,
by increased medical costs. These improvements in the HMO
and specialty health care operations were partially offset by
lower earnings in HMO alternative funding programs, primarily
because CIGNA’s technology and customer service initiatives
generated higher operating expenses.

Indemmity results for 2001 increased 24% reflecting
improvements in results for:

¢ the long-term disability business, primarily due to higher
rates and improved claims administration;

o the retrospectively experience-rated health care business,
reflecting rate increases and higher membership;

e the guaranteed cost health care business, as a result of
improved claim experience; and

o the Administrative Services Only (ASO) business, reflecting
fee increases.

These improvements were partially offset by lower earnings in
the group life insurance business in 2001.

Indemnity results declined 3% in 2000 reflecting lower earnings
in the following businesses:

e long-term disability insurance, due to unfavorable
underwriting and claims administration;

o group life insurance, due to unfavorable mortality; and

o guaranteed cost medical, due to unfavorable claim
experience.

These declines were partially offset by higher earnings for
retrospectively experience-rated business and, to a lesser extent,
health care ASO business.
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Premiums and Fees

Premiums and fees increased 4% in 2001 and 8% in 2000.
Excluding premiums and fees for the Medicare business,
premiums and fees increased 9% in 2001 and 10% in 2000 in
this segment. CIGNA exited all but two Medicare markets
effective January 1, 2001. Increases in premiums and fees were
primarily due to HMO and medical indemnity rate increases
and membership growth.

Alternative Funding Programs and Premium Equivalents

Under alternative funding programs, the customer or plan
sponsor, rather than CIGNA, assumes all or a portion of the
responsibility for funding claims, and CIGNA provides claims
processing and other services. In contrast to most other major
companies in the health care industry, a significant portion of
CIGNA’s health care business consists of alternative funding
programs. CIGNA generally earns a lower margin on
alternative funding programs than under guaranteed cost or
retrospectively experience-rated programs.

Premiums and fees associated with alternative funding
programs were $2.8 billion in 2001, $2.5 billion in 2600
and $2.1 billion in 1999. These amounts are included in
the table below.

“Adjusted premiums and fees,” which consist of premiums and
fees plus “premium equivalents,” is a useful measure of volume
in CIGNA’s health care operations. Premium equivalents
generally equal paid claims under alternative funding programs.
CIGNA would have recorded the amount of these paid claims
as additional premiums if these programs had been written as
guaranteed cost or retrospectively experience-rated programs.
Thus, premium equivalents are an indicator of business volume
associated with alternative funding programs. However,
premium equivalents do not represent premium and fee
revenue recognized under GAAP and may not be comparable
to similarly titled measures presented by other companies.

Adjusted premiums and fees for the Employee Health Care, Life
and Disability Benefits segment were as follows for the year
ended December 31:

(In millions) 2001 2000 1999
Premiums and fees $ 13,966 $ 13,425 §$12,403
Premium equivalents 20,230 17,782 15,385
Adjusted premiums and fees 334,196 $31,207 $27,788

Premiums and fees included $305 million for Medicare
operations in 2001, $905 million in 2000 and $1.1 billion in
1999, As indicated above, CIGNA exited all but two Medicare
markets effective January 1, 2001.

The 2001 increase of 14% in premium equivalents is primarily
due to higher medical costs under alternative funding programs
that, in turn, increase the amount of paid claims. Membership
growth in indemnity alternative funding programs also
contributed to the overall increase in 2001.

The 2000 increase of 16% in premium equivalents primarily
reflects membership growth in HMO and Preferred Provider
Organization (PPO) alternative funding programs and the effect
of higher medical costs under these programs.

Net Investment Income

Net investment income decreased 1% in 2601 due to
lower yields.

Net investment income increased 6% in 2000 primarily due to
an increased volume of invested assets in 2000 and, to a lesser
extent, higher yields.

Medical Membership

As of December 31, medical membership (excluding Medicare
members) was as follows for the HMO and Indemnity operations:

(In millions) 20701 2000 1999
HMO 6.9 7.1 6.6
Indemnity (estimated) 7.4 7.1 6.6

HMO medical membership decreased 3% in 2001 and increased
9% in 2000. The decline in 2001 was due to lower membership
in HMO alternative funding programs, partially offset by
increased membership in the guaranteed cost HMO program.

In 2000, the increase was attributable to higher membership in
both the alternative funding and guaranteed cost programs.
HMO medical membership for Medicare operations was 50,000
as of December 31, 2001, 122,000 as of December 31, 2000, and
188,000 as of December 31, 1999.

Indemnity medical membership increased 4% in 2001 and 7%
in 2000, reflecting growth in medical PPO membership,
partially offset by a decline in traditional indemnity programs.

Business Mix

Business mix, as measured by adjusted premiums and fees, was .
as follows for the year ended December 31:

2001 2000 1999
Medical indemnity.and PPO 44% 41% 39%
HMO medical and dental 41% 43% 44%
Dental indemnity and PPO 7% 7% 8%
Life insurance 5% 6% 6%
Long-term disability insurance 2% 2% 2%
Other insurance coverages 1% 1% 1%




ELAPLOYEE RETIRERIENT BENEFITS ARD INVESTRAENT SERVICES

Management’s Discussion and Analysis

(In millions) 2001 2000
. Balance—January 1 $ 55,154 $ 55,754

(In millions) Premiums and deposits 10,154 9,969
Financial Summary 2001 2000 1999 Investment income 2,593 3,371
Premiums and fees § 322 § 350 § 325 Decrease in fair value of assets (3,487) (3,232)
Net investment income 1,668 1,617 1,605 Customer withdrawals (3,122) (3,533)
Segment revenues 1,290 1,967 1,930 Other, including participant withdrawals
Benefits and expenses 1,681 1,607 1,537 and benefit payments (5,986) (7,175)
Income before taxes 309 360 393 Balance—December 31 3 55,306 $ 55,154
Income taxes 88 103 128
Operating income 221 257 265 Changes in assets under management are discussed below.
Charges from the events of Premiums and deposits. In 2001, approximately 54% of

September 11, 2001 3 — — premiums and deposits were from existing customers, and
Adjusted operating income $ 224§ 257 $ 265 46% were from sales to new customers and new plan sales

Realized investment gains
(losses), net of taxes $

Adjusted Operating Income

The decrease in adjusted operating income of 13% in 2001
primarily reflects lower asset-based fees due to stock market
declines, lower interest margins and higher operating expenses,
partially offset by a shift to higher margin products.

Adjusted operating income decreased 3% in 2000 due to lower
interest margins on defined contribution business as well as
higher operating expenses, which were partially offset by an
increase in separate account fees due to business growth and a
lower effective tax rate.

Revenues

Premiums and fees are principally asset management and
administrative charges on general and separate account assets
and amounts earned from non-leveraged corporate life
insurance. Net investment income primarily represents
earnings from general account assets. Most of this net
investment income is credited to customers and included in
benefits and expenses.

The 8% decrease of premiums and fees in 2001 primarily
reflects lower asset-based fees due to stock market declines and
decreased single premium group annuity sales, partially offset
by fee growth due to deposits in excess of withdrawals and a
shift to higher margin products. Net investment income
increased 3% primarily due to higher general account assets,
partially offset by lower yields.

Premiums and fees increased 8% in 2000 reflecting higher fees
from separate account assets.

Assets Under Management

Assets under management are a determinant of earnings for this
segment because a significant portion of this segment’s earnings
are based on asset values. The following table shows assets
under management and related activity, including amounts
attributable to separate accounts for the year ended December
31. Assets under management fluctuate because of changes in
the market value of fixed maturities and equity securities.

to existing customers.

In 2000, approximately 50% of premiums and deposits were
from existing customers, and 50% were from sales to new
customers and new plan sales to existing customers.

Investment income. Investment income decreased 23% in
2001 primarily due to lower capital gain distributions from
mutual funds in the separate accounts.

Fair value of assets. The fair value of assets decreased in 2001
primarily from market value depreciation of equity securities in
the separate accounts.

Customer withdrawals. Withdrawals were lower in 2001 due
to favorable customer retention in the defined benefit business.

INTERNATIONAL LIFE, HEALTH AND ERAPLOYEE BENEFITS

(In millions)

Financial Summary 2001 2000 1999
Premiums and fees § 788 $2,042 §1,642
Net investment income 49 148 124
Other revenues 148 4 71
Segment revenues 985 2,194 1,837
Benefits and expenses 838 2,120 2,216
Income (loss) before taxes 147 74 379)
Income taxes (benefits) 52 26 (37
Operating income (loss) 95 48 (342)
Gains on sales of interests in

Japanese life insurance

operation (35) — (43)
Charge related to certain

Brazilian investments — — 400
Restructuring and

integration costs — — 3
Adjusted operating income -5 60 $ 48 § 18
Realized investment losses,

net of taxes SR ) $§ — e
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Adjusted Operating Income

The increase in adjusted operating income in 2001 reflects
improved results from the life, accident and health operations
(primarily in Korea), as well as improved results from health
care and other employee benefit products provided to
expatriate employees of multinational companies. These
improvements were partially offset by lower earnings from the
Japanese life insurance operation as CIGNA sold portions (and
eventually all) of its interest in that business.

Operating income for the Japanese life insurance operation
(which excludes the gains on sales) was $52 million in 2001,
$56 million in 2000 and $43 million in 1999.

Adjusted operating income was higher in 2000 than in 1999
because:

e the life, accident and health operations, primarily in Japan
and Korea, had improved results;

e the Brazilian health care operations (discussed below)
recognized $15 million in operating losses in 1999; and

¢ health care and other employee benefit products sales to
expatriate employees of multinational companies generated
improved operating results.

These improvements were partially offset by higher expenses
for international growth initiatives in 2000.
Japanese Life Insurance Operation

CIGNA sold portions of its interest in its Japanese life insurance
operation to Yasuda as follows:

Portion of

CIGNA Equity
Equity =~ Ownership Proceeds Gain on
Ownership Interest from  Sale, after-
Interest Retained Sale (in tax (in
Date of Sale Sold* by CIGNA* millions) millions)
April 1999 29% 61% $§ 105 $ 43
Jam. 2001 2% 40% 3 83 $ 8
Nowv. 2001 L0% — S 267 3 27

* Prior to the April 1999 sale, CIGNA owned 90% of the Japanese
life insurance operation.

As a result of the January 2001 sale, CIGNA stopped
consolidating the assets, liabilities, revenues and expenses of
this operation and, until the November 2001 sale, accounted
for its remaining interest under the equity method of
accounting.

Brazilian Operatiomns

During 1999, CIGNA completed a review of its Brazilian
operations, consisting primarily of a health care operation and a
managed health care business. Based on this review, CIGNA
withdrew from the health care operation, but continued
operating the managed health care business. To reflect these
actions, CIGNA recorded an aggregate after-tax charge of $400
million in 1999, consisting of the following items:

o $305 million for the carrying value of the health care
operation, certain loans guaranteed by CIGNA and exit
costs; and

e $95 million for impairment of other investments, primarily
goodwill.

CIGNA’s withdrawal from the health care operation could be
challenged. While the outcome of any regulatory or legal
actions cannot be determined, CIGNA does not expect that
such actions would result in additional losses material to its
consolidated results of operations, liquidity or financial
condition.

Premiums and Fees

Premiums and fees decreased 61% in 2001 and increased 24%
in 2000. The 2001 decrease is due to the fact that CIGNA did
not consolidate the Japanese life insurance operation in 2001,
which had premiums and fees of $1.4 billion in 2000 and $1.1
billion in 1999. Excluding premiums and fees for the Japanese
life insurance operation, premiums and fees increased 14% in
2001 and 19% in 2000. These results reflect:

o growth in life, accident and health operations elsewhere
in Asia; and :

e higher premiums and fees for health care and other
employee benefit products for expatriate employees of
multinational companies.

Other Revenues

The increase in other revenues in 2001 reflects CIGNA's share in
the earnings of the Japanese life insurance operation, which
was accounted for under the equity method of accounting from
January 2001 until its sale in November 2001.

Also included in other revenues are pre-tax gains of $54 million
(335 million after-tax) in 2001 and $66 million ($43 million
after-tax) in 1999 associated with the sales of interests in the
Japanese life insurance operation.

Intermational Expansion

CIGNA expects to pursue international growth through
acquisitions, joint ventures and other investments. Such
projects inevitably involve start-up costs that could result in
initial losses for those operations. :




OTHER OPERLTIONS

(In millions)

Financial Summary 2001 2000 1999
Premiums and fees § 291 $ 511 § 659
Net investment income 502 522 581
Other revenues 310 191 190
Segment revenues 1,103 1,224 1,430
Benefits and expenses 206 1,272 1,218
Income (loss) before taxes 197 (48) 212
Income taxes (benefits) 64 (22) 73
Operating income (loss) 133 (26) 139
Accelerated recognition of

portion of deferred gain on

sale of life reinsurance business 69) — —
Charges from the events of

September 11, 2001 2 — —
Charges for the run-off

reinsurance business —_ 127 —
Adjusted operating income $ 66 $ 101 $ 139
Realized investment gains

(losses), net of taxes $ 1 § D $  —

Other Operations consists of:

e the deferred gains recognized from both the 1998 sale of the
individual life insurance and annuity business and the 2000
sale of certain reinsurance operations;

e corporate life insurance on which policy loans are
outstanding (leveraged corporate life insurance);

e reinsurance operations (consisting of the sold reinsurance
operations prior to the date of sale and the run-off
reinsurance business);

o settlement annuity business; and

e certain investment management services initiatives.

Adjusted Operating Income

The declines in adjusted operating income in 2001

primarily reflect:

o Jower earnings from the run-off reinsurance business;

» Jower earnings from leveraged corporate life insurance; and

o higher losses from certain investment management
services initiatives.

Adjusted operating income declined in 2000 because:

o CIGNA sold a portion of its reinsurance business in the
middle of 2000 and had lower earnings from that business
prior to its sale; and

e CIGNA’s investment management services business
undertook certain initiatives that involved start-up costs.

Management’s Discussion and Analysis

Reinsurance Charges

During 2000, CIGNA recorded after-tax charges for the run-off
reinsurance business (see page 19) totaling $127 million,
as follows:

° a charge of $84 million to strengthen reserves, following a
review of reserve assumptions for certain specialty life
reinsurance contracts. These contracts guarantee certain
minimum death benefits based on unfavorable changes in
variable annuity account values. These values are derived
from underlying equity and bond mutual fund investments;

o a charge of $40 million to strengthen reserves for
accident reinsurance contracts; and

e a charge of $3 million for restructuring costs
(principally severance).

Premiums and Fees

Premiums and fees decreased 43% in 2001 and 22% in 2000.
Such decreases primarily reflect lower premiums from the
reinsurance business, a portion of which was sold in the middle
of 2000.

Net Investment Income

Net investiment income decreased 4% in 2001 and 10% in
2000, primarily because CIGNA held fewer assets from
leveraged corporate life insurance.

Other Revenues

The increase in other revenues in 2001 is primarily due to the
accelerated recognition of $107 million pre-tax (369 million
after-tax) of the gain on sale of the life reinsurance business.
See page 19 for further discussion of this sale and the related
gain recognition.

Other Matters

Tax benefits for corporate life insurance. In 1996, Congress
passed legislation implementing a three-year phase-out period
for tax deductibility of policy loan interest for most leveraged
corporate life insurance products. As a result, management
expects revenues and operating income associated with these
products to decline. In 2001, revenues of $287 million and
operating income of $33 million were from products affected
by this legislation.

Uniicover and London reinsurance. The run-off reinsurance
operations include an approximate 35% share in the primary
layer of a workers’ compensation reinsurance pool, which was
formerly managed by Unicover Managers, Inc. The pool had
obtained reinsurance for a significant portion of its exposure to
claims, but disputes have arisen regarding this reinsurance (also
known as retrocessional) coverage. The retrocessionaires have
commenced arbitration in the United States against Unicover
and the pool members, seeking rescission or damages. In
addition, two of the retrocessionaires have commenced a
separate arbitration in the United Kingdom asserting that
CIGNA provides additional retrocessional coverage to them,
which CIGNA denies.
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CIGNA has also ceded other reinsurance business in the
London market. Some retrocessionaires are disputing the
validity of these reinsurance contracts with CIGNA. Arbitration
ovet some of these disputes has commenced.

Some of these matters are likely to be resolved in 2002. The
outcomes are uncertain. If some of the arbitration results are
unfavorable, CIGNA could incur losses material to its
consolidated results of operations. However, management does
not expect the arbitration results to have a material adverse
effect on CIGNA's liquidity or financial condition.

(CRPORATE
(In millions)
Financial Summary 2001 2000 1999
Operating loss S (96 $ (58 & (78

Corporate reflects amounts not allocated to segments, such as
interest expense on corporate debt, net investment income on
unallocated investments, intersegment eliminations and certain
corporate overhead expenses (see Note 18 to the Financial
Statements for information regarding a change in the allocation
of these expenses).

The increased operating loss in 2001 primarily reflects:

¢ lower net investment income on unallocated corporate
investments, primarily due to lower interest rates and share
repurchase activity;

¢ higher unallocated corporate overhead expenses; and
e higher interest expenses.

Corporate’s operating loss in 2000 was not as great as in 1999
because in 2000 CIGNA reallocated certain overhead expenses.
to the operating segments and, in 1999, recorded a nonrecurring
$7 million after-tax restructuring charge for cost reduction
initiatives. These improvements were partially offset by lower
net investment income, which was primarily attributable to a
reduction in investments due to share repurchase activity.

DISCONVINUED PROPERTY AND CASUALTY QPERATIONS

(In millions)

Financial Summary 1999
Revenues $1,863
Loss before income tax benefits 3 (48
Income tax benefits (20)
Loss from operations 78)
Gain on sale, net of taxes of $1,152 1,194
Income from discontinued operations $1,166

On July 2, 1999, CIGNA sold its property and casualty business.
(See Acquisitions and Dispositions on page 19 for additional
information.) The loss from operations for 1999 includes
results through the sale date.

LIQUIDITY ARD CAPITAL RESOURCES

(In mwillions)

Financial Summary 200L 2000 1999
Short-term investments 3 137 $ 166 $ 950
Cash and cash equivalents $ 1,933 $ 2,206 $2,232
Short-term debt $ 50 $ 146 $ 57
Long-term debt $ 1,627 $1,163 $ 1,359
Shareholders’ equity $ 5,055 $5,413 $ 6,149

Liquidity
CIGNA normally meets its operating requirements by:

e maintaining appropriate levels of liquidity in its
investment portfolio;

¢ using cash flows from operating activities; and

e matching investment maturities to the estimated duration
of the related insurance and contractholder liabilities.

Operating cash flows consist of operating income adjusted to
reflect the timing of cash receipts and disbursements for
premiums and fees, investment income, and benefits, losses
and expenses.

CIGNA’s operations have liquidity requirements that vary
among the principal product lines.

Life insurance and pension plan reserves are primarily longer-
term liabilities. Liquidity requirements are usually stable and
predictable, and are supported primarily by medium-term,
fixed-income investments.

Accident and health reserves, including reserves for long-term
disability insurance, consist of both short-term and long-term
liabilities. The settlement of reported claims is generally stable
and predictable, but usually shorter-term, requiring greater
liquidity.

CIGNA's insurance subsidiaries are subject to regulatory
restrictions that limit the amount of dividends or other
distributions (such as loans or cash advances) insurance
companies may provide to their shareholders without prior
approval of regulatory authorities. These restrictions may limit
the use of operating cash flows of the insurance subsidiaries for
CIGNA's general corporate purposes.

Liquidity for CIGNA and its insurance subsidiaries has remained
strong, as evidenced by significant combined amounts of short-
term investments and cash and cash equivalents. However, the
demand for funds may exceed available cash if:

¢ management uses cash for investment opportunities;

e a substantial insurance or contractholder liability becomes
due before related investment assets mature; or

e regulatory restrictions prevent the insurance subsidiaries
from distributing cash.




In those cases, CIGNA has the flexibility to satisfy liquidity
needs through short-term borrowings. As of December 31,
2001, CIGNA had available $255 million in committed bank
lines of credit.

Cash flows from continuing operations for the year ended
December 31 were as follows:

(In millions) 2001 2000 1999
Operating activities $ 1,086 $ 1,68 § 1,817
Investing activities 3 (2,028) $ (907) § 2495
Financing activities $ 670 $ (774) § (4,213)

Cash and cash equivalents decreased $273 million in 2001
and $26 million in 2000. Amounts shown for cash flows from
operating, investing and financing activities are discussed below:

2001:

e The decrease in cash flows from operating activities in
2001 primarily reflects the absence of operating cash flows
resulting from the deconsolidation of the Japanese life
insurance operation in 2001 (explained on page 24 and in
Note 3 to the Financial Statements) and, to a lesser extent,
higher claims payments during 2001 related to the run-off
reinsurance operations and Medicare market exits.

o Cash used in investing activities increased partially as a
result of a decline in cash of $327 million resulting from the
deconsolidation of the Japanese life insurance operation as
well as higher net investment purchases. These increases
were partially offset by $350 million in proceeds from the
sales of interests in the Japanese life insurance operation.

o Cash provided by financing activities consisted of net
deposits and interest credited to contractholder deposits
($1.6 billion) and net issuance of debt ($361 million),
partially offset by payment of dividends on and repurchase
of CIGNA’s common stock ($1.3 billion).

2000:

o Investing activities consisted of net investment purchases,
partially offset by net sales of short-term investments to
fund the repurchase of CIGNA's common stock.

o Financing activities consisted of payments of dividends on
and repurchase of CIGNA's common stock ($1.9 billion) and
repayment of debt ($102 million), partially offset by net
deposits and interest credited to contractholder deposit
funds ($1.2 billion).

Capital Resources

CIGNA's capital resources (primarily retained earnings and the
proceeds from the issuance of long-term debt and equity
securities) provide protection for policyholders, furnish the
financial strength to support the business of underwriting
insurance risks and facilitate continued business growth.
CIGNA's priorities for use of capital are internal growth,
acquisitions and share repurchase.

Management’s Discussion and Analysis

Senior management and the Board of Directors, guided by
regulatory requirements, determine the amount of capital
resources that CIGNA maintains. Management allocates
resources to new long-term business commitments when
returns, considering the risks, look promising and when the
resources available to support existing business are adequate.

CIGNA's financial strength provides the capacity and flexibility
to raise funds in the capital markets. CIGNA issued the
following debt securities in 2001:

o $250 million of 7% notes due in 2011, issued in
January; and

o $250 million of 6.375% notes due in 2011, issued
in October.

CIGNA has $500 million remaining under an effective shelf
registration statement filed with the Securities and Exchange
Commission, which may be issued as debt securities, equity
securities or both. Management and the Board of Directors will
consider market conditions and internal capital requirements
when deciding whether CIGNA should issue new securities.

At December 31, 2001, CIGNA's short-term debt amounted to
$50 million, a decrease of $96 million from December 31, 2000.
At December 31, 2001, CIGNA'’s Jong-term debt amounted to
$1.6 billion, an increase of $464 million from December 31,
2000.

As noted above, CIGNA had available $255 million in
committed lines of credit at December 31, 2001. These lines
are provided by U.S. banks and have terms ranging from one
to three years.

The maturities of CIGNA’s contractual cash obligations for debt
and lease obligations as of December 31, 2001 are as follows:

Less
thamn 1-3 4-5 Affter §
(In millions) Total 1 year years years years
Short-term debt  $ 50 $§ 8§80 § — § — S —
Long-term debt 1,627 — 126 500 1,001
Operating leases 533 132 288 &9 47
Total $ 2210 $ 182 $ 411 $ 562 $ 1,048

As of December 31, 2001, CIGNA had commitments to
purchase $78 million of fixed maturities and expects to disburse
the committed amounts in 2002. As of December 31, 2001,
CIGNA had commitments to purchase $49 million of real estate
investments and expects to disburse approximately 75% of the
committed amounts in 2002. As of December 31, 2001, CIGNA
had commitments to extend credit under commercial mortgage
loan agreements of $83 million and expects to disburse the
committed amounts in 2002.

Separate account assets are contractholder funds maintained in
accounts with specific investment objectives. CIGNA records
separate account liabilities equal to separate account assets. In
certain cases, CIGNA guarantees a minimum level of benefits for
retirement and insurance contracts written in separate accounts.
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CIGNA establishes an additional liability if management believes
that CIGNA will be required to make a payment under these
guarantees, which include the following:

¢ CIGNA guarantees that separate account assets will be sufficient
to pay certain retiree or life benefits. The sponsoring employers
are primarily responsible for ensuring that assets are sufficient
to pay these benefits and are required to maintain assets that
exceed 102% to 130% of benefit obligations. If employers do
not maintain these levels of separate account assets, CIGNA has
the right to redirect the management of the related assets to
provide for benefit payments. Benefit obligations under these
arrangements were $2.4 billion as of December 31, 2001 and
2000. There were no additional liabilities required as of
December 31, 2001 or 2000 for these guarantees.

o Under arrangements with certain retirement plan sponsors,
CIGNA guarantees that plan participants will receive the value of
their accounts if they withdraw their balances. These guarantees
could require payment by CIGNA in the event that a significant
number of plan participants withdraw their accounts when the
market value of the related assets is less than the plan participant
account values at the time of withdrawal. Participant account
values under these arrangements were $1.8 billion as of
December 31, 2001, and $1.9 billion as of December 31, 2000.
There were no additional liabilities required as of December 31,
2001 or 2000 for these guarantees.

e CIGNA guarantees a minimum level of earnings (based on
investment, mortality and retirement experience) for a group
annuity contract. If the actual investment return is less than
the minimum guaranteed level, CIGNA is required to fund the
difference. The guaranteed benefit obligation was $334 million
as of December 31, 2001, and $343 million as of December 31,
2000. CIGNA had additional liabilities of $14 million and
$13 million for this guarantee as of December 31, 2001 and
2000, respectively.

CIGNA does not expect that these guarantees will have a material
adverse effect on CIGNA's consolidated results of operations,
liquidity or financial condition.

As of December 31, 2001, CIGNA guaranteed $42 million of
industrial reventue bond issues. These bonds will mature in

2007. If the issuers default, CIGNA will be required to make
periodic payments based on the original terms of the bonds.

CIGNA's Board of Directors has authorized a stock repurchase
plan. Decisions to repurchase shares depend on market
conditions and available alternative uses of capital. Stock
repurchase activity for the year ended December 31 was

as follows:

(In millions, except per share amounts) 2001 2000 1999
Shares repurchased 12.0 19.2 36.7
Cost of shares repurchased $ 1,139 $ 1,681 $ 3,055
Average price per share $ 24.66 § 87.32 $ 83.24

From January 1, 2002 through February 27, 2002, CIGNA
repurchased an additional 662,800 shares for $62 million.
The total remaining share repurchase authorization as of
February 27, 2602, was $353 million.

ITVESTTARKNT ASSETS

Information regarding investment assets held by CIGNA as of
December 31 is presented below. CIGNA's investment assets do
not include separate account assets. Additional information
regarding CIGNA's investment assets and related accounting
policies is included in Notes 2, 6, 7 and 8 to the Financial
Statements and in CIGNA's Form 10-K.

(In millions)

Financial Summary 2091 2000
Fixed maturities $ 23,401 $ 24,776
Equity securities 404 569
Mortgage loans 9,920 9,768
Policy loans 2,774 2,987
Real estate 432 528
Other long-term investments 1,193 1,014
Short-term investments 137 166
Total investment assets $ 38,261 § 39,808

A significant portion of CIGNA’s investment assets is
attributable to experience-rated policyholder contracts. The
following table shows, as of December 31, the percentage of
certain categories of investment assets that are held under
policyholder contracts:

2001 2000
Fixed maturities 45% 37%
Mortgage loans 56% 59%
Real estate 55% 60%
Other long-term investments 53% 59%

Under the experience-rating process, net investment income
and gains and losses on assets related to policyholder contracts
generally accrue to the policyholders. Consequently, write-
downs, changes in valuation reserves and non-accruals on
investments attributable to policyholder contracts do not

affect CIGNA’s net income except under unusual circumstances.

Fixed Maturities

Investments in fixed maturities (bonds) include publicly traded
and privately placed debt securities, mortgage and other asset-
backed securities and redeemable preferred stocks.

The fair value of investments in fixed maturities as of December
31 was as follows: )

(In millions) 2001 2000
Federal government and agency 3 499 8 777
State and local government 1,596 1,555
Foreign government 610 1,839
Corporate 15,211 14,772
Federal agency mortgage-backed 627 51
Other mortgage-backed 2,344 2132
Other asset-backed 2,514 3,190
Total $ 23401 $ 24,776




Additional information regarding fixed maturities follows.

Quality ratings. As of December 31, 2001, $22.2 billion, or
95%, of the fixed maturities in CIGNA’s investment portfolio
were investment grade (Baa and above, or equivalent), and the
remaining $1.2 billion were below investment grade. Most of
the bonds that are below investment grade are rated at the
higher end of the non-investment grade spectrum.
Approximately 28% of CIGNA’s below investment grade
portfolio is attributable to policyholder contracts.

Private placement investments are generally less marketable
than public bonds, but yields on these investments tend to be
higher than yields on publicly offered debt with comparable
credit risk. CIGNA has several controls on its participation in
private placements. In particular, CIGNA performs a credit
analysis of each issuer, diversifies investments by industry and
issuer and requires financial and other covenants that allow
CIGNA to monitor issuers for deteriorating financial strength so
CIGNA can take remedial actions, if warranted.

Because of the higher yields and the inherent risk associated
with privately placed investments and below investment grade
securities, gains or losses from such investments could
significantly affect future results of operations. However,
management does not expect such gains or losses to be material
to CIGNA's liquidity or financial condition.

Asset-backed securities are debt obligations secured by pools of
federal agency mortgage-backed securities, other mortgage-
backed securities, corporate debt obligations (collateralized debt
obligations) or consumer loans.

CIGNA's investment in collateralized debt obligations, which
are secured by pools of corporate debt obligations, was $321
million at December 31, 2001, and $403 million at December
31, 2000, excluding policyholder share. During 2001, CIGNA
recorded pre-tax losses of $129 million ($84 million after-tax)
as a result of an increasing level of defaults in the underlying
pools of corporate debt obligations, reflecting economic
conditions.

CIGNA’s investment in asset-backed securities includes
collateralized mortgage obligations (CMOs) of $64 million at
December 31, 2001, and $78 million at December 31, 2000,
excluding policyholder share. These CMO investments were
carried at fair value, with an amortized cost of $62 million at
December 31, 2001, and $77 million at December 31, 2000.

Certain of the CMOs that CIGNA holds are backed by Aaa/AAA-
rated federal agencies. Most of the remaining CMOs have high
quality ratings because of credit enhancements provided by
subordinated securities, or mortgage insurance from Aaa/AAA-
rated insurance companies.

CIGNA’s CMO holdings are concentrated in securities with
limited prepayment, extension and default risk.

Management’s Discussion and Analysis

Mortgage Loans

CIGNA’s mortgage loans are diversified by property type,
location and borrower to reduce exposure to potential losses.
CIGNA routinely monitors and evaluates the status of its
mortgage loans by reviewing loan and property-related
information, including cash flows, expiring leases, financial
health of the borrower and major tenants, loan payment
history, occupancy and room rates for hotels and, for
commercial properties, significant new competition.

CIGNA evaluates this information in light of current economic
conditions as well as geographic and property type
considerations.

Problem and Potential Problem Bonds and Mortgage Loans

“Problem” bonds and mortgage loans are delinquent or have
been restructured as to terms (interest rate or maturity date).
“Potential problem” bonds and mortgage loans are fully
current, but management believes they have certain
characteristics that increase the likelihood that they will
become “problems.” CIGNA also considers mortgage loans to
be potential problems if the borrower has requested
restructuring, or principal or interest payments are past due by
more than 30 but fewer than 60 days.

CIGNA recognizes interest income on “problem” bonds and
mortgage loans only when payment is actually received because
of the risk profile of the underlying investment.

The following table shows problem and potential problem
bonds and mortgage loans as of December 31, including
amounts attributable to policyholder contracts:

(In millions) 2001 2000
Problem bonds $ 224 $ 158
Potential problem bonds $ 137 $123
Problem mortgage loans $ 111 $108
Potential problem mortgage loans $ 78 $ 89

The increase in problem bonds since December 31, 2000,
primarily reflects an increasing level of defaults in asset pools
securing collateralized debt obligations (as described in “Asset-
backed securities” above), as well as defaults on other public
and private securities, reflecting economic conditions.
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Real Estate

Investment real estate includes both income-producing
property and real estate held for sale. Most of the real estate
held for sale in 2001 and 2000 was office buildings and retail
facilities that were acquired as a result of foreclosure of
mortgage loans. As of December 31, investment real estate
(including amounts attributable to policyholder contracts)
and related cumulative write-downs and valuation reserves
were as follows:

(In millions) 2001 2000
Real estate held for sale $ 330 $ 308
Less cumulative write-downs 37 37
Less valuation reserves 45 22
248 249

Real estate held to produce income 227 322
Less cumulative write-downs 43 43
279

Investment real estate $ 528

At December 31, 2001, 54% of the carrying value of the
properties acquired through foreclosure was attributable to
policyholder contracts, compared with 60% at December
31, 2000.

Summary

The effect of investment asset write-downs and changes in
valuation reserves on CIGNA's net income and amounts
attributable to policyholder contracts was as follows:

(In millions) 2001 2000 1999
CIGNA $ 139 $ 46 5 18
Policyholder contracts $ 78 $ 43 $ 19

CIGNA's portion of these losses is a component of realized
investment results, which are discussed on page 18.

The effect of non-accruals (“problem” investiments) resulted in
lower net income in 2001 ($12 million after-tax) than would
have been recorded if interest on non-accrual investments had
been recognized in accordance with the original terms of these
investments. The effect of non-accruals was not material to
CIGNA's results of operations in 2000 and 1999.

The weakened economy is likely to cause additional investment
losses. These losses could materially affect future results of
operations, although CIGNA does not currently expect them

to have a material effect on CIGNA's liquidity or financial
condition, or to result in a significant decline in the aggregate
carrying value of its assets.

GAATTET RIS OF FINANCAL TSTRULENTS

CIGNA’s Market Risks

CIGNA'’s assets and liabilities include financial instruments
subject to the risk of potential losses from adverse changes in
market rates and prices. CIGNA’s primary market risk
exposures are:

o Imterest-rate risk on fixed-rate, domestic, medium-term
instruments. Changes in market interest rates affect the
value of instruments that promise a fixed return.

o Foreign currency exchange rate risk of the U.S. dollar to the
Korean won, Chilean peso, Brazilian real, Japanese yen,
Hong Kong dollar, Taiwan dollar and the Canadian dollar.
An unfavorable change in exchange rates reduces the carrying
value of net assets denominated in foreign currencies.

o Equity price risk for stocks and for reinsurance contract
guarantees for variable annuity account values with
underlying mutual fund investments. CIGNA's investment
in domestic equity securities (which are primarily managed
to mirror the S&P 500) was $366 million at December 31,
2001, and $505 million at December 31, 2000. CIGNA held
$38 million in international equities at December 31, 2001,
and $64 million at December 31, 2000. Substantially all of
CIGNA's international equities were issued by entities based
in developed countries. Reinsurance contract guarantees for
variable annuity account values are based primarily on
underlying domestic stock and bond mutual funds.

CIGNA's Management of Market Risks

CIGNA predominantly relies on three techniques to manage its
exposure to market risk:

o [Investment/liability matching. CIGNA generally selects
investment assets with characteristics (such as duration,
yield, currency and liquidity) that correspond to the
underlying characteristics of its related insurance and
contractholder liabilities so that CIGNA can match the
investments to its obligations. Shorter-term investments
support generally shorter-term life and health liabilities.
Medium-term, fixed-rate investments support interest-
sensitive, experience-rated and health liabilities. Longer-
term investments generally support longer-term, fully
guaranteed products like annuities and longer-term life and
health (principally long-term disability) liabilities.

o Use of local currencies for foreign operations. CIGNA
generally conducts its international business through foreign
operating entities that maintain assets and liabilities in local
currencies. This substantially limits exchange rate risk to net
assets denominated in foreign currencies.




o Use of derivatives. CIGNA generally uses derivative
financial instruments to minimize certain market risks.
CIGNA also writes reinsurance contracts to minimize
customers’ market risks and insurance contracts that credit
income to policyholders based on the change in an
equity index.

See Notes 2(C) and 6(G) to the Financial Statements for
additional information about financial instruments, including
derivative financial instruments.

Effect of Market Fluctuations on CIGNA

The hypothetical examples shown in the table that follows
illustrate the effect of changes in market rates or prices on the
fair value of certain financial instruments. Actual results could
differ materially because the examples were developed using
estimates and assumptions. Certain financial instruments, such
as separate account assets and liabilities, are excluded from

" these hypothetical calculations because gains and losses in
separate accounts generally accrue to policyholders. Insurance
contract liabilities (48% of CIGNA’s non-separate account
liabilities at December 31, 2001, and 53% at December 31,
2000) and reinsurance recoverables on unpaid losses (12% of
CIGNA's non-separate account assets at December 31, 2001
and 2000) are also excluded.

Management’s Discussion and Analysis

Subject to these exclusions, the hypothetical effects of changes
in market rates or prices on the fair vatues of CIGNA's financial
instruments would have been as follows as of December 31:

Loss in fair value
2001 2000

Market scenario for certain
noninsurance financial instruments

100 basis point increase in

interest rates $ 790 milliom $ 950 million

10% strengthening in U.S. dollar

to foreign currencies $ 80 milliom § 400 million

10% decrease in market prices for

equity exposures $ 70 milliom $ 60 million

The hypothetical effects of changes in interest rates and foreign
currencies on the fair values of CIGNA’s financial instruments
decreased in 2001 due to the sales of interests in the Japanese
life insurance operation, which had fixed maturities of $2.9
billion as of December 31, 2000.

The effect of an increase in interest rates was determined
by estimating the present value of future cash flows using
various models, primarily duration modeling. The effect of
a strengthening of the U.S. dollar relative to the foreign
currencies held by CIGNA was estimated to be 10% of the
U.S. dollar equivalent fair value. The effect of a decrease in
the market prices of equity securities was estimated to be
10% of their fair value.
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CAUTTONARY STATELAENT FOR PURPOSES OF THE “SAFE KARBOR™ PROVISIONS OF THE PRIVATE SECURITIES LITIGATICN REFORIA
ACT OF 1995

CIGNA and its representatives may from time to time make written and oral forward-looking statements, including statements
contained in press releases, in CIGNA's filings with the Securities and Exchange Commission, in its reports to shareholders and in
meetings with analysts and investors. These statements may contain information about financial prospects, economic conditions,
trends and known uncertainties. CIGNA cautions that actual results could differ materially from those that management expects,
depending on the outcome of certain factors. Some factors that could cause actual results to differ materially from the forward-
looking statements include:

1. increases in medical costs that are higher than anticipated in establishing premium rates in CIGNA's health care operations,
including increased use and costs of medical services;

2. increased medical, administrative, technology or other costs resulting from legislative, regulatory and litigation challenges to, and
new regulatory requirements imposed on, CIGNA'’s health care business (see Health care regulation on page 20 for more
information);

3. heightened competition, particularly price competition, which could reduce product margins and constrain growth in CIGNA’s
businesses;

4. significant reductions in customer retention;

5. significant changes in interest rates;

6. significant and sustained stock market declines, which could, among other things, trigger payments contingent on certain
variable annuity account values (see pages 20 and 25 for more information);

7. significant deterioration in economic conditions, which could have an adverse effect on CIGNA's operations and
investments; and

8. changes in federal income tax laws.

This list of important factors is not intended to be exhaustive. There may be other risk factors that would preclude CIGNA from
realizing the predictions made in the forward-looking statements. While CIGNA may periodically update this discussion of risk
factors, CIGNA does not undertake to update any forward-looking statement that may be made by or on behalf of CIGNA prior to
its next required filing with the Securities and Exchange Commission.




Comselidated Statements of Inceme

(In millions, except per share amounts)

For the years ended December 31, 2001 2000 1999
Revenzes
Premiums and fees $ 18,367 $ 16,328 $ 15,029
Net investment income 2,843 2,942 2,959
Other revenues 1,080 717 730
Realized investment gains (losses) (175) 7 8

Total revenues 19,118 19,994 18,726
Bexafits, Losses and Bxpenses
Benefits, losses and settlement expenses 12,426 13,487 12,464
Policy acquisition expenses 237 268 251
Other operating expenses 4,955 4,742 4,792

Total benefits, losses and expenses 17,618 18,497 17,507
Ireame from Centizuing Operations before lncoms Tones 1,497 1,497 1,219
Income taxes (benefits):

Current 308 583 473
Deferred 203 (73) 47

Total taxes 508 510 520
Income from Conttaving Cperaiions 989 987 699
Discontizved Cperalions
Loss from operations, net of taxes — — (28)
Gain on sale, net of taxes —_ — 1,194
Imaezza from Biscenifrved Cparatiens - — 1,166
[reems belere Cemulative Effect of Accounting Cronge 989 987 1,865
Cozmulative Elfect of Awcounting Crangs, Ket of Taxes — — (91)
(et Inzeme $ 989 $ 987 $ 1,774
Besie Eerwngs Per Skare
Income from continuing operations $  6.69 § 618 $ 3.59
Income from discontinued operations — — 5.99
Income before cumulative effect of accounting change 6.69 6.18 9.58
Cumulative effect of accounting change, net of taxes — — (0.46)
Net income 3 6.69 § 6.18 § 912
Dfsted Bertnos Per Share
Income from continuing operations $  6.59 $§ 6.08 $§ 354
Income from discontinued operations - — 5.91
Income before cumulative effect of accounting change 6.59 6.08 9.45
Cumulative effect of accounting change, net of taxes — — (0.46)
Net income P 6.59 $ 6.08 $ 8.99

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Conselidated Belencs Shasls

(In millions, except per share amounts)

As of December 31, 2001 2000
Assals
Investments:

Fixed maturities, at fair value (amortized cost, $22,672; $24,163) $ 23,401 $ 24,776

Equity securities, at fair value {cost, $310; $359) 404 569

Mortgage loans 0,920 9,768

Policy loans 2,774 2,987

Real estate 432 528

Other long-term investments 1,193 1,014

Short-term investments 137 166

Total investments 38,261 39,808
Cash and cash equivalents 1,933 2,206
Accrued investment income 522 533
Premiums, accounts and notes receivable 2,832 2,814
Reinsurance recoverables 6,983 7,228
Deferred policy acquisition costs 448 1,052
Property and equipment 1,077 879
Deferred income taxes 1,033 1,199
Other assets 429 475
Goodwill and other intangibles 1,808 1,878
Separate account assets 36,263 37,016

Total assets $ 91,589 $ 95,088

bt
Contractholder deposit funds 5 28,961 $ 27,603
Unpaid claims and claim expenses 3,978 4,795
Future policy benefits 10,523 13,252
Unearned premiums 246 589

Total insurance and contractholder liabilities 43,708 46,239
Accounts payable, accrued expenses and other liabilities 4,386 5,111
Short-term debt 50 146
Long-term debt 1,627 1,163
Separate account liabilities 36,263 37,016

Total liabilities 86,534 89,675
Conttzgandas = [No%e 20
Sharehaldars’ Eooly
Common stock (shares issued, 271; 269) 68 67
Additional paid-in capital 3,093 2,966
Net unrealized appreciation, fixed maturities $ 189 163
Net unrealized appreciation, equity securities 50 130
Net unrealized appreciation, derivatives Lo —

Net translation of foreign currencies (26) 4
Minimum pension liability adjustment (76) (76)

Accumulated other comprehensive income 147 221
Retained earnings 92,882 9,081
Less treasury stock, at cost (8,135) (6,922)

Total shareholders’ equity 5,085 5,413

Total liabilities and shareholders’ equity $ 91,589 $ 95,088
Stareleliars” Bty Par Share $ 3571 $ 3561

The accompanying Notes to the Financial Statements are an integral part of these statements.




Consolidated Stalements of Comnrehensive [nceme and Chonges o Shereholders” Eauit
P q

(In millions, except per share amounts)

For the years ended December 31, 2001 2000 1999
Compre- Share- Compre- Share- Compre- Share-
hensive holders’ hensive holders’ hensive holders’
[mcome Equuity Income Equity Income Equity

Common Stock, beginning of year $ 67 $ 67 $ 66

Issuance of common stock for employee

benefit plans 1 — 1
Common Stock, end of year 68 67 67
Additional Paid-In Capital,

beginning of year 2,966 2,825 2,719
Issuance of common stock for employee

benefit plans 127 141 106
Additional Paid-In Capital, end of year 3,093 2,966 2,825
Accumulated Other Comprehensive

Income, beginning of year 221 166 842
Net unrealized appreciation

(depreciation), fixed maturities $ 26 26 $ 199 199 $ (786) (786)
Net unrealized depreciation,

equity securities (80) (80) (54) (54) (22) (22)

Net unrealized appreciation
(depreciation) on securities (54) 145 (808)

Net unrealized appreciation, derivatives 19 10 — — — —

Net translation of foreign currencies (30) (30) (14) (14) 132 132

Minimum pension liability adjustment — — (76) (76) — —

Other comprehensive income (loss) (74) 55 (676)

Accumulated Other Comprehensive

Income, end of year 147 221 166

Retained Earnings, beginning of year 2,081 8,290 6,746

Net income 289 989 987 987 1,774 1,774

Common dividends declared

(per share: $1.28; $1.24; $1.20) (188) (196) (230)

Retained Earnings, end of year 2,832 9,081 8,290

Treasury Stock, beginning of year (6,922) (5,199) (2,096)

Repurchase of common stock (1,139) (1,681) (3,055)

Other treasury stock transactions, net (74) (42) (48)

Treasury Stock, end of year (8,135) (6,922) (5,199)

Tote) Cemprekensive [neeme

and Sharehelders” Beuity $ 915 $ 5,085 $ 1,042 § 5413 $ 1,098 § 6149

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Comsaldated Stetements of Cash Flows

(In millions)

For the years ended December 31, 2001 2000 1999
Cesh Flows frem Cperating Activities ,
Income from continuing operations $ 289 b 987 $ 699

Adjustments to reconcile income from continuing operations
to net cash provided by operating activities:

Insurance liabilities (266) 1,294 1,151 :
Reinsurance recoverables (33) (453) (99)
Deferred policy acquisition costs {51) (164) (133) i
Premiums, accounts and notes receivable (26) (331) (420)
Accounts payable, accrued expenses and other liabilities 294 450 87
Deferred income taxes 203 (73) 47 |
Realized investment (gains) losses 175 (7) 8) 1
Depreciation and goodwill amortization 244 233 225 3
Gains on sales of businesses (excluding discontinued operations) (258) 99) (163)
Charge attributable to Brazilian investments — — 478
Other, net (188) (152) (47)
Net cash provided by operating activities of continuing operations 1,086 1,685 1,817

Cosh Flows frezs Lvesiing Adivittes
Proceeds from investments sold:

Fixed maturities 2,496 2,951 3,033
Equity securities 200 168 107
Mortgage loans 629 350 810
Other (primarily short-term investments) 2,425 2,399 3,433
Investment maturities and repayments:
Fixed maturities 2,288 2,160 2,773
Mortgage loans 592 968 466
Investments purchased: ;
Fixed maturities . (6,169) (6,120) (5,925) }‘
Equity securities (196) (247) (119) |
Mortgage loans (1,489) (1,499) (1,511) i
Other (primarily short-term investments) (2,£31) (1,702 (3,692) f
Proceeds on sales of businesses, net 350 45 3,557 i
Deconsolidation of Japanese life insurance operation (327} — — |
Other, net (396) (380) (437) {
Net cash provided by (used in) investing activities of continuing operations (2,028) (907) 2,495 E
— |
Cash: Flows from Frezdrg Adivittes |
Deposits and interest credited to contractholder deposit funds 8,565 8,765 7,585
Withdrawals and benefit payments from contractholder deposit funds (6,965) (7,613) (8,290) :
Net change in short-term debt 13 — (257) ‘
Issuance of long-term debt 493 — —
Repayment of long-term debt - (145) (102) 27 |
Repurchase of common stock (1,139) (1,696) (3,028) 1
Issuance of common stock 38 72 42 j
Common dividends paid (120) (200) (238) 3
Net cash provided by (used in) financing activities of continuing operations 670 (774) (4,213) ‘
Effect of foreign currency rate changes on cash and cash equivalents (1 (30) 9 !
Net cash from discontinued operations — — 138 §
Net increase (decrease) in cash and cash equivalents (273) (26) 246 §
Cash and cash equivalents, beginning of year 2,206 2,232 1,986 :
Cash and cash equivalents, end of year 1,933 $ 2,206 $ 2,232 i
Supplemental Disclosure of Cash Information: }
Income taxes paid, net of refunds $ 121 $ 457 $ 511 }
Interest paid $ 109 $ 105 $ 116 |

The accompanying Notes to the Financial Statements are an integral part of these statements.
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Nodes 1o the Fnanda! Statements

Note 1 = Desarintion of Business

CIGNA Corporation’s subsidiaries provide employee benefits
offered through the workplace, including health care products
and services, group life, accident and disability insurance,
retirement products and services and investment management.
CIGNA operates throughout the United States and in selected
international locations.

Note 2 = Summary of Sigaificant Aceuniing Polides

A. Basis of Presentation

The consolidated financial statements include the accounts of
CIGNA Corporation and all significant subsidiaries, which are
referred to collectively as “CIGNA.” Intercompany transactions
and accounts have been eliminated in consolidation.

These consolidated financial statements were prepared in
conformity with accounting principles generally accepted in the
United States. Amounts recorded in the financial statements
reflect management’s estimates and assumptions about medical
costs, investment valuation, interest rates and other factors.
Significant estimates are discussed throughout these Notes;
however, actual results could differ from those estimates.

In 1999, results of the property and casualty business were
reported as discontinued operations because CIGNA sold that
business in July 1999 (see Note 3). Unless otherwise indicated,
amounts in these Notes exclude the effects of discontinued
operations. Certain reclassifications have also been made to
prior years’ amounts to conform to the 2001 presentation.

B. Recent Accounting Pronouncements

Derivative instruments and hedging activities. As of

January 1, 2001, CIGNA implemented Statement of Financial
Accounting Standards (SFAS) No. 133, “Accounting for
Derivative Instruments and Hedging Activities.” At
implementation, SFAS No. 133 had an immaterial effect on
CIGNA's consolidated financial statements, increasing net
income and accumulated other comprehensive income each
by less than $1 million. Additional information regarding SFAS
No. 133 and the nature and accounting treatment of CIGNA’s
derivative financial instruments is included in Note 6(G).

Insurance-related assessinents. CIGNA adopted Statement of
Position (SOP) 97-3, “Accounting by Insurance and Other
Enterprises for Insurance-Related Assessments,” as of January 1,
1999. Issued by the American Institute of Certified Public
Accountants, this SOP guides companies in measuring and
recording liabilities for insolvency fund and other insurance-
related assessments, such as workers’ compensation second
injury funds, medical risk pools and charges for operating
expenses of state regulatory bodies. The cumulative effect of
adopting SOP 97-3 was a $91 million ($140 million pre-tax)
reduction in CIGNA’s net income. Most of this effect was
attributable to the property and casualty business. That
business has been sold and is reported as discontinued
operations.

Goodwill. In June 2001, the Financial Accounting Standards
Board (FASB) issued SFAS No. 142, “Goodwill and Other
Intangible Assets.” SFAS No. 142 eliminates the practice of
amortizing goodwill through periodic charges to earnings and
establishes a new methodology for reporting and measuring
goodwill and other intangible assets.

Under this new accounting standard, CIGNA will cease
goodwill amortization on January 1, 2002. Goodwill
amortization (after-tax) was $48 million in 2001 and 2000 and
$51 million in 1999. Had accounting standards not changed,
goodwill amortization for 2002 would have been approximately
the same amount as in 2001. At implementation, CIGNA does
not expect the new standard to result in impairment losses or
have any other significant effect on CIGNA's consolidated
financial statements.

Impairment of long-lived assets. In August 2001, the

FASB issued SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” Under SFAS No. 144, long-lived
assets to be sold within one year must be separately identified
and carried at the lower of carrying value or fair value less

costs to sell.

Long-lived assets expected to be held longer than one year are
subject to depreciation and must be written down to fair value
when impaired. When CIGNA determines that a long-lived
asset originally designated to be sold within one year will not
be sold in that time frame (such as certain foreclosed real
estate), the asset must be written down to the lower of current
fair value or fair value at acquisition adjusted to reflect
depreciation since acquisition. SFAS No. 144 must be
implemented by January 1, 2002. CIGNA does not expect this
statement to have a material effect on its consolidated financial
statements.

C. Financial Instruments

In the normal course of business, CIGNA enters into
transactions involving various types of financial instruments.
These financial instruments include investments (such as fixed
maturities and equity securities), short- and long-term debt, and
off-balance-sheet instruments (such as investment and certain
loan commitments and financial guarantees). These
instruments may change in value due to interest rate and
market fluctuations, and most also have credit risk. CIGNA
evaluates and monitors each financial instrument individually
and, when management considers it appropriate, uses a
derivative instrument or obtains collateral or another form of
security to minimize risk of loss.

Most financial instruments that are subject to fair value
disclosure requirements (such as fixed maturities and equity
securities) are carried in the financial statements at amounts
that approximate fair value. At the end of 2001 and 2000, the
fair values of mortgage loans, contractholder deposit funds and
long-term debt were not materially different from their carrying
amounts. Fair values of off-balance-sheet financial instruments
were not material.

37




38

Fair values of financial instruments are based on quoted market
prices when available. When market prices are not available,
management estimates fair value based on discounted cash
flow analyses, which use current interest rates for similar
financial instruments with comparable terms and credit
quality. Management estimates the fair value of liabilities

for contractholder deposit funds using the amount payable
on demand and, for those deposit funds not payable on
demand, using discounted cash flow analyses. In many cases,
the estimated fair value of a financial instrument may differ
significantly from the amount that could be realized if the
instrument were sold immediately.

D. Investments

CIGNA's accounting policies for investment assets are
discussed below.

Fixed maturities and mortgage loans. Investments in fixed
maturities include bonds, mortgage- and other asset-backed
securities and redeemable preferred stocks. These investments
are classified as available for sale and are carried at fair value.
Fixed maturities are considered impaired, and amortized cost
is written down to fair value through earnings, when
management expects a decline in value to persist.

Mortgage loans are carried at unpaid principal balances.
Impaired loans are carried at the lower of unpaid principal
or fair value of the underlying collateral. Mortgage loans are
considered impaired when it is probable that CIGNA will
not collect amounts due according to the terms of the

loan agreement.

When an investment is current, CIGNA recognizes interest
income when it is earned. CIGNA stops recognizing interest
income on fixed maturities and mortgage loans when they are
delinquent or have been restructured as to terms (interest

rate or maturity date). Net investment income on these
investments is only recognized when interest payments are
actually received.

" Real estate. Investment real estate can be held to produce

income or for sale.

CIGNA carries real estate held to produce income at depreciated
cost less any write-downs to fair value due to impairment.
CIGNA assesses real estate held to produce income for
impairment when cash flows indicate that the carrying value
may not be recoverable. Depreciation is generally calculated
using the straight-line method based on the estimated useful
life of the particular real estate asset.

CIGNA acquires most real estate held for sale through
foreclosure of mortgage loans. At the time of foreclosure,
properties are valued at fair value less estimated costs to sell,
and are reclassified from mortgage loans to real estate held for
sale. After foreclosure, these investments are carried at the
lower of fair value at foreclosure or current fair value, less
estimated costs to sell, and are no longer depreciated.
Valuation reserves reflect changes in fair value after foreclosure.
CIGNA rehabilitates, re-leases and sells foreclosed properties
held for sale. This process usually takes from two to four years
unless management considers a near-term sale preferable.

CIGNA uses several methods to determine the fair value of real
estate, but relies primarily on discounted cash flow analyses
and, in some cases, third-party appraisals.

Equity securities and shovt-term investments. CIGNA classifies
equity securities and short-term investments as available for sale
and carries them at fair value, which for short-term investments
approximates cost. Equity securities include common and non-
redeemable preferred stocks.

Policy loans. Policy loans are carried at unpaid principal
balances.

Other long-term investinents. Other long-term investments
includes assets in the separate accounts in excess of separate
account liabilities (see Note 2(K)). These assets are carried
at fair value.

Investment gains and losses. Realized investment gains and
losses result from sales, investment asset write-downs and
changes in valuation reserves, and are based on specifically
identified assets. CIGNA's net income does not include gains
and losses on investment assets related to experience-rated
pension policyholders’ contracts and participating life insurance
policies (policyholder share) because these amounts generally
accrue to the policyholders.

Unrealized gains and losses on investments carried at fair value
are included in accumulated other comprehensive income, net
of policyholder share and deferred income taxes.

Derivative financial instruments. Note 6(G) discusses CIGNA's
accounting policies for derivative financial instruments.

E. Cash and Cash Equivalents

Cash equivalents consist of short-term investments that will
mature in three months or less from the time of purchase.

F. Reinsurance Recoverables

Reinsurance recoverables are estimates of amounts that CIGNA
will receive from reinsurers. Allowances are established for
amounts owed to CIGNA under reinsurance contracts that
management believes will not be received.

G. Deferred Policy Acquisition Costs

Acquisition costs consist of commissions, premium taxes and
other costs that CIGNA incurs to acquire new business.
Depending on the product line they relate to, CIGNA records
acquisition costs in different ways. ’

o Contractholder deposit funds and universal life products
are deferred and amortized in proportion to the present
value of total estimated gross profits over the expected lives
of the contracts.

o  Annuity and other individual life insurance (primarily
international) products are deferred and amortized,
generally in proportion to the ratio of annual revenue to
the estimated total revenues over the contract periods.

o QOther products are expensed as incurred.




Management estimates the present value of future revenues

less expected payments on products that carry deferred policy
acquisition costs. If that estimate is less than the deferred costs,
CIGNA reduces deferred policy acquisition costs and records

an expense.

H. Property and Equipment

Property and equipment is carried at cost less accumulated
depreciation. When applicable, cost includes interest, real
estate taxes and other costs incurred during construction.

Also included in this category is internal-use software that is
acquired, developed or modified, solely to meet CIGNA's
internal needs, with no plan to market externally. Costs
directly related to obtaining, developing or upgrading internal-
use software are capitalized. Unamortized internal-use software
costs were $375 million at December 31, 2001, and $172
million at December 31, 2000.

CIGNA calculates depreciation and amortization principally
using the straight-line method based on the estimated useful
life of each asset. Accumulated depreciation and amortization
was $1.1 billion at December 31, 2001, and $996 million at
December 31, 2000.

I. Other Assets

Other assets consist primarily of various insurance-related assets.

J. Goodwill and Other Intangibles

Goodwill represents the excess of the cost of businesses
acquired over the fair value of their net assets. Other intangible
assets primarily represent purchased customer lists and provider
contracts.

CIGNA amortizes goodwill and other intangibles on a
straight-line basis over periods ranging from eight to 40 years.
Management revises amortization periods if it believes there has
been a change in the length of time that an intangible will
continue to have value. Accumulated amortization was $466
million at December 31, 2001, and $394 million at December
31, 2000.

For businesses that have recorded goodwill, management
analyzes historical and estimated future income or
undiscounted cash flows. If this analysis yields an amount
that is lower than the amount recorded as goodwill, CIGNA
reduces goodwill and records an expense.

Beginning January 1, 2002, CIGNA will cease goodwill
amortization and will establish a new methodology for
evaluating the recoverability of its goodwill. See Note 2(B).

K. Separate Accounts

Separate account assets and liabilities are contractholder funds
maintained in accounts with specific investment objectives,
including assets and liabilities of separate trust arrangemerts
for the benefit of purchasers of certain investment products.
The assets of these accounts are legally segregated and are not
subject to claims that arise out of any of CIGNA's other

Notes to the Financial Statements

businesses. These accounts are carried at fair value. The
investment income, gains and losses of these accounts generally
accrue to the contractholders and are not included in CIGNA’s
revenues and expernses, except for fees earned for asset
management services that are reported in premiums and fees.

L. Contractholder Deposit Funds

Liabilities for contractholder deposit funds include deposits
received from customers for investment-related and universal
life products and investment earnings on their fund balances.
These liabilities are adjusted to reflect administrative charges,
policyholder share of unrealized appreciation or depreciation
on investment assets and, for universal life fund balances,
mortality charges.

M. Unpaid Claims and Claim Expenses

Liabilities for unpaid claims and claim expenses are estimates
of payments to be made under health coverages for reported
claims and for losses incurred but not yet reported.
Management develops these estimates using actuarial methods
based upon historical data for payment patterns, cost trends,
product mix, seasonality, utilization of health care services and
other relevant factors. When estimates change, CIGNA records
the adjustment in benefits, losses and settlement expenses.

N. Future Policy Benefits

Future policy benefits are liabilities for estimated future
obligations under traditional life and health policies and
annuity products currently in force. These obligations are
estimated using actuarial methods based on assumptions as

to premiums, future investment yield, mortality, morbidity
and withdrawals that allow for adverse deviation and, for
specialty life reinsurance contracts that guarantee a minimum
death benefit based on unfavorable changes in variable annuity
account values, equity market returns and the volatility of

the underlying equity and bond mutual fund investments.
Specifically, the estimates for individual life insurance and
annuity future policy benefits are computed using interest rate
assumptions that generally decline over the first 20 years and
range from 2% to 10%. Mortality, morbidity and withdrawal
assumptions are based on either CIGNA’s own experience or
actuarial tables. Assumptions for equity market returns and
the volatility of underlying equity and bond mutual fund
investments are based on historical market experience adjusted
to reflect both short-term and long-term future expectations.

O. Unearned Premiums

Premiums for group life, accident and health insurance are
recognized as revenue on a pro rata basis over the contract
period. The unrecognized portion of these premiums is
recorded as unearned premiuims.
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P. Other Liabilities

Other liabilities consist principally of postretirement and
postemployment benefits and various insurance-related
liabilities, including amounts related to reinsurance contracts
and guaranty fund assessments that management can
reasonably estimate. Other liabilities also include the loss
position of certain derivatives (see Note 6(G)).

Q. Translation of Foreign Currencies

CIGNA generally conducts its international business through
foreign operating entities that maintain assets and liabilities in
local currencies, which are generally their functional currencies.
CIGNA uses exchange rates as of the balance sheet date to
translate assets and liabilities into U.S. dollars. The translation
gain or loss on functional currencies, net of applicable taxes,

is generally reflected in accumulated other comprehensive
income. CIGNA uses average exchange rates during the year

to translate revenues and expenses into U.S. dollars.

R. Premiums and Fees, Revenues and Related Expenses

Premiums for group life, accident and health insurance and
managed care coverages are recognized as revenue on a pro rata
basis over the contract period. Benefits, losses and settlement
expenses are recognized when incurred.

Premiums for individual life insurance and individual and
group annuity products, excluding universal life and
investment-related products, are recognized as revenue when
due. Benefits, losses and settlement expenses are matched
with premiums.

Revenue for investment-related products is recognized
as follows:

o Net investment income on assets supporting investment-
related products is recognized as earned.

¢ Contract fees, which are based upon related administrative
expenses, are assessed against the customer’s fund balance
ratably over the contract year.

Benefit expenses for investment-related products consist
primarily of income credited to policyholders in accordance
with contract provisions.

Revenue for universal life products is recognized as follows:

e Net investment income on assets supporting universal life
products is recognized as earned.

e Fees for mortality are recognized ratably over the policy year.
e Administration fees are recognized as services are provided.
o Surrender charges are recognized as earned.

Benefit expenses for universal life products consist of benefit
claims in excess of policyholder account balances. Expenses
are recognized when claims are filed, and income is credited
in accordance with contract provisions.

S. Participating Business

CIGNA'’s participating life insurance policies entitle
policyholders to earn dividends that represent a portion of the
earnings of CIGNA's life insurance subsidiaries. Participating
insurance accounted for approximately 6% of CIGNA's total life
insurance in force at the end of 2001, 2000 and 1999.

T. Income Taxes

CIGNA and its domestic subsidiaries file a consolidated United
States federal income tax return.

CIGNA'’s foreign subsidiaries file tax returns in accordance with
applicable foreign law. Tax returns for domestic subsidiaries
owning foreign affiliates include taxable income reported and
credits for taxes paid by those foreign affiliates.

CIGNA generally recognizes deferred income taxes when assets
and liabilities have different values for financial statement and
tax reporting purposes.

Note 12 contains detailed information about CIGNA's
income taxes.

[lote 3 = Acgulsiions exd Dispositions

CIGNA's priorities for use of capital are internal growth,
acquisitions and share repurchase. CIGNA conducts regular
strategic and financial reviews of its businesses to ensure that
capital is used effectively. As a result of these reviews, CIGNA
may acquire or dispose of assets, subsidiaries or lines of
business. Significant transactions are described below.

Sales of interests in Japanese life insurance operation. CIGNA
sold portions of its interest in its Japanese life insurance
operation to Yasuda Fire & Marine Insurance Company Ltd.

as follows:

Portion of

CIGNA Equity
Equity Ownership Proceeds Gain on
Ownership Interest from  Sale, after-
Interest Retained Sale (in tax (in
Date of Sale Sold* by CIGNA* millions) millions)
April 1999 29% 61% $ 105 $ 43
Jan. 2001 21% 40% $ 83 $ 8
Nov. 2001 £0% -— 3 267 $ 27

* Prior to the April 1999 sale, CIGNA owned 90% of the Japanese
life insurance operation.

As a result of the January 2001 sale, CIGNA stopped
consolidating the assets, liabilities, revenues and expenses of
this operation and, until the November 2001 sale, accounted
for its remaining interest under the equity method of
accounting.




Assets and liabilities of the Japanese life insurance operation
that were included in the December 31, 2000 balance sheet
were as follows:

Notes to the Financial Statements

Summarized results of operations for these discontinued
operations are outlined below:

(In millions) 1999
(In millions) Revenues $ 1,863
Invested assets $ 3,000 Loss before income tax benefits $ (48
Cash 327 Income tax benefits (20)
Deferred policy acquisition costs 653 Loss from operations (28)
Other assets 112 Gain on sale, net of taxes of $1,152 1,194
Total assets § 4,092 Income from discontinued operations $ 1,166
Insurance liabilities $ 3,484

Other liabilities, including minority interest 290
Total liabilities $ 3,774

Sale of portions of U.S. life reinsurance business. As of

June 1, 2000, CIGNA sold its U.S. individual life, group life

and accidental death reinsurance business for cash proceeds

of approximately $170 million. The sale generated an after-tax
gain of approximately $85 million, but recognition of that gain
was deferred because the sale was structured as an indemnity
reinsurance arrangemernt.

During 2001, the acquirer entered into agreements with most
of the reinsured parties, relieving CIGNA of any remaining
obligations to those parties. As a result, CIGNA accelerated
the recognition of $69 million after-tax of the deferred gain in
2001. Excluding the accelerated gain recognition, CIGNA also
recognized $9 million after-tax of the deferred gain in Other
Operations in 2001, compared with $7 million after-tax in
2000. The remaining deferred gain as of December 31, 2001,
was approximately $3 million after-tax.

CIGNA has placed its remaining reinsurance businesses
(including its accident, domestic health, international life and
health, and specialty life reinsurance businesses) into run-off
and stopped underwriting new reinsurance business. During
2000, CIGNA recorded after-tax charges for the run-off
reinsurance business totaling $127 million as follows:

o a charge of $84 million to strengthen reserves, following
a review of reserve assumptions for certain specialty life
reinsurance contracts. These contracts guarantee certain
minimum death benefits based on unfavorable changes in
variable annuity account values. These values are derived
from underlying equity and bond mutual fund investments;

e a charge of $40 million to strengthen reserves for accident
reinsurance contracts; and

o a charge of $3 million for restructuring costs (principally
severance).

Sale of property and casualty business. On July 2, 1999,
CIGNA sold its domestic and international property and
casualty business to ACE Limited for cash proceeds of $3.45
billion. The after-tax gain on the sale was $1.2 billion.
CIGNA reported this business as discontinued operations.

Brazilian investiments. During 1999, CIGNA completed a
review of its Brazilian operations, consisting primarily of a
health care operation and a managed health care business.
Based on this review, CIGNA withdrew from the health care
operation, but continued operating the managed health care
business. To reflect these actions, CIGNA recorded an aggregate
after-tax charge of $400 million in 1999, consisting of the
following items:

o $305 million for the carrying value of the health care
operation, certain loans guaranteed by CIGNA and exit
costs; and

o $95 million for impairment of other investments, primarily
goodwill.

CIGNA’s withdrawal from the health care operation could be
challenged. While the outcome of any regulatory or legal
actions cannot be determined, CIGNA does not expect that
such actions would result in additional losses material to its
consolidated results of operations, liquidity or financial
condition.

Sale of individual life insurance and annuily business. In
1998, CIGNA sold its individual life insurance and annuity
business for cash proceeds of $1.4 billion. The sale generated
an after-tax gain of approximately $770 million, the majority
of which was deferred and is recognized at the rate that
earnings from the sold business would have been expected to
emerge (primarily over 15 years on a declining basis). CIGNA
recognized $52 million of the deferred gain in 2001, $57 million
in 2000 and $62 million in 1999. The remaining deferred gain
as of December 31, 2001, was $331 million after-tax.

Note 4 = Evenis of September 17, 2001

As a result of claims arising from the events of September 11,
2001, CIGNA recorded after-tax charges of $25 million in 2001.
These charges, which are net of reinsurance, primarily related to
life, accident and disability claims and, to a lesser extent, higher
utilization of managed behavioral health services. These
charges were reported by segment as follows: Employee Health
Care, Life and Disability Benefits, $20 million; Employee
Retirement Benefits and Investment Services, $3 million; and
Other Operations, $2 million.
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Note 5 = Restruduring Progrem

In the fourth quarter of 2001, CIGNA adopted a restructuring
program primarily to consolidate existing health service centers
into regional service centers. As a result, CIGNA recognized in
operating expenses a pre-tax charge of $96 million ($62 million
after-tax) in the Employee Health Care, Life and Disability
Benefits segment. The pre-tax charge consisted of $48 million
of severance costs ($31 million after-tax) and $48 million in
real estate costs ($31 million after-tax) related to vacating
certain locations.

The severance charge reflected the expected reduction of
approximately 3,100 employees. In the fourth quarter of 2001,
436 employees were terminated under the program. As a result
of the consolidation of health service centers, CIGNA expects to
hire approximately 1,100 employees, thereby resulting in a net
reduction of approximately 2,000 employees under this
program. The real estate charges consisted of $37 million
pre-tax related to vacating leased facilities, which are cash
obligations pertaining to non-cancelable lease obligations and
lease termination penalties. The charge also included $11
million pre-tax of non-cash asset write-downs. As of
December 31, 2001, CIGNA paid $6 million related to
severance and vacating leased facilities under this program.

A. Fixed Maturities

The amortized cost and fair value by contractual maturity
periods for fixed maturities, including policyholder share, were
as follows at December 31, 2001:

Amortized Faizr
(In millions) . Cost Value
Due in one year or less $ 1,164 $ 1,118
Due after one year through five years 5,658 5,883
Due after five years through ten years 6,377 ®,571
Due after ten years 3,948 4,240
Mortgage- and other asset-backed securities 5,585 5,592
Total $ 22,672 $ 23,401

Actual maturities could differ from contractual maturities
because issuers may have the right to call or prepay obligations,
with or without penalties. Also, in some cases CIGNA may
extend maturity dates. :

Gross unrealized appreciation (depreciation) on fixed
maturities, including policyholder share, by type of issuer
was as follows:

December 31, 2001

. . Amnortized Unrealized Unrezlized Fafzr
CIGNA expects this restructuring program to be substantially (In millions) Cest Appreciation Depreciafion Value
completed during 2002. The table below indicates CIGNA's Federal government
restructuring activity (pre-tax) for this program: and agency 3 320 $ 170 $ — $ 499
S State and local
REVETAMCE government 1,544 62 (10) 1,596
No. of Real Total i 1 .
(Dollars in millions) Employees Cost Estate Charge E(;r:;irrlafsvemment 14 iii 7§§ (533 15 g}?
y & p il
Fourth quarter 2001 charge 3,10 ¢ 48 & 48 § 96 Federal agency
Fourth quarter reductions: mortgage-backed 616 15 ) ®©27
Employees (436) (%) (sp  Other mortgage-
Lease costs @ M backed 2,341 57 (54) 2,344
Other asset-backed 2,521 78 (88) 2,514
Asset write-downs an (L1}
Total $22,672 $1,128 S (399 © 23,401
Balance as of
December 31, 2001 2,664 $ 43 $ 3¢ $ 79
December 31, 2000
N@?@@i@Mf S Federal government
CIGNA's investments, as recorded on the balance sheet, include Staigis(gieg?;l $ 53 $ 244 8 =3 777
policyholder share. Policyholder share includes the investment overnment 1 489 20 @ 1555
assets related to both experience-rated pension policyholder Fofeign government 1'73 5 114 (10) 1,839
contracts and participating life insurance policies. See Note 8(B) Corporate 1 4' 536 532 29) 1 4'772
for discussion on the investment gains and losses associated Federal agency ' '
with policyholder share. mortgage-backed 495 16 — 511
Other mortgage-
backed 2,115 43 (26) 2,132
Other asset-backed 3,260 66 (136) 3,190
Total $ 24,163 $ 1,085 $ (472) § 24,776

As of December 31, 2001, CIGNA had commitments to
purchase $78 million of fixed maturities. Most of these
commitments are to purchase unsecured investment grade
bonds bearing interest at a fixed market rate. These bond
commitments are diversified by issuer and maturity date.
CIGNA expects to disburse the committed amounts in 2002.




B. Mortgage Loans and Real Estate

CIGNA's mortgage loans and real estate investments are
diversified by property type, location and, for mortgage loans,
borrower. Mortgage loans, which are secured by the related
property, are generally made at less than 70% of the
property’s value.

At December 31, the carrying values of mortgage loans and
real estate investments, including policyholder share, were
as follows:

(In millions) 2001 2000
Mortgage loans $ 92,920 $ 9,768
Real estate:
Held for sale 243 249
Held to produce income 184 279
Total real estate 432 528
Total $ 10,352 § 10,296

At December 31, mortgage loans and real estate investments
were distributed among the following property types and
geographic regions:

(In millions) 2001 2000
Property type

Retail facilities $ 3231 § 3,19
Office buildings 4,254 4,338
Apartment buildings 1,313 1,262
Industrial 756 642
Hotels 549 604
Other 249 259
Total $ 10,352 $ 10,296
Geographic region

Central $ 2,850 § 3,096
Pacific 2,070 2,199
South Atlantic 1,967 1,827
Middle Atlantic 1,660 1,588
Mountain 209 708
Other 8926 878
Total $ 10,352 § 10,296

Mortgage loans. At December 31, 2001, scheduled mortgage
loan maturities were as follows (in billions): $1.2 in 2002,
$1.6 in 2003, $1.5 in 2004, $1.2 in 2005, $1.2 in 2006 and
$3.2 thereafter.

Actual maturities could differ from contractual maturities

for several reasons: borrowers may have the right to prepay
obligations, with or without prepayment penalties; the
maturity date may be extended; and loans may be refinanced.

As of December 31, 2001, CIGNA had commitments to extend
credit under commercial mortgage loan agreements of $83
million, most of which were at a fixed market rate of interest.
These loan commitments are diversified by property type and
geographic region. CIGNA expects to disburse the committed
amounts in 2002.
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At December 31, impaired mortgage loans and valuation
reserves were as follows:

(In millions) 2001 2000
Impaired loans with no valuation reserves $105 § 35
Impaired loans with valuation reserves 99 179
Total impaired loans 204 234
Less valuation reserves 15 37
Net impaired loans $189 $ 197

During the year ended December 31, changes in reserves for
impaired mortgage loans, including policyholder share, were
as follows:

(In millions) 2001 2000
Reserve balance—January 1 $ 37 § 11
Transfers to foreclosed real estate 22) (5)
Charge-offs upon sales (5) (1)
Net change in reserves 5 32
Reserve balance—December 31 $ 15 $ 37

Impaired mortgage loans, before valuation reserves, averaged
approximately $202 million in 2001 and $266 million in 2000.
Interest income recorded (cash received) on impaired loans was
approximately $16 million in 2001 and $18 million in 2000.

During 1999, CIGNA refinanced approximately $99 million of
its mortgage loans at then-current market rates for borrowers
unable to obtain alternative financing. There were no such
refinancings in 2001 or 2000.

Real estate. During 2001, non-cash investing activities
included $110 million of real estate acquired through
foreclosure of mortgage loans, compared to $86 million for
2000 and $13 million for 1999. The total of valuation reserves
and cumulative write-downs related to real estate, including
policyholder share, was $125 million at the end of 2001,
compared to $102 million at the end of 2000. Net investment
income from real estate held for sale (excluding policyholder
share) was $10 million for 2001, $7 million for 2000 and $11
million for 1999. Write-downs upon foreclosure and changes
in valuation reserves were $6 million after-tax (excluding
policyholder share) for 2001 and not material in 2000 or 1999.

As of December 31, 2001, CIGNA had commitments to purchase
$49 million of real estate investments, diversified by property
type and geographic region. CIGNA expects to disburse
approximately 75% of the committed amounts in 2002.

C. Short-Term Investments and Cash Equivalents

Short-term investments and cash equivalents were primarily
money market funds of $244 million, other asset-backed
securities of $209 million and corporate securities

of $940 million at December 31, 2001. CIGNA's short-term
investments and cash equivalents at December 31, 2000,
included $4135 million in federal government bonds, $514
million in money market funds and $812 million in
corporate securities.
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D. Net Unrealized Appreciation (Depreciation) on
Investments

Unrealized appreciation (depreciation) on investments carried
at fair value at December 31 was as follows:

(In millions) 2001 2000
Unrealized appreciation:
Fixed maturities $ 1,528 $ 1,085
Equity securities 161 240
1,289 1,325
Unrealized depreciation:
Fixed maturities (399) (472)
Equity securities 67 (30)
(£66) (502)
823 823
Less minority interest and
policyholder-related amounts 452 375
Shareholder net unrealized appreciation 371 448
Less deferred income taxes 132 155
Net unrealized appreciation $ 239 $ 293

E. Non-Income Producing Investments

As of December 31, the carrying values of investments,
including policyholder share, that were non-income producing
during the preceding twelve months were as follows:

(In millions) 2001 2000
Fixed maturities $ 44 $ 8
Mortgage loans 1 1
Real estate 122 156
Other long-term investments 21 47
Total $ 258 § 212

F. Concentration of Risk

As of December 31, 2001 and 2000, CIGNA did not have a
concentration of investments in a single issuer or borrower
exceeding 10% of shareholders’ equity.

G. Derivative Financial Instruments

CIGNA's investment strategy is to manage the characteristics

of investment assets (such as duration, yield, currency and
liquidity) to meet the varying demands of the related insurance
and contractholder liabilities (such as paying claims, investment
returns and withdrawals). As part of this investment strategy,
CIGNA typically uses derivatives to minimize interest rate,
foreign currency and equity price risks. CIGNA routinely
monitors exposure to credit risk associated with derivatives and
diversifies the portfolio among approved dealers of high credit
quality to minimize credit risk. CIGNA also writes reinsurance
contracts to minimize customers’ market risks and insurance
contracts that credit income to policyholders based on the
change in an equity index.

As of January 1, 2001, CIGNA implemented SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities.”
At implementation, SFAS No. 133 had an immaterial effect on
CIGNA's consolidated financial statements, increasing net
income and accumulated other comprehensive income each
by less than $1 million. SFAS No. 133 allows companies to use
hedge accounting when derivatives are designated, qualify and
are highly effective as hedges. Under hedge accounting, the
changes in fair value of the derivative and the hedged risk are
generally recognized together and offset each other when
reported in net income.

Beginning on January 1, 2001, CIGNA accounts for derivative
instruments as follows:

Derivatives are reported on the balance sheet at fair value
with changes in fair values reported in net income or
accumulated other comprehensive income.

e Changes in the fair value of derivatives that hedge market
risk related to future cash flows - and that qualify for hedge
accounting - are reported in a separate caption in
accumulated other comprehensive income. These hedges
are referred to as cash flow hedges.

e A change in the fair value of a derivative instrument may
not always equal the change in the fair value of the hedged
item; this difference is referred to as hedge ineffectiveness.
Where hedge accounting is used, CIGNA reflects hedge
ineffectiveness in net income (generally as part of realized
investment gains and losses).

o Features of certain investments and obligations are
accounted for as derivatives, such as certain fixed maturities’
investment returns that are based on the performance of
commercial loan pools. As permitted under SFAS No. 133,
derivative accounting has not been applied to such features
of investments or obligations existing before January 1,
1999.

In 2001, CIGNA recorded $10 million pre-tax in other operating
expenses reflecting the decline in fair value of forward starting
swaps used to hedge a mortgage loan participation held for sale.
The increase in fair value of the participation through the date
of sale was $5 million pre-tax, reported in other revenues.
CIGNA also recorded $13 million pre-tax in realized investment
losses in 2001 for embedded derivatives whose fair value is
based on the performance of underlying commercial loan pools.
The effects of other derivatives were not material to CIGNA’s
consolidated results of operations, liquidity or financial
condition for 2601, 2000 or 1999.
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The table below presents information about the nature and accounting treatment of CIGNA's primary derivative financial
instruments. Derivatives in CIGNA'’s separate accounts are not included because associated gains and losses generally accrue
directly to policyholders.

Instrument Risk Purpose Cash Flows Accounting Policy
(Beginning January 1, 2001*)

Swaps Interest rate CIGNA hedges the interest or foreign CIGNA periodically exchanges cash ~ Using cash flow hedge accounting, fair
and foreign currency cash flows of fixed flows between variable and fixed values are reported in other long-term
currency risk maturities to match associated interest rates or between two investments or other liabilities and other

liabilities. Currency swaps are currencies for both principal and comprehensive income. Net interest
primarily euros for periods of up to 20 interest. cash flows are reported in net
years. investment income.

Forward Interest rate risk CIGNA hedges fair value changes of CIGNA periodically exchanges the Fair values are reported in other long-

Swaps fixed maturity and mortgage loan difference between variable and term investments or other liabilities and
investments primarily related to fixed rate asset cash flows, to begin in contractholder deposit fund liabilities,
experience-rated pension policyholder  at a designated future date. with no effect on net income.
contracts.

CIGNA hedges fair value changes of CIGNA receives (pays) cash in the Fair values of the forward swaps are
mortgage loan participations to be amount of fair value changes when  reported in other assets or liabilities, with
sold. the mortgage loan participation changes reported in other reveriues or

is sold. other operating expenses.

Futures Interest rate risk - CIGNA hedges fair value changes of CIGNA receives (pays) cash daily in ~ Using cash flow hedge accounting, fair
fixed maturity and mortgage loan the amount of the change in fair value changes are reported in other
investments to be purchased. value of the futures contract. comprehensive income and amortized

into net investment income over the life
of the investments purchased.

Embedded Interest rate and CIGNA purchases fixed maturities CIGNA receives cash based on Fair values of the embedded return

Swaps credit risk with investment return features that the performance of underlying features are reported in fixed maturities,
are based on the performance of commercial loan pools. with changes reported in realized gains
underlying commercial loan pools. and losses.

Written and Primarily equity CIGNA writes reinsurance contracts CIGNA receives (pays) an up-front Fair values are reported in other liabilities

Purchased risk to guarantee minimum income fee and will periodically pay and other assets. Changes in fair value

Options benefits resulting from unfavorable (receive) cash resulting from the are reported in other revenues or other

changes in variable annuity account
values based on underlying mutual
funds. CIGNA purchases reinsurance
contracts to hedge the market risks
assumed. These contracts are
accounted for as written and
purchased options.

unfavorable changes in account
values when account holders
elect to receive minimum
income payments.

operating expenses.

CIGNA writes certain universal life
insurance contracts that credit
income to policyholders based on the
change in an equity index. CIGNA
purchases options to hedge the effect
of income credited under these
contracts.

Under written options, CIGNA may
be required to make payments to
policyholders at the end of the
contract, depending on the change
in an equity index. Under
purchased options, CIGNA pays an
up-front fee to third parties, and
may receive cash at the end of the
contract based on the change in
this equity index.

Fair values of written options are
reported in contractholder deposit funds,
with changes reported in benefit
expense. Fair values of purchased
options are reported in other assets or
liabilities, with changes reported in other
revenues or other operating expenses.

* Prior to January 1, 2001, accounting policies differed as follows: the fair value of swaps was reported with fixed maturities; changes in fair value of embedded
swaps were included in other comprehensive income with the fair value of fixed maturities; changes in the fair value of futures were reported with fixed maturities
and mortgage loan investments; and purchased options were reported in benefit expense at amortized cost adjusted for any change in equity indexes.
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‘Changes in accumulated other comprehensive income (which A. Net Investment Income

exclude policyholder share) were as follows: . . . .
The components of net investment income, including

policyholder share, for the year ended December 31 were

Tax
(Expense) as follows:
(In millions) Pre-Tax Benefit  After-Tax
Z031 (In millions) 2001 2000 1999
Net unrealized . Fixed maturities $1,722  $1757 $ 1687
depreciation, securities: ) N
Unrealized depreciation on Equity securities 10 10 ?
securities held $ (145) S 46 s ©9 Mortgage loans 772 774 813
Losses realized on securities 167 (58) 109  Policy loans 208 204 260
Gains realized on sale of business ©2) 32 L) Real estate 94 113 152
Reclassification to establish Other long-term investments 56 60 44
separate caption for derivatives ) 2 (4> Short-term investments and cash 74 141 145
Net unrealized depreciation, -
securities S 76 S 22 S (50 _ 2236 3059 3110
Net unrealized Less investment expenses 23 117 151
appreciation, derivatives: Net investment income $ 2,843 $2942 $ 2,959

Reclassification to establish
separate caption for derivatives & & § (2 8 4  Netinvestment income attributable to policyholder contracts
Unrealized appreciation on (which is included in CIGNA'’s revenues and is primarily offset

derivativesheld £ & e by amounts included in benefits, losses and settlement
Net unrealized appreciation,

derivatives $ 15 s &) $ 10 e)'cpenses) was approximately $1..5 billion fo.r 2001 and $1.4
Net translation of foreign billion for 2000 and 1999. Net investment income for separate
currencies: accounts (which is not reflected in CIGNA’s revenues) was $1.0
Net translation on foreign billion for 2001, $2.0 billion for 2000 and $1.7 billion for 1999.
currencies held NI 1) pi 9 $ (3L)
Foreign currency translation losses Fixed maturities and mortgage loans on which CIGNA
realized on sale of business 2 () 1 recognizes interest income only when cash is received (referred
Net translation of foreign to as non-accrual investments), including policyholder share,
currencies $__ (38 $ 8 S BB were as follows at December 31;
2000
Net unrealized
appreciation, securities: (In millions) 2001 2000
Unrealized appreciation on Restructured $268 $ 169
securities held 3 216 $ (76) 3 140 Delinquent 76 . 54
Losses realized on securities 7 (2) 5 -
Net urirealized appreciation, Total non-accrual investments S 344 $ 223
securities $ 223 $ (78 $ 145
Net translation of foreign For 2001 and 2000, net investment income was $20 million
currencies $ 2D $ 7 3 (19 and $9 million lower, respectively, than it would have been if !
Minimum pension liability interest on non-accrual investments had been recognized in J
= sg]ﬁusmem $_(l7) 8 41 8 (9  accordance with the original terms of these investments. |
Net unrealized In 1999, net investment income was $9 million higher than it
U deﬁgecdiaéion, Se?ﬂﬁQS: would have been under the original terms of these investments,
nrealized depreciation on i - A
securities held s (916) s 321 5 (595) becausg CIGNA collected unrecognized interest income due in
Gains realized on securities (49) 17 (37  anearlieryear
Gains realized on sales of
businesses (256) 75 (181)
Net unrealized depreciation,
securities $ (1,221) 3 413 $ (808)
Net transiation of foreign
currencies:
Net translation on foreign
currencies held 3 (139 $ 49 $ (90)
Foreign currency translation losses
realized on sales of businesses 209 (76) 133

Foreign currency translation |
losses realized on withdrawal |

from Brazilian operation 137 (48) 89
Net translation of foreign
currencies $ 207 $ (75 $ 132
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B. Realized Investment Gains and Losses

Realized gains and losses on investments, excluding
policyholder share, for the year ended December 31 were
as follows:

(Tn millions) 2001 2000 1999
Fixed maturities S (204) 3§ (59 $ (17)
Equity securities 37 S2 19
Mortgage loans (2) (12) n
Real estate {12) 22 3
Other 6 4 4

(175) 7 8
Less income taxes (benefits) (63) 3 4

Net realized investment gains

(losses) $ (@1zy §$ 4 5 4

Realized investment gains and losses included impairments in
the value of investments, net of recoveries, of $214 million in
2001, $70 million in 2000 and $27 million in 1999.

Realized investment gains and losses that are not reflected in
CIGNA’s revenues for the year ended December 31 were
as follows:

(In millions) 2001 2000 1999

$ (819) $ 1,787 $ 2,285
$ (116} § (83) $ 5

Separate accounts
Policyholder contracts

Sales of available-for-sale fixed maturities and equity securities,
including policyholder share, for the year ended December 31
were as follows:

(In millions) 2001 2000 1999
Proceeds from sales $ 2,696 § 3,119 $ 3,140
Gross gains on sales $ 18 § 121 § 89
Gross losses on sales $ (178 § (109) $ (49

Notes to the Financial Statements

Note 9 - Debt

Short-term and long-term debt consisted of the following at
December 31:

(In millions) 2001 2000

Short-term

Current maturities of long-term debt $ 37 $ 146

Short-term notes 13 —

Total short-term debt S 50 $ 146

Long-term

Uncollateralized debt:
7.17% Notes due 2002 $ — $ 25
7.4% Notes due 2003 100 100
6%% Notes due 2006 180 100
7.4% Notes due 2007 300 300
8% Notes due 2007 180 100
7% Notes due 2011 250 —
6.375% Notes due 2011 250 —
7.65% Notes due 2023 100 100
8.3% Notes due 2023 17 . 17
7% Debentures due 2027 300 300
8.3% Step Down Notes due 2033 83 83
Medium-term Notes 26 37

Collateralized debt (principally by real estate) 1 1

Total long-term debt $ 1,627 $ 1,163

CIGNA may issue commercial paper primarily to manage
imbalances between operating cash flows and existing
commitments, to meet working capital needs, and to take
advantage of current investment opportunities. Commercial
paper borrowing arrangements are supported by various lines
of credit. There was no commercial paper outstanding as of
December 31, 2001 and 2000.

CIGNA's medium-term notes have original maturity dates
ranging from approximately seven to ten years, and interest
rates ranging from 6.6% to 8.0%. The weighted average interest
rate on CIGNA’s outstanding medium-term notes was 7.3%

at December 31, 2001, and 7.4% at December 31, 2000.

As of December 31, 2001, CIGNA had available $255 million in
committed lines of credit provided by U.S. banks. These lines
of credit generally have terms ranging from one to three years
and are paid for with a combination of fees and bank balances.
Interest that CIGNA incurs for using these lines of credit is
negotiated for each individual transaction.

CIGNA issued the following debt securities in 2001:

e $250 million of 7% notes due in 2011, issued in
January; and

o $250 million of 6.375% notes due in 2011, issued
in October.
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As of December 31, 2001, CIGNA had $500 million remaining
under an effective shelf registration statement filed with the
Securities and Exchange Commission, which may be issued as
debt securities, equity securities or both.

Maturities of long-term debt are as follows (in millions): $37 in
2002, $126 in 2003, none in 2004 and 2005, $100 in 2006, and
the remainder in years after 2006.

Interest expense was $118 million in 2001, $104 million in
2000 and $116 million in 1999.

Note 11 = Shereholdars” Bquity and Dividend Restrictions

State insurance departments that regulate CIGNA's insurance
subsidiaries prescribe accounting practices (which differ in some
respects from generally accepted accounting principles) to
determine statutory net income and surplus.

CIGNA's life insurance subsidiaries’ statutory net income for the
year ended, and surplus as of, December 31 were as follows:

(In millions) 2001 2000 1999
Net income $§ 446 § 726 $ 937
Nete 10 = Common erd Preferred Stodk Surplus $ 2,612 §3052 $ 3,166

As of December 31, CIGNA had issued the following shares:

(Shares in thousands) 2001 2000 1999
Common: Par value $0.25
600,000 shares authorized
Outstanding—January 1 152,005 169,697 205,650
Issued for stock option
and other benefit plans 1,576 1,557 739
Repurchase of common stock (12,028) (19,249) (36,692)
Qutstanding—December 31 141,553 152,005 169,697
Treasury shares 129,467 116,903 97,149
Issued—December 31 271,014 268,908 266,846

CIGNA's insurance subsidiaries are subject to regulatory
restrictions that limit the amount of annual dividends or other
distributions (such as loans or cash advances) insurance
companies may extend to their shareholders without prior
approval of regulatory authorities. The maximum dividend
distribution that CIGNA’s insurance subsidiaries may make
during 2002 without prior approval is approximately $620
million. The amount of net assets that could not be distributed
without prior approval as of December 31, 2001, was
approximately $3.8 billion.

==

lote 12 = Income Taxes

In 1997, CIGNA’s Board of Directors adopted a shareholder
rights plan, which will expire on August 4, 2007. The rights
attach to all outstanding shares of common stock, and will
become exercisable if a third party acquires (or announces that
it will acquire) 10% or more of CIGNA’s outstanding common
stock unless CIGNA’s Board of Directors approves the
acquisition. When exercisable, each right entitles its holder to
purchase CIGNA securities at a substantial discount or, at the
discretion of the Board of Directors, to exchange the rights for
CIGNA common stock on a one-for-one basis. In some cases, a
right also entitles its holder to purchase securities of an acquirer
at a substantial discount. CIGNA’s Board of Directors may
authorize the redemption of the rights for $.0033 each before a
third party acquires 10% or more of CIGNA’s common stock,
and thereafter under certain circumstances.

CIGNA has authorized a total of 25 million shares of $1 par
value preferred stock. No shares of preferred stock were
outstanding at December 31, 2001, 2000 or 1999.

Management believes that CIGNA's taxable income in future
years will be sufficient to realize CIGNA’s net deferred tax assets
of $1.0 billion as of December 31, 2001, and $1.2 billion as of
December 31, 2000. This determination is based on CIGNA's
earnings history and future expectations.

CIGNA’s deferred tax asset is net of valuation allowances of $§91
million as of December 31, 2001 and 2000. The valuation
allowance reflects management’s assessment as to whether
certain deferred tax assets will be realizable.

Through 1983, a portion of CIGNA's life insurance subsidiaries’
statutory income was not subject to current income taxation,
but was accumulated in a designated policyholders’ surplus
account. Additions to the account were no longer permitted
beginning in 1984. CIGNA’s existing account balance of $450
million would result in a $158 million tax liability only if it
were distributed or treated as distributed to shareholders as
defined by the Internal Revenue Code. CIGNA has not
provided taxes on this amount because management believes it
is remote that conditions requiring taxation will be met.

CIGNA'’s federal income tax returns are routinely audited by the
Internal Revenue Service. In management’s opinion, adequate
tax liabilities have been established for all years.




Deferred income tax assets and liabilities as of December 31

were as follows:
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Nete 13 = Pensten and Other Postratirement Benefit Plons

A. Pension and Other Postretirement Benefit Plans

(In millions) 2001 2000
CIGNA and certain of its subsidiaries provide pension, health
Deferred tax assets d life i benefits to eligible retired |
Employee and retiree benefit plans $ 539 $ 469 care and life msuran.ce. enefits to eligible retire er.np oyees,
Investments, net 268 323 spouses and other eligible dependents through various plans.
Other insurance and contractholder liabilities 245 396 The following table summarizes the obligations and assets related
Deferred gains on sales of businesses 180 251 10 these plans as of, and for the year ended, December 31:
Policy acquisition expenses 138 156
Bad debt expense 23 19 Other
Other 11 22 . i Postretirement
Deferred tax assets before valuation allowance 1,504 1,636 - Pension Benefits Benefits
Valuation allowance for deferred tax assets @1 (91) {In millions) 2001 2000 2001 2000
Deferred tax assets, net of valuation allowance 1,413 1,545 Change in benefit
Deferred tax liabilities obligation
Depreciation and amortization 248 185 Benefit obligation,
pree am ) January 1 $2,756 § 2484  $ 526 § 451
Unrealized appreciation on investments 132 155 .
Other 6 Service cost 91 80 3 3
_ — Interest cost 196 196 36 39
Total deferred tax liabilities 380 346 (Gain) loss from past
Net deferred income tax assets $ 1,033 $1,199 experience 113 200 (16} 71
Benefits paid from
Current income taxes payable were $215 million as of plan assets (169} (159) 7 (10)
December 31, 2001, and $73 million as of December 31, 2000. Benefits paid—other (32) (39) R V)
Divestiture 23 — — —
The components of income taxes for the year ended December Amendments — (6) — —
31 were as follows: Benefit obligation,
) December 31 2,932 2,756 506 524
(In millions) 2001 2000 1999 Change in plan assets
Current taxes Fair value of plan assets, )
U.S. income $ 286 $ 551 5 418 January 1 2,890 3267 41 48
Foreign income 8 24 Actual return or} pla}n assets (208) (220) 3 3
State income 13 24 31 Employer contributions — 3 - —
Benefits paid (169) (159) (N (10)
. 308 >83 473 Divestiture (13) — — —
Deferred taxes (benefits) Other _ ) _ _
U.S. income 204 67) 51 Fatr val ol
fo _ air value of plan assets,
Foreign Income L (1) December 31 2,500 2,890 37 a1
State income (3] 5) (4)
203 = e Net benefit obligation (asset) 432 (134) 469 483
(73) Unrecognized net gain (loss)
Total income taxes § 508 § 510 3 520 from past experience (295) 238 102 87
Unrecognized prior
Total income taxes for the year ended December 31 were service cost 2 7 171 187
different from the amount computed using the nominal federal Unamortized SFAS 87
income tax rate of 35% for the following reasons: transition asset — 1 — —
Net amount recognized in
(In millions) 2001 2000 1999 the balance sheet $ 146 § 112 $ 742§ 757
Tax expense at nominal rate $ 524 % 524 $ 427 Accrued benefit liability $ 263 §$ 243 $ 742 § 757
Tax-exempt interest income (25) (24) (17  Intangible asset — (14) — —
Dividends received deduction (16) (17) (an Accumulated other
Amortization of goodwill 15 15 18 comprehensive income
State income tax (net of (after-tax $76) (117) (117) — —
federal income tax benefit) 7 12 17 Net amount recognized in
Change in valuation allowance —_ (1) 86 the balance sheet $ 146 § 112 $ 742 § 757
Other 3 1 —
Total income taxes $ 508 § 510 $ 520
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The 1999 sale of the property and casualty business resulted in
$150 million of gain from pension benefits and $46 million of
gain from other postretirement benefits, which were reported
as part of the gain on sale. '

Pensions. As of December 31, 2001, pension plans with
accumulated benefits exceeding assets had projected benefit
obligations of $374 million and related assets at fair value of

$5 million. As of December 31, 2000, such plans had projected
benefit obligations of $353 million and related assets at fair
value of $27 million. The accumulated benefit obligation
related to these plans was $246 million at December 31, 2001,
and $260 million at December 31, 2000.

CIGNA funds the pension plans at least at the minimum
amount required by the Employee Retirement Income Security
Act of 1974 (ERISA). Substantially all pension plan assets are
invested in the separate accounts of Connecticut General Life
Insurance Company (CGLIC) and Life Insurance Company of
North America, which are CIGNA subsidiaries, or immediate
participation guaranteed investment contracts issued by CGLIC.
Plan assets also include 292,500 shares of CIGNA common
stock with a fair value of $27 million at December 31, 2001,
and $39 million at December 31, 2000.

Components of net pension cost, excluding the amount
recognized as part of the gain on the 1999 sale of the property
and casualty business noted above, for the year ended December
31 were as follows:

(In millions) 2001 2000 1999
Service cost $ 91 $ 80 $ 93
Interest cost 196 196 195
Expected return on plan assets (232} (224) (213)
Amortization of:

Net loss from past experience 14 4 8

Prior service cost 1 1 2

SFAS 87 transition asset 0 9 (10)
Net pension cost $ 69 $ 48 $ 75

Other postretirernent benefits. Unfunded retiree health
benefit plans had accumulated benefit obligations of $368
million at December 31, 2001, and $391 million at December
31, 2000. At the end of 2001, retiree life insurance plans with
accumulated benefit obligations of $138 million were partially
funded with plan assets of $37 million, compared with
accumulated benefit obligations of $133 million, partially
funded with plan assets of $41 million, at the end of 20C0.
These plan assets were invested in the general account

of CGLIC.

Components of net other postretirement benefit cost, excluding
the amount recognized as part of the gain on the 1999 sale of
the property and casualty business noted above, for the year
ended December 31 were as follows:

(In millions) 2001 2000 1999
Service cost $ 3 $ 3 § 5
Interest cost 36 39 33
Expected return on plan assets @) 3) 4)
Amortization of:

Net gain from past experience @ (4) (E]

Prior service cost (16) (16) (15)
Net other postretirement

benefit cost $ 17 $ 19 $ 10

The estimated rate of future increases in the per capita cost of
health care benefits was 8%, decreasing to 5% over six years.
This estimate reflects CIGNA's current claim experience and
management’s estimate that rates of growth will decline in the
future. A 1% increase or decrease in the estimated rate would
change 2001 reported amounts as follows:

Imerease Decrease

$ 1 S (@
$ 22 $ (20)

(In millions)

Effect on total service and interest cost
Effect on postretirement benefit obligation

Assumptions for pension and other postretirement plans.
Management determined the projected pension benefit
obligation and the accumulated other postretirement benefit
obligation based on the following weighted average
assumptions at December 31:

2¢01 2000 1999
Discount rate 7.25% 7.5% 8%
Expected return on plan assets:
Projected pension benefit obligation ~ 9% 9% 9%
Accumulated other postretirement
benefit obligation 7% 7% 7%
Expected rate of compensation
increase:
Projected pension benefit obligation 5§.3% 5.2% 5.1%
Accumulated other postretirement
benefit obligation 4.5% 4.5% 4.5%




B. 401(k) Plans

CIGNA sponsors several 401(k) plans in which CIGNA matches
a portion of employees’ pre-tax contributions. Participants may
invest in CIGNA common stock, several diversified stock funds,
a bond fund and a fixed-income fund. :

CIGNA may elect to increase its matching contributions if
CIGNA’s annual performance meets certain targets. A
substantial amount of CIGNA’s matching contributions are
invested in CIGNA common stock. CIGNA’s expense for these
plans was $50 million for 2001, $47 million for 2000 and $45
“million for 1999.

Note 14 = Emnloyes Incentive Plans

The People Resources Committee of the Board of Directors
awards stock options and restricted stock to certain employees.
Other authorized types of stock-based awards, which have been
used to a very limited extent, include common stock issued
instead of cash compensation and stock appreciation rights
issued with stock options. Dividend equivalent rights are also
authorized, but have not been issued.

Notes to the Financial Statements

CIGNA had the following number of shares of common stock
available for award at December 31: 16.3 million in 2001, 17.1
million in 2600 and 10.4 million in 1999.

Stock options. CIGNA awards options to purchase CIGNA
common stock at the market price of the stock on the grant
date. Options vest over periods ranging from one to five yeats
and expire no later than 10 years after the grant date.

When senior executives use shares of CIGNA common stock in
lieu of cash to exercise outstanding options, CIGNA issues
replacement options equal to the number of shares used. Like
ordinary options, replacement options are exercisable at the
market price of CIGNA common stock on their grant date.
Replacement options vest six months after the grant date and
expire on the expiration date of the original option.

The table below shows the status of, and changes in, common
stock options during the last three years:

(Options in thousands) 2001 2000 1999
Weighted Weighted Weighted
Average Average Average
Options Exercise Price Options  Exercise Price Options Exercise Price
Outstanding—January 1 11,856 $ 75.34 10,763 $ 68.37 10,979 $ 56.70
Granted 3,474 $ 107.81 4,890 $ 82.84 5,115 $ 83.28
Exercised (1,681) $  64.65 (3,257) $ 63.03 (3,247) $ 52.65
Expired or canceled (560) $ 83.45 (540) $ 78.62 (2,084) $ 67.99
Outstanding—December 31 13,089 $ 84.98 11,856 § 75.34 10,763 $ 68.37
Options exercisable at year-end 6,041 $ 79.26 4,037 § 70.42 4,721 § 63.91

The number of expired or canceled options in 1999 included
options held by employees of the sold property and casualty
business, which were canceled.

The following table summarizes information for outstanding
common stock options at December 31, 2001:

Ramge of Exercise Prices

$ 1794 § 80.00 9 100.00

to to to

(Options in thousands) $ 79.99 £ 99.99 §$ 130.63
Options outstanding 5,589 3,613 3,887

Weighted average remaining
contractual life (years) 6.5 6.2 7.9

Weighted average exercise price  § 66.10 $ 85.99 § 11L.20
Options exercisable 2,861 1,951 1,229
Weighted average exercise price % 59.04 $ 38.4¢ $ 111.76

e
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The weighted average fair value of options granted under
employee incentive plans was $22.34 for 2001, $19.35 for 2000
and $17.54 for 1999, using the Black-Scholes option-pricing
model and the following assumptions:

Note 15 = Earrtrgs Per Sher

Basic and diluted earnings per share (EPS) for income from
continuing operations are computed as follows for the year

ended December 31:

2001 2000 1999
— - - o A (In millions, except per Effect of
Dividend yield L.2% 1.5% L6%  share amounts) Basic Dilution Diluted
Expected volatility 24.2% 26.2% 26.0%
Risk-free interest rate 5.0% 6.3% 4.9% 200t
Expected option life 3 years 3 years 3 years Income from
continuing operations $ 989 $ - 8 989
CIGNA does not record compensation expense related to stock Shares (in thousands):
options because their exercise price is equal to the market price Weighted average 147,892 - 147,892
of CIGNA common stock at the grant date. If CIGNA had Options and restricted
recorded compensation expense for stock options based on stock grants 2,144 2,144
their fair value at the grant date using the Black-Scholes option- Total shares 147,892 2,144 150,036
pricing model, net income would have been reduced by $50
EPS S 6.69 0.10) © 6.59
million in 2001, $42 million in 2000 and $39 million in 1999. S 2
Diluted earnings per share would have been $6.27 in 2001,
$5.85 in 2000 and $8.82 in 1999. 2000
Restricted stock. CIGNA makes restricted stock grants with mcom{f fr‘?m .
. : . ) L continuing operations § 987 $ — 3 987
vesting periods ranging from three to five years. Recipients are -
entitled to receive dividends and to vote during the vesting Sha.res (in thousands):
period, but forfeit their awards if their employment terminates Weighted average 159,810 - 159,810
before the vesting date. Grants of restricted shares of CIGNA Options and restricted
common stock were as follows: stock grants 2,575 2,575
Total shares 159,810 2,575 162,385
(Shares in thousands) 2001 2000 1999 EPS $ 6.18 $ (0.10) $ 6.08
Shares granted 358 405 403
Weighted average fair 1999
value per share $ 10844 3 76.29 $ 80.51
Income from
Compensation cost related to these grants was $18 million in continuing operations 699 3 - 3 699
2001, $15 million in 2000 and $17 million in 1999. At the end Shares (in thousands):
of 2001, approximately 2,100 employees held 1.1 million Weighted average 194,609 — 194,609
restricted shares. Options and restricted
stock grants 2,639 2,639
Total shares 194,609 2,639 197,248
EPS $ 3.59 $ (005 § 3.54




Note 16 = Refnsurance

In the normal course of business, CIGNA'’s insurance
subsidiaries enter into agreements with other insurance
companies to assume and cede reinsurance. Reinsurance is
ceded primarily to limit losses from large exposures and to
permit recovery of a portion of direct losses. Reinsurance does
not relieve the originating insurer of liability. CIGNA evaluates
the financial condition of its reinsurers and monitors their
concentrations of credit risk to confirm that CIGNA and its
reinsurers are not unduly exposed to risk in the same
geographic regions or industries.

Individual life and annuity reinsurance. CIGNA had a
reinsurance recoverable of $5.6 billion at December 31, 2001,
and $5.9 billion at December 31, 2000, from Lincoln National
Corporation that arose from the 1998 sale of CIGNA’s
individual life insurance and annuity business to Lincoln
through an indemnity reinsurance arrangement. See Note 3 for
information about this sale.

Unicover and London reinsurance. The run-off reinsurance
operations include an approximate 35% share in the primary
layer of a workers’ compensation reinsurance pool, which was
formerly managed by Unicover Managers, Inc. The pool had
obtained reinsurance for a significant portion of its exposure to
claims, but disputes have arisen regarding this reinsurance (also
known as retrocessional) coverage. The retrocessionaires have
commenced arbitration in the United States against Unicover
and the pool members, seeking rescission or damages. In
addition, two of the retrocessionaires have commenced a
separate arbitration in the United Kingdom asserting that
CIGNA provides additional retrocessional coverage to them,
which CIGNA denies.

CIGNA has also ceded other reinsurance business in the
London market. Some retrocessionaires are disputing the
validity of these reinsurance contracts with CIGNA. Arbitration
over some of these disputes has commenced.

Some of these matters are likely to be resolved in 2002.

The outcomes are uncertain. If some of the arbitration results
are unfavorable, CIGNA could incur losses material to its
consolidated results of operations. However, management
does not expect the arbitration results to have a material
adverse effect on CIGNA’s liquidity or financial condition.

Other reinsurance. CIGNA could have losses if reinsurers

fail to indemnify CIGNA on other reinsurance arrangements,
whether because of reinsurer insolvencies or contract disputes.
However, management does not expect charges for other
unrecoverable reinsurance to have a material effect on
CIGNA’s consolidated results of operations, liquidity or
financial condition.

Notes to the Financial Statements

Effects of reinsurance. In CIGNA's consolidated income
statements, premiums and fees were net of ceded premiums,
and benefits, losses and settlement expenses were net of
reinsurance recoveries, in the following amounts:

(In millions) 2001

2000 1999

Premiums and fees
Short-duration contracts:

Direct $ 13,521 $ 13,305 $ 12,008
Assumed 221 452 566
Ceded (215) (215) (312)
13,527 13,542 12,262
Long-duration contracts:
Direct 1,818 2,754 2,731
Assumed 523 721 654
Ceded:
Individual life insurance and
annuity business sold (386) (461) (462)
Other (112) (228) (136)
1,840 2,786 2,767
Total $ 15,367 $ 16,328 $ 15,029

Reinsurance recoveries
Individual life insurance
and annuity business sold $

269 % 308 § 362
Other 460 261 323

Total $

729 § 569 § 685

The effects of reinsurance on written premiums and fees for
short-duration contracts were not materially different from the
recognized premium and fees amounts shown in the above table.
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Vote 17 = Leeses and Renlcls

Rental expenses for operating leases, principally for office space,
amounted to $155 million in 2001, $134 million in 2000 and
$143 million in 1999.

As of December 31, 2001, future net minimum rental payments
under non-cancelable operating leases were approximately $533
million, payable as follows (in millions): $132 in 2002, $112 in

2003, $96 in 2004, $77 in 2005, $44 in 2006 and $72 thereafter.

Note 18 = Segment lafermation

Operating segments generally reflect groups of related products,
but the International Life, Health and Employee Benefits
segment is based on geography. CIGNA measures the financial
results of its segments using operating income (net income
excluding after-tax realized investment results). CIGNA's
operations are not materially dependent on one or a few
customers, brokers or agents.

CIGNA presents segment information as follows:

Employee Health Care, Life and Disability Benefits, which
combines CIGNA's Health Care and Group Insurance segments,
offers a range of indemnity group health and managed care
products and services through guaranteed cost, experience-rated
and alternative funding arrangements such as administrative
services only and minimum premium plans. This segment also
offers group life and disability coverages.

Employee Retirement Benefits and Investrent Services
provides investment products and professional services
primarily to sponsors of qualified pension, profit sharing and
retirement savings plans. This segment also provides certain
corporate and variable life insurance products.

International Life, Health and Employee Benefits provides
life, accident, health and employee benefits (group life, health
and pension) coverages and services, primarily outside the
United States.

CIGNA also reports results in two other categories.

Other Operations consist of;

» the deferred gains recognized from both the 1998 sale of the
individual life insurance and annuity business and the 2000
sale of certain reinsurance operations;

¢ corporate life insurance on which policy loans are
outstanding (leveraged corporate life insurance);

¢ reinsurance operations (consisting of the sold reinsurance
operations prior to the date of sale and the run-off
reinsurance business);

+ settlement annuity business; and

* certain investment management services initiatives.

Corporate reflects amounts not allocated to segments, such as
interest expense on corporate debt, net investment income on
unallocated corporate investments, intersegment eliminations
and certain corporate overhead expenses. For years prior to
2000, corporate includes overhead expenses previously
allocated to the property and casualty business. See

“Segment reporting changes” below.

CIGNA measures the financial results of its segments using
operating income (which is defined as net income excluding
after-tax realized investment results, and in 1999, also
excluding the results of discontinued operations and the
cumulative effect of adopting SOP 97-3 (see Note 2(B)).
CIGNA determines operating income for each segment
consistent with the accounting policies for the consolidated
financial staternents, except that amounts included in
Corporate are not allocated to segments. CIGNA allocates
other corporate general, administrative and systems expenses
on systematic bases. Income taxes are generally computed
as if each segment were filing separate income tax returns.

Segment reporting changes. Beginning January 1, 2000, CIGNA
made the following segment reporting changes:

e CIGNA combined the operations of a new business initiative
(the results of which had been previously reported in Other
Operations) with a business that is reported in the Employee
Health Care, Life and Disability Benefits segment. Results
for the year ended December 31, 1999, have been
reclassified to conform to this presentation.

¢ Prior to 2000, corporate overhead expenses that would have
been allocated to the property and casualty business had
that business not been sold were reported in Corporate.
Effective January 1, 2000, this overhead was allocated to the
operating segments. After-tax charges of $32 million would
have been allocated to the operating segments in 1999 if
CIGNA had applied this allocation methodology that year as
well. Most of that amount would have been charged to the
Employee Health Care, Life and Disability Benefits segment.




Summarized segment financial information for the year ended

Notes to the Financial Statements

illi 2001 2000 1999
and as of December 31 was as follows: (In millions)
Corporate
Other revenues and
illi 2001
(In millions) 2000 1999 eliminations S 6D § (59 § (59
Employee Health Care, Life and Net investment income 24 49 78
Disability Benefi
Prenﬁjnisl?rll q if;es I:rsl q Segment revenues $ “m 3 (100 § 19
other revenues $ 14,652 §$ 14,006 $12931 Income tax benefits s @3 5 (16§ (33)
Net investment income ’6®® 1606 J571 Operating loss $ ©e 3 (58) % (78)
Invested assets $ 97 3 2§ 732
fgi?;:tt;i‘éinues ;S w'igg Z 14’212 : 13,222 Realized Investment Gains (Losses)
Operating in . s 748 § 762 5 711 Realized investment gains (losses) $ (175} § 7 3 8
Aspsets ungder Crz:;agement- Income taxes (benefits) (63) 3 4
Invested assets $ 8366 § 8350 § 7,864  Realized investment gains
Separate account assets 1,840 1,943 2,038 (losses), net of taxes s (112) § 4 3 4
Total $10,206 §10293 § 9902  Jotal
Employee Retirement Benefits Premiums and fees
ai d§ ront Sored and other revenues $ 16447 §17,045 $15,759
Premiur;lsV:; d fees ali:;vmes Net investment income 2,843 2,942 2,959
other revenues $ 322 0§ 350 § 325 Realized investment gains (losses) (175) 7 8
Net investment income 1,668 1,617 1,608 Total revenues $19,115 $19,994  $18726
1 508 1 52
Segment revenues $ L,9%0 $ 1,967 § 1,930 (?;::t?rzxiflscome from 8 8 3 5103 0
gm:::;:a’iiscome i 2?? ﬁ ;g? i ;2? continuing operations $ 1,101 § 983 § 695
Aspsets ungder management: Realized investment gains
) 11
Invested assets $22,678 $21,246 § 20,361 (losses), net of taxes (112) 4 4
Separate account assets 32,399 33,059 34,052 Income from continuing operations $ 989 § 987 § 699
Total $ 55,077 $54305 §54413  Assets under management
- - Invested assets $ 38,261 $39,808 $ 38,905
l“gﬂ;ﬁ;?:ﬁg:hgwm and Separate account assets 36,263 37,016 39,183
Premiums and fees and Total $ 74,524 $76,824 $78,088
other revenues $ 936 $ 2,046 § 1,713
Net investment income 49 148 124 Premiums and fees and other revenues by product type were as
Segment revenues S 985 $ 2194 § 1837 follows for the year ended December 31:
Income taxes {(benefits) $ 52 § 26 % 37)
Equity in net income (In millions) 2001 2000 1999
(loss) of investees $ 79 % 4 3% @360) Health Maintenance Organizations 3 6,842 § 6,736 § 6,393
p:4
Operating income (loss) $ 25 § 48 § (342 Medical and Dental Indemni 4,914 4,396 3,722
ty
Assets under management: Group Life 1,717 1,828 1,861
Invested assets $ 682 § 3,644 § 3,422 Other 2,967 4,085 3,783
Separate account assets. 147 134 142 Total $ 16,447 § 17,045 $ 15,759
Total 3 829 $ 3,778 § 3,564
Other Operations
Premiums and fees and
other revenues 3 601 § 702 § 849
Net investment income 502 522 581
Segment revenues $ 1,103 $ 1,224 § 1,430
Income taxes (benefits) 3 64 3 22) % 73
Operating income (loss) $ 133 §% 26) $ 139
Assets under management:
Invested assets 3 6,438 §$ 6,566 § 6,526
Separate account assets 1,877 1,880 2,951
Total $ 8315 § 8,446 § 9,477
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Note 19 = Forelgn Operations

CIGNA provides international life, accident, health and
employee benefits insurance coverages on a direct and reinsured
basis, primarily through the International Life, Health and
Employee Benefits segment in Japan, Latin America, the Pacific
region and Europe.

Premiums and fees and other revenues by geographic region for
the year ended December 31 were as follows:

(In millions) 2001 2000 1999
Domestic $ 15,648 $ 15,030 $ 14,036
Foreign 799 2,015 1,723
Total 316,447 $ 17,045 $15,759

CIGNA’s aggregate foreign exchange transaction losses and
foreign long-lived assets for the year ended and as of December
31, 2001, 2000 and 1999 were not material.

Nofe 20 = Contingendes

A. Financial Guarantees

CIGNA, through its subsidiaries, is contingently liable for
various financial guarantees provided in the ordinary course
of business.

Separate account assets are contractholder funds maintained in
accounts with specific investment objectives. CIGNA records
separate account liabilities equal to separate account assets. In
certain cases, CIGNA guarantees a minimum level of benefits for
retirement and insurance contracts written in separate accounts.
CIGNA establishes an additional liability if management believes
that CIGNA will be required to make a payment under these
guarantees, which include the following:

e CIGNA guarantees that separate account assets will be
sufficient to pay certain retiree or life benefits. The
sponsoring employers are primarily responsible for ensuring
that assets are sufficient to pay these benefits and are
required to maintain assets that exceed 102% to 130% of
benefit obligations. If employers do not maintain these levels
of separate account assets, CIGNA has the right to redirect
the management of the related assets to provide
for benefit payments. Benefit obligations under these
arrangements were $2.4 billion as of December 31, 2001
and 2000. There were no additional liabilities required as
of December 31, 2001 or 2000 for these guarantees.

e Under artangements with certain retirement plan sponsors,
CIGNA guarantees that plan participants will receive the
value of their accounts if they withdraw their balances.

These guarantees could require payment by CIGNA in the
event that a significant number of plan participants withdraw
their accounts when the market value of the related assets is
less than the plan participant account values at the time of
withdrawal. Participant account values under these
arrangements were $1.8 billion as of December 31, 2001, and
$1.9 billion as of December 31, 2000. There were no additional
liabilities required as of December 31, 2001 or 2000 for

these guarantees.

e CIGNA guarantees a minimum level of earnings (based on
investment, mortality and retirement experience) for a group
annuity contract. If the actual investment return is less than
the minimum guaranteed level, CIGNA is required to fund
the difference. The guaranteed benefit obligation was $334
million as of December 31, 2001, and $343 million as of
December 31, 2000. CIGNA had additional liabilities of $14
million and $13 million for this guarantee as of December 31,
2001 and 2000, respectively.

CIGNA does not expect that these guarantees will have a material
adverse effect on CIGNA's consolidated results of operations,
liquidity or financial condition.

The management fee that CIGNA charges to separate accounts
includes a guarantee fee. These fees are recognized in income
as earned.

As of December 31, 2001, CIGNA guaranteed $42 million

of industrial revenue bond issues, which will mature in 2007.
At December 31, 2000, CIGNA guaranteed $85 million of
industrial revenue bonds that had maturities ranging from six
to fifteen years. If the issuers default, CIGNA will be required
to make periodic payments based on the original terms of the
bonds. Unlike many debt obligations, an event of default
under these bonds will not cause the scheduled principal
payments to be due immediately.

B. Regulatory and Industry Developments

CIGNA's businesses are subject to a changing social, economic,
legal, legislative and regulatory environment. Some current
issues that may affect CIGNA’s businesses include:

e initiatives to increase health care regulation;
= efforts to expand tort liability of health plans;

® class action lawsuits targeting health care companies,
including CIGNA;

* initiatives to restrict insurance pricing and the application
of underwriting standards; and

¢ efforts to revise federal tax laws.




Health care regulation. Federal and state legislatures,
administrative agencies and courts continue efforts to increase
regulation of the health care industry and change its operational
practices. Regulatory and operational changes could have an
adverse effect on CIGNA'’s health care operations if they reduce
marketplace competition and innovation or result in increased
medical or administrative costs without improving the quality
of care. Debate at the federal level over “managed care reform”
and “patients’ bill of rights” legislation is expected to continue.

In 2001, the U.S. Senate and House of Representatives passed
different versions of “patients’ bill of rights” legislation.
Congress will attempt to reconcile the two bills in a conference
committee. Although both bills provide for independent review
of decisions regarding medical care, the bills differ on the
circumstances under which lawsuits may be brought against
managed care organizations and the scope of their liability.
Final privacy regulations under the Health Insurance Portability
and Accountability Act of 1996 became effective in April 2001.
The regulations cover all aspects of the health care delivery
system, and address the use and disclosure of individually
identifiable health care information. Compliance with the
privacy regulations is required by April 2003. CIGNA expects
to undertake significant systems enhancements, training and
administrative efforts to satisfy these requirements.

Other possible regulatory changes that could have an adverse
effect on CIGNA's health care operations include:

o additional mandated benefits or services that increase costs
without improving the quality of care;

e mnarrowing of the Employee Retirement Income Security Act
of 1974 (ERISA) preemption of state laws;

e changes in ERISA regulations resulting in increased
administrative burdens and costs;

e additional restrictions on the use of prescription drug formularies;

e additional privacy legislation and regulations that interfere
with the proper use of medical information for research,
coordination of medical care and disease management;

o additional rules establishing the time periods for payment of
health care provider claims that vary from state to state; and

¢ legislation that would exempt independent physicians from
antitrust laws.

The health care industry is under increasing scrutiny by various
state and federal government agencies and may be subject to
government efforts to bring criminal actions in circumstances
that would previously have given rise only to civil or
administrative proceedings.

Tax benefits for corporate life insurance. In 1996, Congress
passed legislation implementing a three-year phase-out period
for tax deductibility of policy loan interest for most leveraged
corporate life insurance products. As a result, management
expects revenues and operating income associated with these
products to decline. In 2001, revenues of $287 million and
operating income of $33 million were from products affected
by this legislation.

Notes to the Financial Statements

Statutory accounting principles. In 1998, the NAIC adopted
standardized statutory accounting principles. States in which
CIGNA's insurance subsidiaries are domiciled have adopted
these principles, effective as of January 1, 2001. The
implementation of these principles did not materially impact
the ability of CIGNA’s insurance companies to make dividend
payments (or other distributions) to CIGNA Corporation or
to meet obligations under insurance policies.

Insolvency funds. Many states maintain funds to pay the
obligations of insolvent insurance companies. Regulators
finance these funds by imposing assessments against insurance
companies operating in the state. In some states, insurance
companies can recover a portion of these assessments

through reduced premium taxes.

CIGNA's insurance and HMO subsidiaries recorded pre-tax
charges for continuing operations of $17 million for 2001, $20
million for 2000 and $8 million for 1999 (before giving effect to
future premium tax recoveries) for insolvency fund and other
insurance-related assessments that can be reasonably estimated.

As discussed in Note 2(B), CIGNA recorded a $91 million
reduction of net income in 1999 to reflect the effect of
implementing SOP 97-3 for insurance-related assessments.
Most of this charge related to the property and casualty
business, which was sold in 1999,

C. Litigation and Other Legal Matters

CIGNA and several health care industry competitors are
defendants in proposed federal and state class action lawsuits.
The federal lawsuits allege violations under the Racketeer
Influenced and Corrupt Organizations Act and ERISA. A

class has been certified in an Illinois state court lawsuit against
CIGNA in which health care providers allege breach of contract
and seek increased reimbursements. In addition, CIGNA is
routinely involved in numerous lawsuits arising, for the most
part, in the ordinary course of the business of administering
and insuring employee benefit programs.

The Department of Justice and Office of Inspector General are
investigating a subsidiary of CIGNA regarding Medicare cost
reporting practices for the years 1990 through 1999. Medicare
cost reports form the basis for reimbursements to the CIGNA
subsidiary by the Centers for Medicare and Medicaid Services
for Medicare covered services the subsidiary provides to eligible
individuals. While it is not possible to determine the outcome
of this investigation, CIGNA does not believe that the outcome
will be material to CIGNA’s consolidated results of operations,
liquidity or financial condition.

The outcome of litigation and other legal matters is always
uncertain. With the possible exception of certain reinsurance
arbitration proceedings (discussed on page 53), CIGNA does
not believe that any legal proceedings currently threatened
or pending will result in losses that would be material to
CIGNA’s consolidated results of operations, liquidity or
financial condition.
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Repert of Keragement

CIGNA's management is responsible for the consolidatéd
financial statements and all other information presented in this
Annual Report. The financial statements have been prepared
in conformity with generally accepted accounting principles,
determined by management to be appropriate, and include
amounts based on management’s informed estimates and
judgments. Financial information presented elsewhere in this
Annual Report is consistent with the financial statements. The
appropriateness of data underlying such financial information
is monitored through internal accounting controls, internal
auditors, independent accountants, and the Board of Directors
acting through an Audit Committee.

CIGNA maintains a system of internal accounting controls
designed to reasonably assure the integrity and reliability of
financial reporting and to provide reasonable assurance to
management and the Board of Directors that assets are
safeguarded and that transactions are executed in accordance
with management’s authorization and recorded properly.
CIGNA implements and enforces internal accounting controls
by selecting and training qualified personnel, by appropriately
segregating responsibilities, and by communicating written
policies and procedures broadly throughout the company.

In its corporate policy addressing business ethics, CIGNA states
its intention to achieve the highest level of legal and ethical
standards in the conduct of its business activities. Management
provides employees with a copy of this policy. Signed
statements are obtained annually from officers, certain other
employees and directors attesting to their review of, and
compliance with, CIGNA’s business ethics policy.

Reser? of Indeverdent Accovnionts
! ?

TO THE BOARD OF DIRECTORS
AND SHAREHOLDERS OF CIGNA CORPORATION

The Audit Committee of the Board of Directors reviews and
reports to the full Board on the appropriateness of CIGNA's
accounting policies, the adequacy of CIGNA's financial controls
and the reliability of financial information reported to the
public. The Committee is composed solely of directors who
are not employees of CIGNA. Ongoing Committee activities
include reviewing reports of management, internal auditors
and the independent accountants regarding accounting policies
and practices, audit results and internal accounting controls,
and assessing CIGNA's relationship with its independent
accountants, including their independence. The Committee
has direct access to the internal auditors and independent
accountants and meets with them without management

in attendance.

The consolidated financial statements have been audited by
CIGNA's independent accountants, PricewaterhouseCoopers
LLP, in accordance with generally accepted auditing standards,
and have been reviewed by the Audit Committee of the Board
of Directors. PricewaterhouseCoopers LLP's audit included an
evaluation of CIGNA’s internal accounting control structure to
the extent necessary to determine the audit procedures required
to express an opinion on the consolidated financial statements.

Management reviews recommendations of the internal auditors
and independent accountants concerning the system of internal
accounting controls, and responds to such recommendations
with corrective actions, as appropriate. Management believes
that, as of December 31, 2001, the system of internal accounting
controls is adequate to provide the reasonable assurances
discussed herein and that there are no material deficiencies

in the design or operation of the system of internal

accounting controls.

PRICEVATERHOUSE(COPERS

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income, comprehensive
income and changes in shareholders’ equity and cash flows present fairly, in all material respects, the financial position of CIGNA
Corporation and its subsidiaries (the Company) at December 31, 2001 and 2000, and the results of their operations and their cash
flows for each of the three years in the period ended December 31, 2001, in conformity with accounting principles generally
accepted in the United States of America. These financial statements are the responsibility of the Company’s management;

our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits of these
statements in accordance with auditing standards generally accepted in the United States of America, which require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

Philadelphia, Pennsylvania
February 7, 2002




Quarierly Finendal Data (unaudited)

The following unaudited quarterly financial data are presented on a consolidated basis for each of the years ended December 31, 2001
and 2000.

Quarterly financial results necessarily rely heavily on estimates. This and certain other factors, such as the seasonal nature of portions
of the insurance business, suggest the need to exercise caution in drawing specific conclusions from quarterly consolidated resuits.

(In millions, except per share amounts) Three Months Ended
March 31 June 30 Sept. 30 Dec. 31
Consolidated Resulis
2001
Total revenues $ 4,732 $ 4,663 $ 4,778 $ 4,942
Income before income taxes 420 385 411 281
Net income 276% 252% 2709 191%
Net income per share:
Basic 1.82 1.69 1.83 1.33
Diluted 1.78 1.66 1.81 1.32
2000
| Total revenues $ 43891 $ 4971 $ 5,026 $ 5,106
Income before income taxes 420 246 430 401
Net income 271 161® 278 277
Net income per share:
Basic 1.61 1.00 1.78 1.80
Diluted 1.60 99 1.74 1.76

Stock and Dividend Data

2001

Price range of common stock — high $ 134.95 $ 110.32 $ 102.72 $ 9490
— low $§ 99.30 $ 87.76 $ 75.50 $ 69.86

Dividends declared per common share $ 32 $ 32 $ 32 $ 32

20060

Price range of common stock — high $ 85.63 $ 99.50 $ 106.00 $ 136.75
— low $ 60.75 $ 7338 § 86.88 $ 104.05

Dividends declared per common share $ 31 $ 31 $ 31 $ 31

(1) The first quarter of 2001 includes an 38 million after-tax gain on the sale of a partial interest in the Japanese life insurance operation.
{2) The second quarter of 2001 includes a $22 million after-tax accelerated gain recognized on the sale of CIGNA's life reinsurance business.

(3) The third quarter of 2001 includes a $33 million after-tax accelerated gain recognized on the sale of CIGNA's life reinsurance business, which was
partially offset by charges of $25 million after-tax related to the events of September 11, 2001.

(4} The fourth quarter of 2001 includes a $62 million after-tax restructuring charge, partially offset by a $27 million after-tax gain on the sale of
CIGNA’s remaining interest in the Japanese life insurance operation and a $14 million after-tax accelerated gain recognized on the sale of CIGNA's life
reinsurance business.

(5) The second quarter of 2000 includes charges of 8127 million after-tax for the retained reinsurance businesses (including CIGNA's accident, domestic
health, international life and health, and specialty life reinsurance businesses).
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(In millions)
For the years ended December 31, 2001 2000 1999
Revenves from Contizuizg Operations
Employee Health Care, Life and Disability Benefits
Premiums and fees:
Managed health and dental S 6,764 $ 6,661 $ 6,313
Medical and dental indemnity 4,563 4,090 3,455
Life 1,698 1,764 1,800
Other 941 910 835
Total premiums and fees 13,966 13,425 12,403
Net investment income &G0 606 571
Other revenues ©86 581 528
Realized investment gains (losses) (78) 10 (2)
Total 15,174 14,622 13,500
Employee Retirement Benefits and Investment Services
Premiums and fees 322 350 325
Net investment income 1,668 1,617 1,605
Realized investment gains (losses) 93) 1) 11
Total 1,897 1,966 1,941
International Life, Health and Employee Benefits
Premiums and fees 788 2,042 1,642
Net investment income 49 148 124
Other revenues 148 4 71
Realized investment losses 5 — (2)
Total 280 2,194 1,835
Other Operations
Premiums and fees 291 511 659
Net investment income 502 522 581
Other revenues 310 191 190
Realized investment gains (losses) 1 (2) 1
Total 1,104 1,222 1,431
Corporate
Net investment income 24 49 78
Other revenues and eliminations (64) (89 (59)
Total (G 10 19
Total Consolidated Revenues from Continuing Operations
Premiums and fees 15,367 16,328 15,029
Net investment income 2,843 2,942 2,959
Other revenues 1,080 717 730
Realized investment gains (losses) (175) 7 8
Total £ 19,115 $ 19,994 $ 18,726




(In millions)

For the years ended December 31, 2001 2000 1999
Operating Income (Less)”
Employee Health Care, Life and Disability Benefits:
HMO operations $ 417 3 460 $ 401
Indemnity operations 331 302 310
Total Employee Health Care, Life and Disability Benefits . 748 762 711
Employee Retirement Benefits and Investment Services 221 257 265
International Life, Health and Employee Benefits 95 48 (342)
Other Operations 133 (26) 139
Corporate (96) (58) (78)
Total $ 1,101 $ 983 3 695
Income (less) from Continuing Operations
Employee Health Care, Life and Disability Benefits $ 699 $ 768 $ 709
Employee Retirement Benefits and Investment Services 160 256 272
International Life, Health and Employee Benefits 92 48 (343)
Other Operations 134 (27) 139
Corporate (96) (58) (78)
Total 3 989 $ 987 $ 699
Segrent Statisties
Employee Health Care, Life and Disability Benefits
Adjusted premiums and fees $ 34,196 § 31,207 § 27,788
Covered lives (in thousands):
Managed medical 6,972 7,234 6,740
Managed dental 2,756 2,833 2,898
Medical indemnity (estimated) 7,396 7,079 6,617
Dental indemnity (estimated) 10,600 10,246 10,827
Employee Retirement Benefits and Investment Services
Deposits $ 10,149 $ 9,942 $ 8,506
Assets under management:®
Defined contribution $ 29,853 $ 30,620 $ 30,576
Defined benefit 18,690 18,370 19,294
Corporate life insurance 3,943 3,725 2,960
Other, including guaranteed investment contracts 2,820 2,439 2,924
Total $ 55,306 $ 55154 $ 355754

(L) Operating income (loss) is defined as net income (loss) excluding after-tax realized investment results and the results of discontinued operations. In
1999, operating income also excluded the cumulative effect of adopting SOP 97-3 (see Note 2(B) to the Financial Statements).

(2) Assets under management include investment advisory accounts.
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Corporate Information

Annual Meeting

The 2002 annual meeting of shareholders
will be held on Wednesday, April 24, at
3:30 p.m., at Gregg Conference Center at
the American College in Bryn Mawr, Pa.

Proxies and proxy statements are being
mailed to shareholders of record as of
February 28, 2002. At December 31,
2001, there were 10,437 common
shareholders of record.

Fimancial Information

CIGNA’s Form 10-K was filed

with the Securities and Exchange
Commission on February 28, 2002,
amnd is available on the Intermet at
http://www.CIGNA.com. If you
would like a printed copy of the
Form 10-K, please contact:

CIGNA Corporation

Shareholder Services Department
TL37A

1601 Chestnut Street
Philadelphia, PA 19192
215.761.3516

To receive a copy of CIGNA's quarterly
earnings news release, please access

the CIGNA internet site at
http://www.CIGNA.com. If you would
prefer a printed copy of the news release,
please contact Shareholder Services at
the above address or phone number.

The tentative release dates for CIGNA’s
2002 earnings are:

1st Quarter May 2, 2002

2nd Quarter August 2, 2002
3rd Quarter November 1, 2002
Full Year February 7, 2003

Offices and Principal Subsidiaries

CIGNA Corporation
One Liberty Place

1650 Market Street
Philadelphia, PA 19192
215.761.1000

Connecticut General Life
Insurance Company
900 Cottage Grove Road
Hartford, CT 06152
860.726.6000

Life Insurance Company of
North America

Two Liberty Place

1601 Chestnut Street

Philadelphia, PA 19192

215.761.1000

Dividend Reinvestment and Stock
Purchase Plan

A dividend reinvestment and stock
purchase service is available to
shareholders of CIGNA Corporation.
Shareholders can reinvest their quarterly
dividends automatically and make
optional cash purchases of additional
common shares. For information on
the service, please contact:

EquiServe Trust Company, N.A.
Dividend Reinvestment Plans
P.O. Box 2598

Jersey City, N] 07303-2598
800.317.4445

Intermet Account Access

You can access your CIGNA shareholder
account on the Internet through
EquiServe Trust's Web site. You will

need your account number and password
for access to your account at
http://gateway.equiserve.com.

Direct Deposit of Dividends

Direct deposit of dividends provides

a prompt, efficient way to have your
dividends electronically deposited in
your checking or savings account. It
avoids the possibility of lost or delayed
dividend checks. The deposit is made
electronically on the payment date.

For more information and an enrollment
authorization form, contact EquiServe
Trust Company, N.A. at 800.870.2340.

Stock Listing

CIGNA's common shares are listed on the
New York, Pacific and Philadelphia stock
exchanges. The ticker symbol is CL

Transfer Agent

EquiServe Trust Company, N.A.
Shareholder Relations

P.O. Box 2500

Jersey City, NJ 07303-2500
800.317.4445

Hearing Impaired TDD: 201.222.4955
Web site: http://www.equiserve.com
E-mail: At Web site, click on Contact Us

CIGNA Online

To access information about CIGNA and
our products and services, visit our Web
site at http://www.CIGNA.com.

Annual Report Audio Tape

An audio tape summarizing key elements
of this report is available for those with
sight disabilities and can be obtained

by contacting:

CIGNA Corporation
Corporate Relations
Two Liberty Place

1601 Chestnut Street
Philadelphia, PA 19192
215.761.4756

As used in this Annual Report, “CIGNA” may
refer to CIGNA Corporation itself, one or more of
its subsidiaries, or CIGNA Corporation and its
consolidated subsidiaries. CIGNA Corporation

is a holding company. Products and services are
provided exclusively by subsidiaries and not by
CIGNA Corporation. Most employees are
employed by subsidiaries of CIGNA Corporation.

“CIGNA” and “A Business of Caring” are registered
service marks.

CIGNA Corporation and its subsidiaries constitute
one of the largest investor-owned employee

benefits organizations in the United States. Its
subsidiaries are major providers of employee
benefits offered through the workplace, including
health care products and services; group life,
accident and disability insurance; retirement
products and services; and investment management.

@ This annual report is printed on recycled paper.
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