-
-
.

% G
i
-

o
o
.

e
o

T
e
R




-

. , - -
o - - - T e
= . - S =
- -~ . = -
- - -

,%

o
3,;"
9

e = S
= - =

e e -
= e - - e
e - - 1 =

o - - ==

- - = = -

=

— = = > . 1 = =
- = > — . e
- - - - = =
e - - =
- = - =
e e s = — - =
S s == = == =
- - - - - e
- - - -
- . -

‘ .....\Wnuf»,.wmm\ﬁ
%»?«unw

e
2

v ,\3;4 %
.
.

it

|

.
%3
)

v

o
.
int
.
i
1«‘4\ i

.
:

@

2
i
i
)
4

.
\
.

a0

-
e s
- -

it
{8

.
3.

A
.
A
-
i

3,
G
.

r»;é

,
,
»

.

.

i
i
5

;
i
.
.
.
.
i

-

o

i
.
o
.
R

-
-
E

g;

;

?

>
T e z - - =
- : —
- -
- - :
- - e

= .

- . =
- - =

= el - = e
- - .- -
- == - = e
= - -
= e
o = e
= e

=

%
)l}\‘
i

-
- ¢
- =

=

= = -
-

= 5 . =

= e
- -
- =
s e % SR
- . . -
= =
: =
= - - -
e e

ENTS

CIGNA IN PERSPECTIVE
14 CORPORATE AND BOARD OF DIRECTORS INFORMATION
g
o

MT
2 TO OUR SHAREHOLDERS

2

5 CIGNA IN THE GLOBAL COMMUNITY

& HOW WE GO INDIVIDUAL

8 HOW WE GO DEEP
10 HOW WE GO GLOBAL

o = Siaenn s £
e o o o '
. - o =
- - -
- ; - -
== = - = =

= - - -
- \W\W = -

- -
- - - -
- - - —

= -
.- - = - -
- ; ‘ . ‘ , ; - _ _ _ = @ @ @ @

= = =

= - = =




& o
8

VWY BiVIe8s,

holding fast to our health service mission.

That’s how we generate value for our

shareholders, staying true to our global
growth strategy. That’s how we attract the

best employees, offering them ways to
contribute their unique talents.

And that’s how we serve our customers —

encouraging them as they march to the

beat of their own drummers — whether they
dream of climbing mountains or lowering
their cholesterol ... running marathons or
running companies .. raising their heart

rates or raising their families .. planning for
the future or leaving old habits behind.

i
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Ve rise to a series

Lioe pa &t Vear o

of prominent social, political and other
disruptions - ranging from economic

recessions and debt crises to natural

disasters and civil unrest. Looking ahead,
the number of people with chronic disease
will continue to increase, triggered in part
by an aging population that, over time,
will put even greater pressure on the

world’s health, resources and economy.

Collectively, these global disruptions are historic and
complex - further increasing the demands on our industry
to innovate '1I1(} ate more QH@(‘tLVP ‘,fld Sustai}”labie
solutions. At Cigna, we view this environment and its
challenges as opportunities to improve health, quality
of life and productivity for our clients and customers
worldwide. As a leading health service company, we
actively participate in the global dialogue with legislative,
business and othor thought leaders, Further, we are

accelerating our focus on wellness and prevention,

actively partnering with physicians to deliver higher

quality and value to their patients, and strengthening
our involvement with the communities we serve - all of
which drive Cigna’s ability to provide direct consumer

solutions in countries across the globe

Guided by our three-pronged strategy of “Go Deep, Go
Global, Go Individual” ~ which calls on us to deepen our
leadership in existing geographies, customer segments
and product lines; maximize our capabilities in new
geographies; and benefit individual customers through
highly personalized solutions = we are broadening

our existing customer relationships and growing our

international and U.S. customer base to create a new,

sustainable health care model where all participants ar

highly engaged, accountable and rewarded for act

setter health outcornes, We provide consumers wi
better health outcomes, We provide consum th

relevant, actionable information and tools and resources

to make informed health decisions based on their unique
circumstances. We also partner with employer clients
plans that align with their

to design customized benefit

Janizationa

business goals, employee population and org !
r
i

culture, helping to protect the health and productivity o

their workforce.

2071 BUSINESS RESULTS

[ am proud that in such an uncertain global environment,

,"\

r proven strategies once again delivered strong
hnancial results in 2011, with meaningful contributions
from each of our ongoing businesses. Our consolidated
revenues were $22 billion for full-year 2011, compared ¢
$21.3 billi
adjusted income from operations® for 2011 was $1.43

ion for full-year 2010, Our full-year conso 1dan:>:d
billion, compared to $1.28 billion in 2010. This eqguates to
$5.21 per share for 2011, reflecting a 12 percent increase
over 2010.

Cigna's fullsyear HealthCare adjusted income from
operations® was $990 million, and reflects contributions
from sustained growth in our medical and specialty
businesses. Cig
growing segment - delivered adjusted income from

1a’s International business - our fastest-

operations™ of $289 million (a 19 percent increase from
2010), and full-year adjusted income from operations™* for
our Group Disability and Life business was $282 million -

a good result in a challenging economic environment




A number of accomplishments contributed to these
results, In HealthCare, we continued to drive growth

in our Administrative Services Only arrangements,

which comprise more than 80 percent of our HealthCare
business. These employer-funded plans give our clients

a combination of choice and control, enabling them to
design their plans from our suite of integrated programs
while maintaining full transparency into their costs and
retaining control of their health benefit spending. By
harnessing this transparency and partnering closely with
our clients, we are able to design programs that deliver
superior levels of employee engagement and higher levels
of proactive service utilization and greater clinical quality.

Our International business has well-established
operations and sales capabilities through our local
licenses and business partnerships in 30 countries and
jurisdictions, representing a meaningful competitive
dvantage. We expanded our international capabilities
significantly in 2011 by opening operations in Turkey,
acquiring the United Kingdom-based travel insurance
company FirstAssist, and entering into a joint venture
agreement with the TTK Group, an 80-year-old

conglomerate and household name in India

Finally, our Group Disability and Life programs
continued to deliver best-in-class results, with 29
percent higher return-to-work rates than the industry
average, and a reduction in the length of short-term
disabilities by four days.

CUSTOMER-CENTRICITY:

THE FOUNDATION FOR SUCCESS
Cigna leverages our people, service, information and
resources to revolve around the unique needs of each of
our customers, regardless of their stage of life. At the core
of this emphasis is an unwavering passion for serving the
individual, which directly influences the customer-centric
resources we offer, the strategic acquisitions we make
and even how we established a distinctive global and
customer-focused brand “voice” for our organization.

We deploy thousands of nurses, health educators, case

nanagers and behavioral coaches to help customers
malke informed health and wellness decisions based on
their specific needs and priorities, Our team helps our
customers set and reach personal goals like quitting
smoking, losing weight or reducing stress, and learn

how to live to their full potential, even when faced with

acute ulness or (“h”OﬂlL disea

ses. We are the only health

plan with mult}lmguai customer service representatives

5, and customers can reach us by phone or

ble 24/7/36
through www.Cigna.com, mobile devices or social media -
C()Tltruoumw to a §7 percent customer satistaction rating for
our case management. We are leading the ino;ustz}z through

innovation and enhanced, more personalized service.

We significantly improved our ability to meet the

individual needs of seniors and Medicare customers
through the acquisition of HealthSpring - one of the
largest and fastest-growing Medicare Advantage plans in
the United States. Cigna’s rich expertise in the commercial
market and HealthSpring’s extensive knowledge and
success in the high-growth Seniors and Medicare
segments create excellent prospects for serving more
customers in these categories,

Our over-arching focus on meeting the unique needs
of our individual customers around the world is
exemplified by the 2011 launch of our new brand platforn
focused on individuality, and the accompanying “GO
YOU” brand campaign in the U.S,, wl’nci juides us in
providing a service experience that meets the unique
needs of each of our customers - the foundation for

Cigna’s ongoing success.
¢ g

Customer-centricity in action

Specific examples of how our emphasis on customer-
centricity is benefiting our customers are evident
throughout Cigna. To share just two:

Our annual study of customers in our Consumer-Directed
Health Plans (CDHP) - which provide full tmnsparency
to consumers on the cost of their care - shows that ow
CDHP customers receive higher levels of p'reventative
care than their managed ¢are counterparts, better overall
clinical quality and 16 percent lower costs in the first year.
In 2011, our CDHP plan growth was 35 percent - more

than double the industry average.

We promote better care coordination through our
Collaborative Accountable Care (CAC) initiative. Last
vear, Cigna strengthened its leadership position through
17 patient-centered initiatives in 15 states, encompassing
more than 170,000 Cigna customers and 1,800 primary
care phvsicians ~with significantly more of these
initiatives planned for 2012. We see promising results
rom our programs; one example of the success we are
seeing is our improvement in gaps in care in diabetes
and hypertension in our-CAC initiative at the Dartinouth-
Hitcheock hospital systeim in New Hampshire.




SERVING OUR COMMUNITIES

In 2011, Cigna emy

w

yyees rolunteered 27,063 hours

communities, a 17 per t increase in Cigna

- 2010. [ personally became a charter

iidObesity180, an initiative supported by
the k(/)@rt Wood Johnson Foundation, to help reverse
> other health

program and together,

-

ry. Cigna ralliec

b
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hild ohbe

't

anies o suppo

ding a nationwide school competition to

1 . 1L 1
the best exercise and fitness programs and how

m in schools everywhe

d other

Walt Disney /&/om.
Int

supporting wounded warriors

rional is one of (‘ne m

Our commumnity service 18 reac hll’lx communities a FOL’HQ

e we focus on the hasic essentials that

yhe whe

improve their health and well-being, from

=y

"’1@2113, water. 1 am pro ud that in China, we

md new school throu zg;? our partnership with

P*"mem Hope, an initiativ t provides education to

poor regions of the country, and we are renovating senior
& thai, In South Korea, we have an

citizen homes in Shane

rly care pr ogm n, aud we have served 2,00¢ W!ople

o to a ue'm:ist. }ﬁl'

"1 ave nevert

clean water projects. And in Spain, more than

: smbers of our feam traveled from eight countries to
the town of Valden

ON, an ¢

lings for

h to help renovate a home with

1 that pre ovides temiporary sunimer

s of (?I’l‘U'dT‘i?,ffl who h ave cancer,

A LOO
We

lean forward, listening closely

v o

K AHEA

g future belore us. We continue to

o clients and ~ustomers

[ ¢ .
o fin Cl new HI'M"J; @ilr TIVE Ways

to promote wellness and

“hanges

C v | ‘ : -
prevention. We are champions of the lifesty!

~ally slter the trajectory of health

that we know dram

an be prevented with

ent of C“z’;m i

better diet, exercise & or behavior changes

nd Cigna will continue to work tirelessly to encourage

healthy behaviors.

We know that in the ‘[

ormation and assistance to make d@, cisions that meet

:’h a1 persona lr}e@d&, whic

e. We } av

hest ¢ }u&miy ca

e at the lowest cost,

Our relationships with a global network of h

professionals - now one million strong ~ make us i

suited to act as a catalyst and convene all stakeholders in

the health care s

h@l ing of top <‘:Mems and r)‘r* sicians to

aity

vays to wr)zk together to improve health

cipated in the World

and lowm costs. In addition, we pa

Eeonomic Forum in Davos, Switzerland, as part of a
diverse panel of thouqht i@aderss who are @XpJoriz‘xg the
global impact of aging along with the responsibility and

r

opportunity to improve health and economic ben@m: for

societies dmun(l H 16 world.

OTITL

Uncertainty and change have become t h@ new r

power of our

Yet, we expact to continue harnessing t

onqomq innovation to bring value to our customers,

ian pariners and Qfmr@h lders, We are

tents, physici

committed to achieving outstanding client and ¢

retention, attractive revenue ¢ rowth and strong net

income growth, to position Cigna for sustained and

dif

ferentiated growth through 2012 and beyond.

/j /4 ’ Jﬂ;ﬁ/ﬁfﬁw

David M. Cordani

President and Chief Executive Officer




The Cigna Foundation and Civic Affairs work
with Cigna employees and community partners
who share our passion for improving health and
welltbeing. For example, in 2011, Cigne:

Launched the global Community Service
Program, giving every Cigna employee
worldwide eight hours paid time off for
community service.

Selected Visibility (UK/Seotland) and Huashan
Social Welfare Foundation (Taiwan) as the first
recipients of new $50,000 global giving grants.
Increased employee contributions to March of
Dimes by $50,000, making Cigna the eighth
largest corporate sponsor.

Raised more than $1.25 million for the
Juvenile Diabetes Research Foundation in
Hartford, Connecticut.

Introduced the Healthy Lifestyle grant program
for employees and provided almost $50,000 in
grants on behalf of employees who walk or run

for charity:

Avarded more than $50,000 to charities
selected by employees who participated in the
annual Cigna Shape Up program.

Improved by 200 spots in the Newsweek
ranking of Grezev Companies.

D evelop_ed the _Rgmm, and Recelve program,
which provides donations to organizations
selected by customers with disabilities who

return to work,

Forged a partnership with Daily Feats to
support charitable partners based on healthy
Activities of participants in the program.

Created a new Red Cross disaster relief website
dedicated to supporting victims through
matching employee contributions.

& on-y >1ofn org

led veterans

WO %@ %‘; §$ WAR

Recognizing that many veterans need help

Iy,
zx

1

transitioning to civilian life, Cigna launched a multi-

faceted support program for veterans an d troops:

« A permanent gift-matching website was established by
' emplo vee contributions to the

Cigna Civie Affairs for
Service to the Armed Forces fund of the American Red
Cross. Employee donations and company matches total
nearly $32,000 to date.

The Cigna Foundation provided $30,000 to Achille
International, a non-profit organization that helpsz
veterans and others with disabilities participate

in rainstream athletics. Additionally, the Cigna
Fc)undati@n gave nearly $18,000 to Achilles to support a
teamm of runners at the Walt Disney World® Marathon.

» The Cigna Foundation provided $30,000 to organizat ions
that match rescue dogs with veterans who suffer
from post-traumatic stress disorder or other mental
health issues. The Cigna Foundation also sponscred a
conference on creating healing medical environments
for wounded veterans at the National Intrepid Center
of Excellence, located on the Navy campus in Bethesda,
Maryland, and donated $15,000 to Operation Music Aidto

provide musical instrurnents for veterans in Connecticut.
« Cigna joined Hero Health Hire, a coalition of companies

united by the common goal of employing veterans




GO INDIVIDUAL is about
rvices that benefi

With help from her Cigna nurse advocate and vocational rehabilitation counselor,
Mary Ramirez was able to stay at work after a car accident.

MARY RAMIREZ

Lollactions Man:

I'had a vehicle accident in 2009. T have bulging
discs in my neck and back and need monthly
injections of steroids and cortisone. I was ha
trouble working. [ felt helpless.

Lread an article about Cigna’s programs. [ was.
put in touch with Tina Harris. I hooked up with
S : a weight loss program to help my back. 've
lost about 30 pounds. Talking to Tina was just like talking to family. We would be laughing and car
onl The best thing was that [ received help and was going to be able to make it through my life.

I talk with someone at Cigna every month. I aleo go to their website to get tips. Cigna gave me hope.
If you just make one phone call, they take it from there. :

Tina Harris, RN
Having spoken with hundreds of employees, I firnd that they really want to stay
at work. They just need some guidance and some SUpPPOIt = someone fo say.

¥

“You can do this” That's how it was with Mary.

Cigna looks at the whole person, not just one facet of their healih condition 1
referred Mary to the Employee Assistance Program for counseling services. We

also referred her to our Lifestyle Management Program to help her lose weight.
In addition, we really needed to look at her workstation. so T made a referral toa
vocational rehab counselor, Adrian Jenkins.

"

Lean't tell you how happy 1 am for Mary. She made important changes to
improve her health and maintain her focus at work. I'm very passionate about

the differences we can make in people’s lives,




Cigna helped Donald learn how to live
a heaithier life,

SALTER, JR.

y

My mom had pancreatic cancer. Doctors told me to give
her chemotherapy. When
!

her fattening food because of

she wouldn’t eat the cream and bacon, I did.

After my mom died, T ate and drank to excess. Then a
doctor told me I had diabetes. I weighed 406 pounds.

Karla Shuck, a personal health coach with Cigna, kept
leaving me messages; [ thought if T ignored them, she'd
go away. She didn’t - she kept calling. She did a fantastic
job of helping me create an eating and exercise plan.
I've lost about 140 pounds, I'm off diabetes medication
and my sell-<image is better!

Cigna, with a longstanding group health business in Spain, introduced private medical
insurance in 2010 to serve individual citizens of Spain like Rosa Fernandez de Miguel,

ROSA FERNANDEZ DE MIGUEL

FEP s
IS, 58,

I 2008, a friend recommended Cigna to supplement
our government insurance. in 2010, I became pregnant
with twins! It was considered a high-risk pregnancy; in
my 27th week 1 had to be admitted to the hospital for
five days, and I was also hospitalized for two weeks

before my two children, Fernando and Andreas, were
seven months. They had to stay in the hospital

born =
for four weeks after that,

The day after having my children, Dr. Vincente Gil -

a Cigna medical director = visited me in the hospital,
which made me especially happy! Eva Rodriguez,
Cigna's hospital coordinator, supervised my case and
visited almost every day. She brightened my mornings
and facilitated the insurance formalities. The support
from Cigna eould not have been better.
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Sarvice to Seniors

The world’s population is turning gray. The global

population of people aged 60 and older will more than

double in the next 40 years, to about two billion people.
Inthe U

tates alone, the number of those aged 65

and older will increase by about 80 percent by 2030.

Cigna greatly strengthened its foothold in the rapidly
growing Seniors and Medicare segiments by entering into
an agreement to acquire HealthSpring, one of the largest
and most-trusted Medicare Advantage coordinated care
plans in the United States. HealthSpring positions Cigna

to serve the needs of the millions of baby boomers who
will become eligible for Medicare over the ne .

partnership model play perfectly to the strengths of

Cigna's ing Accountable Care Organizations,

rith the shared goal of improved quality, lower cost and

(=N

better coordination of car

Adding HealthSpring to the Cigna family represents the

largest sing
$3.8 billi

Advantage

sisition - at a price of approximately

as wel

presc

business serving rmore than 800,000 customers

HealthSpring adds more than one million individuals to
Cigna’s customer base and deepens the company’s ability
to serve customers through every stage of their lives.
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SMART DESIGN’S 150

When we're working on design projects for our clients,
we need to have a deep understanding of how everything
they do works together. We look at each project through
a consumer lens by asking, “What do people want?” And
we make sure we deliver it for them. We've learned that
Cigna tries to do the same thing. Even though we have

a population of young designers who are fairly healthy,

other insurers never considered that in terms of how our

health care costs were allocated back to us.

Cigna gave us the chance to receive back a share of the

medical expenses we didn’t use in a particular year in the

form of a credit. For the first time, we could not only see

what we were spending, but, to the extent that we could

control that spending, we could share in the benefit of

i

reduced costs for the future. Cigna was the only company

ive

that was willing to ¢ company our size a benefit if

we stayed healthy. But the really big thing is we will be

helping our people improve their lives.

Cigna showed us programs and services beyond
traditional approaches — around weight loss and getting
people to reduce blood pressure. At first our people were
a little nervous about having an insurance company

1g in to get more information about them. But then

they realized that they could use this basic information a
year from now to measure their own improvements.

With Cigna, we're both aligned with the same goals.
We're both trying to keep everyone healthy and to make
sure they’re taken care of when they’re not so healthy.
Instead of interactions taking place only over disputed
medical claims or bills, we both want to do things that

can help > ouir people healthy and avoid having to

submit those claims in the future,

r procucts and bran

[

COULD SHARE IM THE BENEFIT
PUCED COSTS FOR THE FUTURE

R s s




2A4L is about maximizing Cigna’s capabilities in new geographies and

x

further supporting a globally mob

GLOBAL

Soon, when shoppers in India buy a pressure cooker or kitchen appliance, they also may end up buying a health
plan. Or, they might pick up health insurance from a neighborhood pharmacy, or learn about health coverage from

their doctor.

This easy access to private health plans in India is being made possible by the formation of CignaTTK Health
Insurance Company, a unique joint venture between Cigna Corporation and TTK Group, a consumer products
household name in India. The 80-year-old TTK conglomerate, whose brand stands for Trust, Transparency and
Knowledge, sells consumer durable goods, pharmaceuticals, biomedical devices and health care services. TTK
reaches a vast majority of Indian households - on average, a TTK product is sold every five seconds.

The new joint venture combines Cigna’s proven track record in international markets with TTK’s vast distribution
network and represents a powerful force in creating a new and innovative approach to improving health and
well-being in India, Currently undergoing regulatory approval, we expect the operation to open its doors in 2013,
CignaTTK plans to set up a distribution network through which simple health insurance products can be sold at

any TTK store or over the counter through a network of more than 100,000 pharmacies and physicians.

Cigna saw a-growing need in India. With 1.2 billion people - one-sixth of the world’s total population ~ India has the
world’s largest diabetes population and accounts for 80 percent of the world's heart disease. As consumer income
increases, health care spending is expected to grow significantly over the next decade - giving rise to interest in

the health and wellness programs that Cigna offers to help customers make lifestyle changes and manage chronic

medical conditions.

CignaTTK will be headquartered in Mumbai. Initial product offerings are planned to include individual private

medical insurance, supplemental health and accident products, and health benefits for India-based multinational

employers to cover their globally mobile workforce.




WITH TURKEY, CIGNA NOW
HAS SALES CAPABILITIES IN
30 COUNTRIES

With the 2011 launch of Cigna Hayat Sigorta in Turkey,
Cigna expanded its sales capabilities to 30 countries

and jurisdictions.

Based in Istanbul, Cigna’s Turkish operation offers

an initial portfolio of health, life and accident products,
designed to meet the evolving needs of Turkey’s
consumers in a way that goes well beyond traditional
government offerings. Cigna is reaching consumers
through direct-response television campaigns
promoting life insurance for adults 55 and above,
online sales of personal accident policies, and inventive
efforts to educate Turkey’s people about the value of

private insurance.

GROWING IN CHINA

In 2003, Cigna formed its joint venture in China with
China Merchants Bank to sell individual health, life and
accident products. In the nine years that have followed,
this successiul operation - Cigna & CMC Life Insurance
Co. - has consistently generated strong business results.

In 2009, the joint venture unveiled a comprehensive
health plan for employers in China. Last year, Cigna

& CMC embarked on the next phase of an ambitious
growth strategy for China as the company introduced
individual private medical policies in Shanghai. The
joint venture was also granted its 10th license in China,
enabling the opening of a sales and marketing operation
in Liaoning province.

The joint venture is poised to build substantially on its
nearly one million pelicy holders in the country. In fact,
Cigna’s marketing efforts, including direct-response
TV and internet channels, could now reach a potential
audience of more than a third of all Chinese consumers
- approximately 540 million people ~ a humber that
reflects enormous growth potential for the company.

TRAVEL EASY

Cigna’s 2011 acquisition of FirstAssist Insurance
Services positions us to grow our individual business
in the United Kingdorm and around the world with the
addition of travel insurance products. FirstAssist, with
nearly three million policy holders in the UK, protects
custorners and their families against unexpected events
through travel, health, employment and legal-related

insurance products. With travel up in Europe and Asia,

Cigna sees a significant opportunity to expand this

business on a worldwide scale.
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CIGNA HEALTHCARE

Medical 92%
Dental 7%
Life & Other1%

Premiums and Fees (in millions) $ 13,181

CIGNA GROUP DISABILITY AND LIFE

Life 45%
“Disability 46%
Accident & Other 9%

Premiums and Fees (in millions) $ 2,780

CIGNA INTERNATIONAL

Health Care 49%
Health, Life and Atcident 51%

Premiums and Fees (In millions) $ 2,990

Year Ended December 312011

Cigna HealthCare provides health plans and services to both companies and individuals. Cigna offers an

integrated suite of medical, dental, -

programs and services that focus on the

lowering medical costs. Cigna recognize

active participants in pursuing better h ealth, so

Products and Services

» Medical: wide spectrum of insured and self-insured

jon

medical pian options including Customer-Directec
Health P
Health Savings Accounts and Flexible Spending

Plans (Health Reimbursement f-\ccounts

Accounts); Health Maintenance Organization
(HMO), Network, Point of Service, Open Access Plus,
Preferred Provider Organization (PPO), Indivi
and Voluntary plans; Stop Loss coverage; and Shared

Adim

'c ual

strative Services
¢ Pharmacy: tiered coverage designs with a range of
plans; and mail-order, online and retail pharmacy

« Dental: DHMO; DPPO, DEPO, indernr nity and blended

lental discount program

s the unique streng
they can reach their full p

sehavioral health, pharmacy and vision care coverage. We p rovidz&e innovative
individual needs of those we serve, while improving their health and

ths of our customers and « mpowers them to become

otential.

» Vision: PPO, indemnity and managed care plans

* Behavioral: mental health, behavior modificatio
substance abuse, and work/life and employee

assistance programs

¢ Seniors: Medicare Advantage anc 1 Supplement plans,

as well as Individual and group Medicare Part D plans

¢ Care Management: health coaching, disease
and condition management, and lifestyle
management programs

« Ounsite Health: onsite health clinics and health

advocates at e ﬁr“lployer locations




Cigna Group Disability and Life is one of the top
provide:

of group disability, life and accident coverage
in the United States. Through its subsidiaries, Cigna

Group Disability and Life Insurance offers a variety of
programs and ser"\vfic:es to help employvees stay healthy
and on the ’f)b When a disability does occur, Cigna

Group Disability and Life Ins
fast, efficient claim service and effective support

urance delivers thorough,
programs that help employees return to work quickly
and safely. Cigna Group Disability and Life Insurance’s
disability programs are designed to help improve
employee productivity and lower employers’ overall
absence costs.

Cigna Group Disability and Life Insurance’s disability
programs can also be integrated with family

medical and leave-of-absence administration, and
Cigna's medical, behavioral, pharmacy and health
advocacy programs. Cigna’s research has shown that
integrating disability and health programs can further
improve return-to-work rates and lower medical and
disability costs. All group products are coupled with
comprehensive tools and services for easy beneft
management. These products also come with access to
free will preparation, estate and funeral planning tools,
identity theft resolution services and Cigna’s Healthy
Rewards® program, which offers a variety of discounts

on health and wellness products and services.

Cigna International with operations in countries
across Asia-Pacific, Europe, Middle East and North
America, provides access to s/upéricjf/guality health
care and related financial protection products to groups
ard individuals around the globe To individuals, the
orgarization prcyvlde‘; direct: ‘marketed bupplmnemal
health, life and aceident insurance and private medical
insurance products and programs n key markets around
the world. For employer groups, uqﬂa International
offers health care and medical care mauagement
services to cover local employees in key countries and
globally mobile (expatriate) employees on international
assignments virtually adywhere inthe woﬂd

s Wide spectrum of insured and self-insured short- and

long-term disability plans and management services

1

including comprehensive clinical m magémen‘t and

w-at-work and return-to-work support

J

support,

3

Family medical and leave-of-absence management

» Integration of disability services with Cigna

HealthCare and health advocacy programs

¢« Comprehensive employee assistance programs

available with disability and life products to help people

balance work/life and stay productive

+ Group basic term life insurance, group voluntary term
life insurance and group universal life insurance with
will preparation, estate and funeral planning as well as

beneficiary services

=

Group basic accidental death and dismemberment
(AD&D) insurance, group voluntary AD&D insurance,
business travel accident insurance and business travel
accident with medical coverage; these products include
travel assistance, identity theft and beneficiary services

« Flexible voluntary enrollment and administrative
solutions for Cigna’s disability, life and accident
products; customized educational tools, personalized
comrmunications, online enrollment, and access to
licensed benehts professionals to help employees enroll

Products and Servig

+ Health, Life, and Aceident Insurance: divect-marketed
stipplemental health products, such as cash for
hospital stays and critical illness diagnosis; dental;
personal aceidents travel term and variable life
insurance; and credit protection

o Global Health Benefits: medical, dental behavioral,
vision, pharmacy, personal accident, disability;
busitiess travel and life insurance as well as wellness
programs for globally mobile employees

« Health Cave:medical and related products
vrovided through emplover group benefits
programs inselect countries

&

Individual Private Medical Insurance: vanging from
surgery; hospital and outpatient coverage for local
citizens to full comprehensive medical coverage for

loeal and globally mobile individuals
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ITEM 1 Business

A. Description of Business

Cigna Corporation, incorporated in the State of Delaware in 1981, is
a holding company and is not an insurance company. Its subsidiaries
conduct various businesses, that are described in this Annual Report on
Form 10-K for the fiscal year ended December 31, 2011 (“Form 10-
K”). As used in this document, “Cigna” and the “Company” may refer
to Cigna Corporation itself, one or more of its subsidiaries, or Cigna
Corporation and its consolidated subsidiaries.

Cigna is a global health services organization with insurance subsidiaries
that are major providers of medical, dental, disability, life and accident
insurance and related products and services. In the U.S., the majority
of these products and services are offered through employers and other
groups (e.g. unions and associations) and, in selected international
markets, Cigna offers supplemental health, life and accident insurance
products and international health care coverage and services to businesses,
governmental and non-governmental organizations and individuals. In
addition to its ongoing operations described above, the Company also
has certain run-off operations, including a Run-off Reinsurance segment.

Cigna had consolidated shareholders’ equity of $8.3 billion and assets
of $51.0 billion as of December 31, 2011, and revenues of $22.0 billion

for the year then ended.

Cigna’s revenues are derived principally from premiums, fees, mail
order pharmacy, other revenues and investment income. The financial
results of Cigna’s businesses are reported in the following segments:

¢ Health Care;

¢ Disability and Life;

¢ International;

* Run-off Reinsurance; and

* Other Operations, including Corporate-owned Life Insurance.

Available Information

Cignas annual, quarterly and current reports, proxy statements and other
filings, and any amendments to these filings, are made available free of
charge on its website (http://www.cigna.com, under the “Investors—
Quarterly Reports and SEC Filings” captions) as soon as reasonably
practicable after the Company electronically files these materials with,
or furnishes them to, the Securities and Exchange Commission (the
“SEC”). The Company uses its website as a channel of distribution for
material company information. Important information, including news
releases, analyst presentations and financial information regarding Cigna
is routinely posted on and accessible at www.cigna.com. See “Code
of Ethics and Other Corporate Governance Disclosures” in Part III,
Item 11 beginning on page 127 of this Form 10-K for additional
available information.

B. Financial Information about Business Segments

The financial information included herein is in conformity with
accounting principles generally accepted in the United States of
America (“GAAP”), unless otherwise indicated. Certain reclassifications
have been made to prior years” financial information to conform
to the 2011 presentation. Industry rankings and percentages set
forth herein are for the year ended December 31, 2011, unless
otherwise indicated. Unless otherwise noted, statements set forth in

this document concerning Cigna’s rank or position in an industry
or particular line of business have been developed internally, based
on publicly available information.

Financial data for each of Cigna’s business segments is set forth in
Note 22 to the Consolidated Financial Statements beginning on
page 116 of this Form 10-K.

CIGNA CORPORATION - 2011 Form 10-K 1



PART 1
ITEM 1 Business

C. Strateg_)'

Cigna’s mission is to improve the health, well-being and sense of security
of the individuals it serves around the world. Key to our mission and
strategy is our customer-centric approach; we seek to engage our
U.S.-based and global customers in maintaining and improving their
health, well-being and sense of security by offering effective, easy-to-
understand insurance, health and wellness products and programs
that meet their unique individual needs. We do this by providing
access to relevant information to ensure informed buying decisions,
partnering with physicians and care providers in the U.S. and around
the world, and delivering a highly personalized customer experience.
This approach aims to deliver high quality care at lower costs for each
of our stakeholders: individuals, employers and government payors.

Cigna’s long-term growth strategy is based on: (1) repositioning the
portfolio for growth in targeted geographies, product lines, buying
segments and distribution channels; (2) improving its strategic and
financial flexibility; and (3) pursuing additional opportunities in high-
growth markets with particular focus on individuals.

Our mission is carried out through our enterprise growth strategy,
which has the following three tenets:

* GO DEEP: Cigna seeks to drive scale by increasing presence and
brand strength in key geographic areas, growing in targeted segments
or capabilities, and deepening its relationships with current customers.

* GO GLOBAL: Cigna delivers a range of differentiated products
and superior service to meet the distinct needs of a growing global
middle class and a globally mobile workforce through expansion in
existing international markets as well as extension of the Company’s
business model to new geographic areas.

* GO INDIVIDUAL: Cigna strives to establish a deep understanding
of its customers’ unique needs and to be a highly customer-centric
organization through simplifying the buying process by providing
choice, transparency of information, and a personalized customer
experience. The Company’s goal is to build long-term relationships
with each of the individuals it serves and meet their needs throughout
the stages of their lives.

Cigna s also focused on improving its strategic and financial flexibility
by driving further cost reductions in its Health Care operating expenses,
improving its medical cost competiveness in targeted markets and
effectively managing balance sheet exposures. For further discussion
of the Company’s actions to manage its balance sheet exposures, see
the section on “Run-off Operations” in the Introduction section of
Management’s Discussion and Analysis of Financial Condition and
Results of Operations (“MD&A”) beginning on page 34.

Key to the Company’s strategy is effectively deploying capital in pursuing
additional opportunities in high-growth markets. Consistent with chis
objective, Cigna achieved a significant milestone with the acquisition of
HealthSpring, Inc. in January 2012. HealthSpring, a leading provider
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of medical benefits to the 65+ population through the Medicare
Advantage program, strengthens Cigna’s ability to serve individuals
across their life stages as well as deepens Cigna’s presence jn a number
of geographic markets. The addition of HeahhSprmg brings industry
leading physician partnership capabilities and creates the opportunity
to deepen Cigna’s existing client and customer relationships, as well as
facilitates a broader deployment of Cigna's range of health and wellness
capabilities and product offerings.

In each of Cigna’s ongoing businesses, the Company strives to differentiate
itself in the marketplace and provide sustained value to its customers,
as more fully described below:

Health Care Segment: In the National market segment (consisting
of companies with 5,000 or more employees), Cigna focuses on large
employers that value the Company’s wellness programs, integrated
clinical approach and national network of health care providers. In
the Middle Market segment (companies with over 250 and less than
5,000 employees), Cigna focuses on clients that value the Company’s
integrated product suite, broad range of funding options, and competitive
medical costs. In the Select market segment (companies with over 50 and
under 250 employees), Cigna features unique self-funded plan options
and competitive product offerings. Cigna is also pursuing continued
growth in the Individual segment. An important part of the Company’s
growth strategy is to identify and capitalize on opportunities for growth
that extend Cigna’s reach, particularly in the Seniors and Individual
markets. Cigna’s acquisition of HealthSpring in January 2012 (described
above) is an example of the execution of this strategy.

Disability and Life Segment: Cigna focuses on returning employees
to work quickly, resulting in a better quality of life for employees and
higher productivity and lower cost for employers. Cigna seeks growth
in this business with the Company’s market-leading return-to-work
program, which is based on eatly outreach and engagement, a full
suite of clinical and return-to-work resources, and specialized case
management services tailored to individual situations. Cigna’s value-
based products are aligned with employers’ growing recognition of the
link between employee health and productivity/profitability. Along with
these products, Cigna’s consultative selling approach brings solutions
to clients and builds long-term relationships.

International Segment: Cigna continues to expand its supplemental
health, life and accident and global health benefits businesses in existing
markets, including South Korea and China. Where the opportunity
to bring the Company’s product and health solutions to new markets
is attractive, Cigna enters new markets. In 2011, Cigna entered the
new market of Turkey and signed an agreement to establish a health
joint venture in India. Additionally, the 2010 acquisition of Vanbreda
International significantly expanded the Company’s presence in the
global health benefits market, while the 2011 acquisition of FirstAssist
in the U.K. added a travel accident insurance product line and expanded
the Company’s distribution channels.



D. Health Care

PARTI
ITEM 1 Business

Cigna’s Health Care segment (“Cigna HealthCare”) offers insured and
self-insured medical, dental, behavioral health, vision, and prescription
drug benefit plans, health advocacy programs and other products and
services that may be integrated to provide comprehensive health care
benefit programs. Cigna HealthCare companies offer these products
and services in all 50 states, the District of Columbia and the U.S.
Virgin Islands.

Cigna HealthCare believes the most sustainable approach to enhancing
quality and managing health care costs is to fully engage customers in
the decisions that affect their health and the health care services they
receive. Accordingly, to assist customers in making informed choices
about health care for themselves and their families, Cigna HealthCare
provides personalized, actionable information about health and advocacy
programs as well as about the cost and quality of health care services.

Underlying Cigna HealthCare’s operations is a foundation of clinical
expertise and the ability to provide holistic, personal service. Cigna
HealthCare’s strengths include its ability to:

* combine medical and specialty product offerings to achieve a more
integrated approach to customers’ health and promote consistent
care management;

¢ provide predictive modeling and other analytical tools to assist in
providing targeted information for those customers with the greatest

health and lifestyle risks;

* leverage Cigna’s investment in care management technology
(HealthEview™) to create personalized care plans that adapt to each
customer’s preferences and individual health goals so that they can
make healthier lifestyle and health choices; and

¢ collaborate with health care professionals through accountable care
organizations with the objective of improving the quality of care and
service experience for customers while lowering costs and improving
overall value.

Principal Products and Services

Cigna offers a variety of products and services to employers and other
groups that sponsor group health plans. With the exception of Health
Maintenance Organization (‘HMO”), Medicare, Voluntary and stop
loss products, each of Cigna HealthCare’s products is offered with
alternative funding options (described below). Cigna may sell multiple
products under the same funding arrangement to the same employer.
Approximately 85% of the Company’s medical customers are enrolled
in self-insured plans, with the remainder split relatively evenly between
guaranteed cost and experience-rated insured plans. Approximately 90%
of our medical customers are enrolled in self-insured and experience-
rated plans, where lower medical costs directly benefit our corporate
clients and their employees.

Cigna also offers guaranteed cost medical and dental insurance to
individuals; see the “markets and distribution” section for additional
information about the Company’s offerings in the individual and
family market segment. -

In January 2012, Cigna acquired HealthSpring, Inc. (“HealthSpring’),
which is one of the largest Medicare Advantage providers in the U.S.
HealthSpring offers Medicare-eligible beneficiaries health care benefits,
including prescription drugs, through managed care healch plans.
HealthSpring also operates a national stand-alone prescription drug
plan in accordance with Medicare Part D.

Commercial Medical

Cigna HealthCare provides a wide array of products and services to
meet the needs of employers, other sponsors of health benefit plans
and their plan participants (i.e., employees/customers and their eligible
dependents), and individuals, including:

Network, Network Open Access and Open Access
Plus Plans

Cigna HealthCare offers a product line of indemnity managed care
benefit plans on an insured (guaranteed cost or experience-rated)
or self-insured basis. Premiums for insurance policies written on a
guaranteed cost or experience-rated basis are reported in the appropriate
premium category in the revenue table included in the Health Care
section of the MD&A beginning on page 45 of this Form 10-K. For
self-insured plans, where a majority of the Company’s customers are
entrolled, revenues consist of administrative fees and are included in
fees in the revenue table.

These plans use meaningful coinsurance differences to encourage the use
of “in-network” versus “out-of-network” health care providers. They also
encourage the use of and give customers the option to select a primary
care physician and use a national provider network, which is somewhat
smaller than the national network used with the preferred provider
(“PPO”) plan product line. The Network, Network Open Access,
and Open Access Plus In-Network products cover only those services
provided by Cigna HealthCare participating health care professionals
(“in-network”) and emergency services provided by non-participating
health care professionals (“out-of-network”). The Network point of
service (“POS”), Network POS Open Access and Open Access Plus
plans (“OAP”) cover health care services provided by participating,
and non-participating health care professionals; but the customers’
cost-sharing obligation is generally greater for out-of-network care.

Preferred Provider Plans

Cigna HealthCare also offers a PPO product line that features a national
network with even broader access than the Network and Open Access
Plans with a somewhat higher medical cost, no option to designate a
primary care physician, and in-network and out-of-network coverage
with greater member cost-sharing for out-of-network services. Like
Network and Open Access Plus Plans, the PPO product line is offered
on an insured (guaranteed cost or experience-rated) or self-insured
basis, with a majority of the customers being in self-insured plans.

CIGNA CORPORATION - 2011 Form 10-K 3



PART I
ITEM 1 Business

Health Maintenance Organizations

In most states, Commercial and Medicare HMOs are required by
law to provide coverage for all basic health services and plans may
only be offered on a guaranteed cost basis. They use various tools to
facilitate the appropriate use of health care services through employed
and/or contracted health care professionals. HMOs control unit costs
by negotiating rates of reimbursement with health care professionals
and facilities and by requiring advanced authorization for coverage of
certain treatments. Cigna HealthCare offers HMO plans that require
customers to obtain all non-emergency services from participating
health care professionals as well as POS HMO plans that provide
some level of coverage for out-of-network care from non-participating
health care professionals and facilities. The out-of-network coverage
is generally provided through separate insurance coverage that is sold
with the HMO benefits.

Choice Fund® suite of Consumer-Driven Products

In connection with many of the products described above, Cigna
HealthCare offers the Cigna Choice Fund suite of consumer-driven
products, including Health Reimbursement Accounts (“HRA”), Health
Savings Accounts (“HSA”) and Flexible Spending Accounts (“FSA”).
These plans are designed to shift employee thinking and behaviors
without the need to shift cost by motivating employees to understand
and manage their health and health benefits.

* Cigna’s Choice Fund HRA covers employees through an account
funded by employer contributions. Within the HRA, employers can
choose from innovative plan design options, including self-funding
and fully-insured. HRA dollars can be rolled over from year to year
at the plan sponsors’ discretion. The HRA is often combined with
a high deductible plan.

* HSA plans allow plan sponsors to choose from a variety of benefit
plan designs and funding options. They combine a federally qualified
high deductible health plan with a tax-advantaged savings account
that offers mutual fund investment options. Funds in an HSA can
be used to pay the deductible and other IRS approved health care
expenses. The health savings account is portable and funds roll over
from year to year.

* An FSA allows customers to pay for IRS approved health care expenses
with pre-tax employee contributions. Unused funds in an FSA cannot
be rolled over from year to year; they are forfeited by the employee.

Stop Loss Coverage

Cigna HealthCare offers stop loss insurance coverage for self-insured
plans. This stop loss coverage reimburses the plan for claims in excess
of a predetermined amount, either for individuals (“specific”) or the
entire group (“aggregate”), or both. Cigna HealthCare also includes
stop loss features in its experience-rated policies (discussed below).

Shared Administration Services

Cigna HealthCare provides Taft-Hartley trusts and other entities access
to its national provider network and provides claim re-pricing and
other services (e.g., utilization management).
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Voluntary

Cigna HealthCare’s voluntary medical products are offered to employers
with 51 or more eligible employees and are designed to provide
hourly and part-time employees with limited coverage that is more
affordable than comprehensive medical plans. Cigna Voluntary products
currently have annual and, in some cases, lifetime maximums, which
are prohibited under the Patient Protection and Affordable Care Act
effective September 23, 2010. However, the Department of Health
& Human Services (HHS) has approved a waiver of these limitations
for plans in effect as of September 23, 2010. Annual benefit limits
are prohibited beginning January 1, 2014, and Cigna expects to cease
offering these products at that time.

Medicare

Medicare Advantage

‘The Company’s acquisition of HealthSpring in January 2012 significantly
expands Cigna’s presence in the Seniors segment. As a result of the
acquisition, beginning in 2012, Cigna operates Medicare Advantage
coordinated care plans in 11 states and the District of Columbia.
Under the Medicare program, Medicare-eligible beneficiaries may
receive health care benefits, including prescription drugs, through a
managed care health plan such as the Company’s coordinated care plans,
and The Centers for Medicare and Medicaid Services reimburse the
Company pursuant to a risk adjustment payment methodology. Cigna’s
coordinated care plans bring together networks of local hospitals and
physicians, typically centered around a primary care physician, who
is experienced and effective in managing the health care needs of the
Medicare population. Cigna utilizes a physician engagement strategy
that aims to create mutually beneficial and collaborative arrangements
with providers, aligning their interests with the objective of providing
high-quality, cost-effective healthcare, and ultimately encouraging
providers to deliver a level of care that promotes customer wellness,
reduces avoidable catastrophic outcomes, and improves clinical results.

Other Medicare Plans

Cigna also offers group Medicare Supplement plans that provide
retirees with a combination of the simplicity of Medigap-style plans
with flexible funding and plan design options allowing clients to
customize plans to meet their unique needs. Retirees may visit any
health care professional or facility that accepts Medicare throughout
the country — with no referrals required.

Medicare Part D

Cignas Medicare Part D prescription drug program, Cigna Medicare
Rx®, provides a number of plan options as well as service and information
support to Medicare and Medicaid eligible customers. Cigna Medicare
Rx is available in all 50 states and the District of Columbia. Cigna's
Part D plans offer the savings of Medicare combined with the flexibility
to provide enhanced benefits and a drug list tailored to clients’ specific
needs. Retirees benefit from broad network access and value-added
services that help keep them well and save them money. As a result of
the acquisition of HealthSpring, Cigna will now offer Medicare Parc D
prescription drug benefits through its Medicare Advantage plans, and
also expand its stand-alone Medicare Part D prescription drug plan.



Specialty

Medical Specialty

Health Advocacy

Cigna HealthCare offers medical management, disease management,
and other health advocacy services to employers and other plan sponsors.
These services are offered to customers covered under Cigna HealthCare
administered plans as well as individuals covered under plans insured
and/or administered by competing insurers/third-party administrators.
Cigna offers seamless integration of services that address the clinical and
administrative challenges inherent in coordinating multiple vendors.
Through its health advocacy programs, Cigna HealthCare works to
help healthy people stay healthy; help people change behaviors that
put their health at risk; and assist those with existing health problems
in accessing quality care.

Cigna HealthCare offers a wide array of health advocacy programs
and services to help individuals improve their health, well-being and
sense of security, including:

* carly intervention by Cigna’s network of clinical professionals;

* Cigna’s online health assessment, powered by analytics from the
University of Michigan Health Management Research Center, which
helps customers identify potential health risks and learn what they
can do to live a healthier life;

¢ the Cigna Your Health First® program, a holistic coaching program
to help customers better manage chronic health conditions;

* Cigna Health Advisor®, which provides customers-with access to a

personal health coach to help them reach their health and wellness goals;
* Cigna's Well Informed program, which uses clinical rules-based software

to identify potential gaps and omissions in customers’ health care
by analyzing integrated medical, behavioral, pharmacy and lab data
allowing Cigna HealthCare to communicate the gaps to customers
and their doctors; and

¢ Cigna’s online coaching capabilities.

Cigna Onsite Health

Over the past four years, Cigna has built an extensive suite of onsite
capabilities that include health centers, dedicated health advocates at
employer sites across the country, hourly coaching services, wellness
seminars and onsite biometric screenings through the acquisition
of Kronos Optimal Health. Cigna’s onsite programs enable better
engagement through face-to-face interaction and intervention t6 help
individuals improve their health, resulting in cost savings for employers.

Cigna’s onsite services include more than 75 health centers and the
annual administration of more than 400,000 biometric screenings as
well as approximately 2,200 wellness seminars each year. As a result of
the acquisition of HealthSpring, Cigna now operates three LivingWell
Health Centers, where Medicare customers can receive care from an
expanded care team including physicians, nurse practitioners, nurses,
pharmacists, and nurses educators. The Centers also offer a range of
social and community events tailored to meet the needs of seniors. Cigna
also runs six LivingWell “practices” that incorporate the principles of
the larger stand-alone Centers while allowing the customer to continue
to see his or her primary care physician in an office setting.
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Cost Containment Service

Cigna administers cost containment programs with respect to health care
services/supplies that are covered under benefit plans. These programs,
which may involve contracted vendors, are designed to control health
costs by reducing out-of-network utilization, auditing provider bills and
recovering overpayments from other insurance carriers or health care
professionals. Cigna earns fees for providing or arranging these services.

Behavioral Specialty

Bebavioral Health

Cigna arranges for behavioral health care services for customers through its
nationwide network of participating behavioral health care professionals.
Cigna offers behavioral health care case management services, employee
assistance programs (EAP), and work/life programs to employers,
government entities and other groups sponsoring health benefit plans.
Cigna Behavioral Health focuses on integrating its programs and
services with medical, pharmacy and disability programs to facilitate
customized, holistic care.

As of December 31, 2011, Cigna’s behavioral national network had
approximately 108,000 access points to independent psychiatrists,
psychologists and clinical social workers and approximately 9,000 facilities
and clinics that are reimbursed on a contracted fee-for-service basis.

Cigna Pharmacy Management

Cigna Pharmacy Management

Cigna Pharmacy Management offers prescription drug plans to its
insured and self-funded customers both in conjunction with its medical
products and on a stand-alone basis. With a nationwide network of
over 62,000 contracted pharmacies, Cigna Pharmacy Management is
a comprehensive pharmacy benefits manager (PBM) offering clinical
integration programs, specialty pharmacy solutions, and fast, efficient
home delivery of prescription medicines.

Programs that facilitate this integration of medical, behavioral and
pharmacy offerings include the previously discussed Well Informed
program, which focuses on chronic conditions that require strict
compliance with prescription drug therapy such as asthma, diabetes,
back pain and high cholesterol, as well as Step Therapy, which encourages
customers to use generic and/or preferred brand drugs rather than
higher cost brand-named drugs. Step Therapy is implemented through
claim management protocols, which may include communications with
customers and their physicians. The Company coordinates pharmacy
management with all of Cigna’s health advocacy programs and tools by
focusing on patient education, including emphasizing the importance
of adherence to medication instructions.

Cigna Specialty Pharmacy Management

Cigna’s administered medical and pharmacy coverage can meet the
needs of customers with complex conditions that require specialty
pharmaceuticals. These types of medications are covered under both
pharmacy and medical benefits and can be expensive, often requiring
associated lab work and administration by a health care professional.
Therefore, coordination is critical in improving affordability and
outcomes. Clients with Cigna-administered medical and pharmacy
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coverage benefit from continuity of care, integrated reporting, and
aggressive unit cost discounts on all specialty drugs — regardless of
where they are administered.

TheraCare Program

Cigna’s specialty pharmacy outcome management program, TheraCare,
manages specialty conditions by seeking to lower costs and improve the
health and satisfaction of our customers. Cigna has a comprehensive
list of conditions covered regardless of the pharmacy used to fill the
respective prescription, or under which benefit the prescription falls.
TheraCare is coordinated with other Cigna health advocacy programs
and all data is captured for analysis and reporting.

Cigna Home Delivery Pharmacy

Cigna also offers cost-effective mail order, telephone and on-line
pharmaceutical fulfillment services through its home delivery operation.
Cigna Home Delivery Pharmacy provides a high-quality, efficient
home delivery pharmacy distinguished by individual care relating
to compliance and specialty medications. Orders may be submitted
through the mail, via phone or through the internet at myCigna.com.

Dental and Vision

Dental

Cigna Dental Health offers a variety of dental care products including
dental health maintenance organization plans (“Dental HMO?”), dental
preferred provider organization (“DPPO”) plans, dental exclusive
provider organization plans, traditional dental indemnity plans and a
dental discount progtam. Employers and other groups can purchase
Cigna Dental Health products as stand-alone products or integrated with
Cigna HealthCare’s medical products. Additionally, as of June 1, 2011,
individual customers can purchase DPPO plans in conjunction with
individual medical policies. As of December 31, 2011, Cigna Dental
Health customers totaled approximately 10.9 million, representing
employees at approximately 33% of all Fortune 100 companies. Most
of these customers are in self-insured plans. All of Cigna’s dental HMO
customers participate in guaranteed cost insured plans. Managed dental
care products are offered in 38 states for Dental HMO and 43 states
and the District of Columbia for Dental PPO through a network of
independent health care professionals that have contracted with Cigna
Dental Health to provide dental services.

Cigna Dental Health customers access care from the largest dental
PPO network in the U.S. and one of the largest dental HMO networks
in the U.S., with approximately 235,500 DPPO-contracted access
points (approximately 92,000 unique health care professionals)
and approximately 58,000 dental HMO-contracted access points
(approximately 16,500 unique health care professionals).

Cigna Dental Health stresses preventive dentistry; it believes that
promoting preventive care contributes to a healthier workforce, an
improved quality of life, increased productivity and fewer treatment
claims and associated costs over time. Cigna Dental Health offers
customers a dental treatment cost estimator to educate customers on

oral health and aid them in their dental health care decision-making.
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Vision

Cigna Vision offers flexible, cost-effective PPO coverage that includes a
range of both in and out-of-network benefits for routine vision services.
Cigna’s national vision care network, which consists of approximately
53,000 health care professionals in approximately 22,800 locations,
includes private practice ophthalmologist and optometrist offices, as
well as retail eye care centers. Routine vision products are offered in
conjunction with Cigna HealthCare’s medical and dental product
offerings.

Funding Arrangements, Pricing, Reserves
and Reinsurance

The segment’s health care products and services are offered through
the following funding arrangements:

¢ Insured - Guaranteed Cost;
® Insured - Shared Returns™ (also referred to as “experience-rated”); and
* Administrative Services Only.

Premiums and fees charged for HMO and most health insurance
products are generally set in advance of the policy period and are
typically guaranteed for one year (unless specified events occur, such as
changes in benefits, significant changes in enrollment or laws affecting
the coverage or costs). Premium rates for fully insured products are
established either on a guaranteed cost or retrospectively experience-
rated basis.

Since January 1, 2011, the Patient Protection and Affordable Care Act
(“Health Care Reform”) has required Cigna HealthCare’s comprehensive
medical insurance products to meet a minimum medical loss ratio
(“MLR”) of 85% for large groups (generally defined as employers with
more than 50 employees) and 80% for small groups and individuals.
The United States Department of Health and Human Services has issued
interim final regulations that specify how the MLR is to be calculated.
These regulations currently require the MLR to be calculated on a
state-by-state basis for each separate insurance company or HMO, and
then separately within each state for large groups, small groups and
individuals. The MLR is determined generally as the sum of claims plus
expenses that improve health care quality divided by premiums less
taxes and assessments. To the extent the MLR minimums are not met
for large groups, small groups or individual segments within each state,
premium rebates are paid to both employers and customers enrolled in
the plans based on the portion of the premium each has contributed.
Approximately 15% of Cigna HealthCare's customers are enrolled in
insured plans subject to the MLR requirements.

Insured - Guaranteed Cost

Charges to policyholders under an insured, guaranteed cost policy are
established at the beginning of the policy period and are not adjusted
to reflect actual claim experience during the policy period. Accordingly,
Cigna HealthCare bears the risk for claims and costs. The HMO product
is offered only on a guaranteed cost basis. Summarized below are the
key elements of an insured, guaranteed cost funding arrangement:

* A guaranteed cost pricing methodology reflects assumptions about
future claims, health care inflation (unit cost, location of delivery of
care and utilization), effective medical cost management, expenses,
enrollment mix, investment returns, and profit margins.



* Claim and expense assumptions may be based in whole or in part
on prior experience of the policyholder or on a pool of accounts,
depending on the policyholder’s size and the statistical credibility
of the experience.

* Generally, guaranteed cost policyholders are smaller and less statistically
credible than retrospectively experience-rated groups.

* Pricing for insurance/HMO products that use networks of contracted
health care professionals reflects assumptions about the future claims
impact on the reimbursement rates in the provider contracts.

¢ Premium rates may vary among policyholders to reflect the underlying
plan benefits, anticipated contract and demographic mix, family size,
geography, industry, renewal date, and other cost-predictive factors.

» In some states, premium rates must be approved by the state insurance
department and state laws may restrict or limit the use of rating
methods.

* Premium rates for groups and individuals are subject to state and/or
HHS review for unreasonable increases.

Insured - Shared Returns®™ (also referred
to as experience-rated)

The key features of a Shared Returns funding arrangement are summarized
below:

o The premium, determined at the beginning of the policy period,
typically includes a margin to parially protect against adverse claim
fluctuations. Premiums may be adjusted for the actual claim and,
in some cases, administrative cost experience of the policyholder
through an experience settlement process after the policy period as
discussed below.

* If cost experience is favorable in relation to the premium rates, a
portion of the initial premiums may be credited to the policyholder
as an experience refund. However, if claims and expenses exceed
the initial premiums (an “experience deficit”), Cigna HealchCare
generally bears the risk.

* Cigna HealthCare may recover an experience deficit, according to
contractual provisions, through future premiums and experience
settlements, provided the policy remains in force. If premiums
exceed claims and expenses, any surplus amount is generally first
used to offset prior deficits and otherwise generally returned to
the policyholder.

Minimum premium funding arrangements combine insurance protection
with an element of self-funding. Key features of insurance policies using
a minimum premium funding arrangement are summarized below:

« The policyholder is responsible for funding all claims up to a
predetermined aggregate, maximum monthly amount, and Cigna
HealthCare bears the risk for claim costs incurred in excess of that
amount.

» Instead of paying a fixed monthly premium, the group policyholder
establishes and funds a bank account and must maintain an agreed-
upon amount in the account. The policyholder authorizes the insurer
to draw upon funds in the account to pay claims and other authorized
expenses.

» The policyholder pays a significantly reduced monthly “residual”
premium while the policy is in effect and a supplemental premium
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(to cover reserves for run-out claims and administrative expenses)
upon termination.

o As with other Shared Returns (experience-rated) insurance products,
Cigna HealthCare may recover deficits from margins in future years
if the policy is renewed.

Liabilities are established for estimated experience refunds based on
the results of Shared Returns (retrospectively experience-rated) policies
and applicable contract terms. Cigna HealthCare credits interest on
experience refund balances to these policyholders using rates that are
set at Cigna HealthCare's discretion, taking investment performance
and market rates into consideration. Higher rates are credited to funds
with longer expected payout terms, reflecting the fact that higher
yields are generally available on investments with longer maturities.
For 2011, the rates of interest credited ranged from 0.8% to 3.5%,
with a weighted average rate of approximately 1.5%.

Administrative Services Only

Cigna HealthCare contracts with employers, unions and other groups
sponsoring self-insured plans on an administrative services only (‘ASO”)
basis to administer claims and perform other plan related services. The
key features of an ASO funding arrangement are summarized below:

» Cigna HealthCare collects administrative service fees in exchange for
providing these self-insured plans with access to Cigna HealthCare’s
applicable participating provider network and for providing other
services and programs including: claim administration; quality
management; utilization management; cost containment; health
advocacy; 24-hour help line; 24/7 call center; case management;
disease management; pharmacy benefit management; behavioral
health care management services (through its provider networks);
or any combination of these services.

The self-insured plan sponsor is responsible for self-funding all claims,
but may purchase stop loss insurance from Cigna HealthCare or
other insurers for claims in excess of a predetermined amount, for
either individuals (“specific’), the entire group (“aggregate”), or both.

In some cases, Cigna HealthCare provides performance guarantees
associated with meeting certain service related and other performance
standards. If these standards are not met, Cigna HealthCare may be
financially at risk up to a stated percentage of the contracted fee or
a stated dollar amount. Cigna HealthCare establishes liabilities for
estimated payouts associated with these guarantees. See Note 23 to
the Consolidated Financial Statements beginning on page 119 of
this Form 10-K for details about these guarantees.

Pricing

Premium rates for insured funding arrangements are based on assumptions
about the expected utilization levels of medical services, costs of medical
services and the Company’s administrative costs. The profitability of
these arrangements will vary by the actual utilization level of medical
services, the cost of the services provided and the costs to administer the
benefit programs and the premium charged. Additionally, beginning in
2011, overall margin is effectively capped by the minimum loss ratio
rebates required by Health Care Reform, as favorable experience in a
market generates premium rebates instead of offsetting any unfavorable
experience in other markets.
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Pricing for self-funded arrangements is generally based on the expected
cost to administer those arrangements and will vary by the services
provided and the size and complexity of the benefit programs, among
other factors.

Reserves

In addition to paying current benefits and expenses under HMO
and health insurance policies, Cigna HealthCare establishes reserves
for amounts estimated to fund reported claims not yet paid, as well
as claims incurred, but not yet reported. As of December 31, 2011,
approximately $1.4 billion, or 61% of the reserves of Cigna HealthCare's
operations comprised liabilities that are likely to be paid within one
year, primarily for medical and dental claims, as well as certain group
disability and life insurance claims. The reserve amount expected to
be paid within one year includes $194 million that is recoverable from
certain ASO customers and from minimum premium policyholders.
'The remaining reserves relate primarily to contracts that are short
term in nature, but have long term payouts and include liabilities for
group long-term disability insurance benefits and group life insurance
benefits for disabled and retired individuals, benefits paid in the form
of both life and non-life contingent annuities to survivors and contract

holder deposit funds.

Reinsurance

Cigna HealthCare reduces its exposure to large catastrophic losses
under group life, disability and accidental death contracts by purchasing
reinsurance from unaffiliated reinsurers.

Financial information, including premiums and fees, is presented in
the Health Care section of the MD&A beginning on page 45 and in
Note 22 to Cigna’s Consolidated Financial Statements beginning on
page 116 of this Form 10-K.

Service and Quality

Customer Service

Cigna HealthCare operates 16 service centers that together processed
approximately 136 million medical claims in 2011. Satisfying customers
is a primary business objective and critical to the Company’s success.
To further this objective, in 2009, the Company made its call centers
available 24 hours a day, seven days a week, 365 days a year. As of
December 31, 2011, Cigna operated 10 call centers and a virtual
call team that customers can call toll-free about their health care
benefits, wellness programs and claims. Cigna recognizes that customers
with significant health events may have additional customer service
needs. Therefore, Cigna has developed the “My Personal Champion”
program, which provides qualified customers with a dedicated point of
contact. Personal Champions serve as a resource for benefits and claims
questions, assist with navigating the complex health care industry and
offers education and support to customers and their families. As of
December 31, 2011, approximately 4 million Cigna customers had
access to the My Personal Champion program.
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Technology

Cigna HealthCare understands the important role that information
technology plays in improving the level of service that Cigna can
provide to its customers, which is critical to the continued growth
of the Company’s health care business and its focus on customer-
centricity. Accordingly, Cigna HealthCare continues to invest in its
information technology infrastructure and capabilities including tools
and Internet-enabled technology that support Cigna HealthCare’s
focus on providing customers with a personalized experience in making
health care decisions. Examples include:

* myCigna.com, Cigna’s consumer Internet portal. The newly redesigned
portal is personalized with customers’ medical, dental and pharmacy
plan information. Customers can use online tools to understand
their benefits, track their claims and finances and manage their
health. MyCigna is a multi-media portal with video content, social
networking capabilities, podcasts and other interactive tools to help
customers achieve their health and financial goals. Cigna customers
can now access much of this information through their mobile phones,
making it easier to get the information customers need when and
where they need it;

* myCignaPlans.com, a website that allows prospective customers who
purchase medical coverage through their employer to compare plan
coverage and pricing options, before enrolling, based on a variety
of factors. The application gives customers information on the total
health care cost to them and their employer;

* Health Risk Assessment, an online interactive tool that helps customers
identify potential health risks and monitor their health status;

* social media, including dedicated YouTube and Facebook pages
that allow individuals to participate in online communities specific
to Cigna and their interest in health awareness and improvement;

* a number of interactive online cost and quality information tools that
compare hospital quality and efficiency information, prescription
drug choices and average price estimates and member-specific average
out-of-pocket cost estimates for certain medical procedures; and

* a special website designed for seniors, with large font and documents
designed for the visually impaired, sections focused on understanding
Medicare with educational information and a Medicare “Toolkit”,
as well as easy access to plan information in English and Spanish.

Benefit/Claim Resolution

Cigna HealthCare customer service representatives are empowered to
immediately resolve a wide range of issues to help customers obtain the
most from their benefit plans. If an issue cannot be resolved informally,
Cigna HealthCare has a formal appeals process that can be initiated
by telephone or in writing and involves two levels of internal review.
For those matters not resolved by internal reviews, Cigna HealthCare
customers are offered the option of a voluntary external review of
claims. The Cigna HealthCare formal appeals process addresses member
inquiries and appeals concerning initial coverage determinations based
on medical necessity and other benefits/coverage determinations. Cigna
HealthCare’s formal appeals process meets regulatory requirements,
including the National Committee for Quality Assurance (‘NCQA”),
Employee Retirement Income Security Act of 1974 (“ERISA”), and
Utilization Review Accreditation Commission (“URAC”).



Quality Medical Care

Cigna HealthCare’s commitment to promoting quality medical care to
its customers is reflected in a variety of activities including: credentialing
medical health care professionals and facilities that participate in Cigna
HealthCare’s managed care and PPO networks as well as developing the
Cigna Care Network®™ specialist physician designation described below.

Participating Provider Network

Cigna HealthCare has an extensive national network of participating
health care professionals that consisted of approximately 5,600 hospitals
and approximately 667,400 health care professionals as of
December 31, 2011 as well as other facilities, pharmacies and vendors
of health care services and supplies.

In most instances, Cigna HealthCare contracts directly with the
participating hospital, health care professional or other facility to provide
covered services to customers at agreed-upon rates of reimbursement. In
some instances, however, Cigna HealthCare companies contract with
third parties for access to their provider networks and care management
services. In addition, Cigna HealthCare has entered into strategic alliances
with several regional managed care organizations (Tufts Health Plan,
HealthPartners, Inc., Health Alliance Plan, and MVP Health Plan) to
gain access to their provider networks and discounts.

Cigna Medical Group
Cigna Medical Group (CMG) is the multi-specialty medical group

practice division of Cigna HealthCare of Arizona, Inc. which delivers
primary care and certain specialty care services through 25 medical
facilities and approximately 194 employed clinicians in the Phoenix,
Arizona metropolitan area. Eighteen of these multi-specialty health care
centers and their affiliated primary care physicians have received the top
level (level 3) of accreditation from NCQA (Patient Centered Medical
Homes). CMG currently holds the highest level of this accreditation for
the greatest number of practices and physicians in the state of Arizona.

Cigna Care Networ M

Cigna Care Network is a benefit design option available for Cigna
HealthCare administered plans in 68 service areas across the country.
Cigna Care Network’s designated physicians are a subset of participating
physicians in certain specialties who are so designated based on specific
clinical quality and cost-efficiency selection criteria. Customers pay
reduced co-payments or co-insurance when they receive care from a
specialist designated as a Cigna Care Network provider. Participating
specialists are evaluated regularly for the Cigna Care Network designation.

Provider Credentialing
Cigna HealthCare credentials physicians, hospitals and other health care

professionals in its participating provider networks using quality criteria
which meet or exceed the standards of external accreditation or state
regulatory agencies, or both. Typically, most health care professionals
are re-credentialed every three years.
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External Validation

Cigna continues to demonstrate its commitment to quality and has
expanded its scope of external validation of its quality programs
through nationally recognized accreditation organizations. Each of
Cigna’s 36 PPO/OAP markets and 22 of the HMO and POS plans
that have undergone an accreditation review have earned Excellent or
Commendable status from the NCQA, a private, nonprofit organization
dedicated to improving health care quality. In addition, Cigna’s provider
transparency, wellness, utilization management, case management and
demand management programs have been awarded the highest outcomes
possible. From NCQA, Cigna earned Physician & Hospital Quality
Certification and Wellness and Health Promotion Accreditation. From
URAC, an independent, nonprofit health care accrediting organization
dedicated to promoting health care quality through accreditation,
certification and commendation, Cigna has full accreditation for
Health Utilization Management.

HEDIS® Measures

In addition, Cigna HealthCare participates in NCQA's Health Plan
Employer Data and Information Set (‘HEDIS®”) Quality Compass
Report, whose Effectiveness of Care measures are a standard set of metrics
to evaluate the effectiveness of managed care clinical programs. Cigna
HealthCare's national results compare favorably to industry averages.

Accountable Care Organizations

Cigna has collaborated with 18 accountable care organizations, and
expects to continue to expand these arrangements. The overall objective
of these organizations is to improve the quality of care and service
experience for customers while lowering their costs and improving
overall value. The goal in collaborating with an accountable care
organization is to identify health care delivery organizations (medical
groups and hospital organizations) that can coordinate end-to-end care
for a defined population of patients.

Markets and Distribution

Cigna HealthCare offers products in the following markets:

» National segment - these employers have 5,000 or more U.S.-based,
full-time employees living in two or more states.

« Middle Market segment — comprised of employers with 250 to 4,999
U.S.-based, full-time employees located in one or more states with a
majority of their full-time employees living and working in the same
state. This segment also includes single site employers with more
than 250 employees, Taft-Hartley plans and other third party payers.

s Select segment - focuses on employers with 51-249 eligible employees
and provides ASO and guaranteed cost funding solutions. Select also
provides ASO funding to employers with a minimum of 25 employees.

+ Individual - Cigna HealthCare actively markets health and dental
insurance to individuals in ten states as of December 31, 2011, including
Arizona, California, Colorado, Connecticut, Florida, Georgia, North
Carolina, South Carolina, Tennessee and Texas.
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* Seniors (Medicare) - focuses on the health care needs of individuals
who are pre- or post-65 retirees and employers who offer coverage
to their pre- and post-65 retirees.

* Small business - Cigna has withdrawn its insured medical product
offering from the Small Group market (defined as employers with
two to 50 employees) in the following states: California, Connecticut,
Florida, Georgia, Hawaii, Illinois, Kansas, Missouri, New Hampshire,
New York, North Carolina, Ohio, Pennsylvania, South Carolina and
Virginia, as well as the District of Columbia. The insured medical
withdrawal in Texas will be completed in 2012. Cigna will continue
to offer insured small group medical policies in Arizona, New Jersey,
New Mexico, Tennessee, Vermont and the U.S. Virgin Islands.

Cigna HealthCare employs sales representatives to distribute its products
and services through insurance brokers and insurance consultants or
directly to employers, unions and other groups. Cigna HealthCare
also employs representatives to sell utilization review services, managed
behavioral health care and employee assistance services directly
to insurance companies, HMOs, third party administrators and
employer groups. As of December 31, 2011, the field sales force for
the products and services of this segment consisted of approximately
830 sales representatives in approximately 90 field locations. With
respect to the acquired HealthSpring business, Medicare Advantage
enrollment is generally a decision made individually by the customer,
and accordingly, sales agents and representatives focus their efforts on
in-person contacts with potential enrollees as well as telephonic and
group selling venues.

Competition

Cigna HealthCare’s business is subject to intense competition, and
industry consolidation has created an even more competitive business
environment. In certain geographic locations, some health care companies
may have significant market share positions, but no one competitor
dominates the health care marker nationally. Cigna HealthCare expects
a continuing trend of consolidation in the industry given the current
economic and political environment. Cigna HealthCare also expects
continued vertical integration, with the line blurring between clinicians
and hospitals, and traditional insurers.

Competition in the health care market exists both for employers and
other groups sponsoring plans and for the employees in those instances
where the employer offers its employees a choice of products from
more than one health care company. Most group policies are subject
to annual review by the policyholder, who may seek competitive
quotations prior to renewal. As Health Care Reform is implemented,
Cligna expects competition for individuals in the market to purchase
insurance for themselves or their families to increase.

10 CIGNA CORPORATION - 2011 Form 10-K

The primary competitive factors are quality and cost-effectiveness of
service and provider networks; effectiveness of medical care management;
products that meet the needs of clients and their employees; price;
total cost management; technology; and effectiveness of marketing and
sales. Financial strength of the insurer, as indicated by ratings issued
by nationally recognized rating agencies, is also a competitive factor.
Cigna HealthCare believes that its health advocacy capabilities, holistic
approach to consumer engagement, breadth of product offerings, clinical
care and medical management capabilities and funding options are
competitive advantages. These advantages allow Cigna HealthCare to
respond to the diverse needs of its customer base. Cigna HealthCare
also believes that its focus on helping to improve the health, well-being
and sense of security of its customers will allow it to differentiate itself
from its competitors.

Cigna HealthCare’s principal competitors are:

* other large insurance companies that provide group health and life
insurance products;

* Blue Cross and Blue Shield organizations;
* stand-alone HMOs and PPOs;
* HMO:s affiliated with major insurance companies and hospitals; and

* national managed pharmacy, behavioral health and utilization review
services companies.

Competition also arises from smaller regional or specialty companies with
strength in a particular geographic area or product line, administrative
service firms and, indirectly, self-insurers. In addition to these traditional
competitors, a new group of competitors is emerging. These new
competitors are focused on delivering employee benefits and services
through Internet-enabled technology that allows consumers to take a
more active role in the management of their health. This is accomplished
primarily through financial incentives, access to enhanced medical
quality data and other information sharing, The effective use of the
Company’s health advocacy capabilities, decision support tools (some of
which are web-based) and enabling technology are critical to success in
the health care industry, and Cigna HealthCare believes its capabilities
in these areas will be competitive differentiators.

Industry Developments

In the first quarter 2010, Health Care Reform was signed into law!
Certain provisions became effective during 2010 and 2011 and others
will take effect from 2012 to 2018. Under Health Care Reform, many
of the details of these laws were to be set forth through regulations.
While federal agencies have published interim final regulations with
respect to certain requirements, many aspects of implementing this
legislation remain uncertain. For more information concerning Health
Care Reform, sce the Introduction section of the MD&A beginning
on page 34 and the Regulation section beginning on page 17 of this
Form 10-K.
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Cigna’s Disability and Life segment (“Cigna Disability and Life”)
provides the following insurance products and their related services:
group long-term and short-term disability insurance, group life insurance
and accident and specialty insurance. These products and services are
provided by subsidiaries of Cigna Corporation. Cigna Disability and
Life markets products in all 50 states, the District of Columbia, Puerto
Rico, the U.S. Virgin Islands and-Canada. .

Principal Products and Services

Disability

Long-term and short-term disability insurance products and services
generally provide a fixed level of income to replace a portion of wages lost
because of disability. Cigna Disability and Life also provides assistance
to employees in returning to work and assistance to their employers in
managing the cost of employee disability. Group disability coverage is
typically employer-paid or a combination of employer and employee-
paid, but may also include coverage paid for entirely by employees.

Cigna Disability and Life is an industry leader in returning employees
to work quickly, resulting in higher productivity and lower cost for
employers and a better quality of life for their employees. Cigna
Disability and Life’s disability insurance products may be integrated
with other disability benefit programs, behavioral prograins, medical
programs, social security advocacy, and leave of absence administration.
Cigna believes this integration provides customers with increased
efficiency and effectiveness in disability claims management, enhances
productivity and reduces overall costs to employers. Coordinating
the administration of Cigna Disability and Life’s disability and Cigna
HealthCare’s medical programs provides enhanced opportunities to
influence outcomes, reduce the cost of both medical and disability
events and improve the return to work rate. Examples of the benefits
of this integrated approach (for which Cigna may receive fees) include:

o the use of information from the Cigna HealthCare and Cigna Disability
and Life databases to help identify, treat and manage disabilities
before they become chronic, longer in duration and more costly; and

» proactive outreach from Cigna Behavioral Health to assist employees
suffering from a mental health condition, either as a primary condition
or as a result of another condition.

As measured by 2011 premiums and fees, disability constituted
approximately 46% of Cigna Disability and Life’s business. Approximately
9,730 insured disability policies covering approximately 5.8 million
lives were outstanding as of December 31, 2011.

Life Insurance

Life insurance products offered by Cigna Disability and Life include
group term life and group universal life. Group term life insurance may
be employer-paid basic life insurance, employee-paid supplemental life
insurance or a combination thereof.

Group universal life insurance is a voluntary life insurance product in
which the owner may accumulate cash value. The cash value earns interest
at rates declared from time to time, subject to a minimum guaranteed

contracted rate, and may be borrowed, withdrawn, or, within certain
limits, used to fund future life insurance coverage.

As measured by 2011 premiums and fees, group life insurance constituted
approximately 45% of Cigna Disability and Life’s business. Approximately
5,500 group life insurance policies covering approximately 5.2 million
lives were outstanding as of December 31, 2011.

Other Products and Services

Cigna Disability and Life offers personal accident insurance coverage,
which consists primarily of accidental death and dismemberment and
travel accident insurance to employers. Group accident insurance may

be employer-paid or employee-paid.

Cigna Disability and Life also offers specialty insurance services that
consist primarily of disability and life, accident, and hospital indemnity
products to professional or trade associations and financial institutions.

Voluntary benefits are those paid by the employee and are offered at the
employer’s worksite. Cigna Disability and Life plans provide employers,
among other services, flexible enrollment options, list billing, medical
underwriting, and individual record keeping. Cigna Disability and
Life designed its voluntary offerings to offer employers a complete and
simple way to manage their benefits, including personalized enrollment
communication and administration of the benefits program.

In 2010, Cigna sold the workers’ compensation and case management
services previously provided through its Intracorp® subsidiary. For more
information on this sale, see “Acquisitions and Dispositions” in the

Introduction section of the MD&A beginning on page 34.

Financial information, including premiums and fees, is presented in the
Disability and Life section of the MD&A beginning on page 48 and
in Note 22 to Cigna's Consolidated Financial Statements beginning
on page 116 of this Form 10-K.

Pricing, Reserves and Reinsurance

Cigna Disability and Life’s products and services are offered on a
fully insured, experience-rated and ASO basis. Under fully insured
arrangements, policyholders pay a fixed premium and Cigna Disability
and Life bears the risk for claims and costs. Under experience-rated
funding arrangements, a premium that typically includes a margin to
partially protect against adverse claim fluctuations is determined at
the beginning of the policy period. Cigna Disability and Life generally
bears the risk if claims and expenses exceed this premium. If premiums
exceed claims and expenses, any surplus amount is generally first
used to offset prior deficits and is otherwise generally returned to the
policyholder if surplus exceeds minimum contractual levels. With
experience-rated insurance products, Cigna Disability and Life may
recover deficits from margins in future years if the policy is renewed.
Under ASO arrangements, Cigna Disability and Life contracts with
groups sponsoring self-insured plans to administer claims and perform
other plan related services in return for service fees. The self-insured
plan sponsor is responsible for self funding all claims. The majority
of Cigna Disability and Life’s products and services are fully insured.
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Premiums and fees charged for disability and life insurance products are
generally established in advance of the policy period and are generally
guaranteed for one to three years and selectively guaranteed for up to
five years, but policies are generally subject to early termination by
the policyholder or by the insurance company. Premium rates reflect
assumptions about future claims, expenses, credit risk, investment
returns and profit margins. Assumptions may be based in whole or
in part on prior experience of the account or on a pool of accounts,
depending on the group size and the statistical credibility of the
experience, which varies by product.

Premiums for group universal life insurance products consist of
mortality, administrative and surrender charges assessed against the
policyholder’s fund balance. Interest credited and mortality charges
for group universal life, and mortality charges on group variable
universal life, may be adjusted prospectively to reflect expected interest
and mortality experience. Mortality charges are subject to guaranteed
maximum rates stated in the policy.

In addition to paying current benefits and expenses, Cigna Disability
and Life establishes reserves in amounts estimated to be sufficient
to pay reported claims not yet paid, as well as claims incurred but
not yet reported. For liabilities with longer-term pay-out periods
such as long-term disability, reserves represent the present value of
future expected payments. Cigna Disability and Life discounts these
expected payments using assumptions for interest rates and the length
of time over which claims are expected to be paid. The annual effective
interest rate assumptions used in determining reserves for most of the
long-term disability insurance business is 4.50% for claims that were
incurred in 2011 and 5.30% for claims that were incurred in 2010
and prior. For group universal life insurance, Cigna Disability and Life
establishes reserves for deposits received and interest credited to the
policyholder, less mortality and administrative charges assessed against
the policyholder’s fund balance.

The profitability of this segment’s products depends on the adequacy
of premiums charged and investment returns relative to claims and
expenses. The effectiveness of return to work programs and mortality
levels also impact the profitability of disability insurance products.
Cigna Disability and Life’s previous claim experience and industry
data indicate a correlation between disability claim incidence levels
and economic conditions, with submitted claims rising under adverse
economic conditions, although the impact of the current adverse
economic conditions is not clear. For life insurance products, the
degree to which future experience deviates from mortality, morbidity
and expense assumptions also affects profitability.

In order to reduce its exposure to large individual and catastrophic
losses under group life, disability and accidental death policies, Cigna
Disability and Life purchases reinsurance from unaffiliated reinsurers.

Markets and Distribution

Cigna Disability and Life markets the group insurance products and
services described above to employers, employees, professional and
other associations and groups in the following customer segments:
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* National segment - these are multi-site employers generally with
more than 5,000 employees;

* Middle Market segment — generally defined as multi-site employers
with more than 250 but fewer than 5,000 employees, and single-site
employers with more than 250 employees; and '

* Select segment - generally includes employers with more than 50 but
fewer than 250 employees.

In marketing these products, Cigna Disability and Life primarily sells
through insurance brokers and consultants and employs a direct sales
force. As of December 31, 2011, the field sales force for the products
and services of this segment consisted of approximately 200 sales
professionals in 27 office locations.

Competition

The principal competitive factors that affect the Cigna Disability and
Life segment are underwriting and pricing, the quality and effectiveness
of claims management, relative operating efficiency, investment and risk
management, distribution methodologies and producer relations, the
breadth and variety of products and services offered, and the quality
of customer service. For certain products with longer-term liabilities,
such as group long-term disability insurance, the financial strength
of the insurer, as indicated by ratings issued by nationally recognized
rating agencies, is also a competitive factor.

The principal competitors of Cigna’s group disability, life and
accident businesses are other large and regional insurance companies
that market and distribute these or similar types of products. As of
December 31, 2011, Cigna is one of the top five providers of group
disability, life and accident insurance in the United States, based on
premiums.

Industry Developments and Strategic Initiatives

The group insurance market remains highly competitive as the rising
cost of providing medical coverage to employees has forced companies
to re-evaluate their overall employee benefit spending, Demographic
shifts have further driven demand for products and services that are
sufficiently flexible to meet the evolving needs of employers and employees
who want innovative, cost-effective solutions to their insurance needs.
Employers continue to shift towards greater employee participatory
coverage and voluntary purchases.

Employers are also expressing a growing interest in employee wellness,
absence management and productivity and recognizing a strong link
between health, productivity and their profitability. As this interest grows,
Cigna believes it is well positioned to deliver integrated solutions that
address these broad employer and employee needs through its programs
that promote a healthy lifestyle, offer assistance in returning to work
and integrate health care and disability programs. Cigna also believes
that its strong disability management portfolio and fully integrated
programs provide employers and employees tools to improve health
status. This focus on managing the employec’s total absence enables
Cigna to increase the number and likelihood of interventions and
minimize disabling events.
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Cigna’s International segment (“Cigna International”) offers supplemental
health, life and accident insurance products as well as international health
care products and services. These products and services are provided by
subsidiaries of Cigna Corporation, including foreign operating entities.

Cigna International provides employers, affinity groups and individuals
with quality local and global health care and related financial protection
programs. With local licenses and partnerships in 30 countries and
jurisdictions, Cigna International offers products and services to both
local citizens and globally mobile individuals. Cigna International
services its globally mobsile customers virtually everywhere in the world.

Principal Products and Services

Supplemental Health, Life and Accident Insurance

As measured by 2011 premiums and fees, supplemental health, life
and accident insurance constituted approximately 51% of Cigna
International’s business. These insurance products generally provide
simple, affordable coverage of risks for the health and financial security of
individuals. Supplemental health products provide specified payments for
a variety of health risks and include personal accident, accidental death,
critical illness, hospitalization, travel (through the 2011 acquisition of
FirstAssist), dental, cancer and other dread discase coverages. Term life
as well as variable universal life insurance and other savings products are
also included in the product portfolio. Cigna International’s supplemental
health, life and accident insurance products are offered in South Korea,
Taiwan, Indonesia, Hong Kong, the European Union, China, New
Zealand, Thailand and Turkey. In China, Cigna International owns
a 50% interest in a joint venture through which its products and
services are offered.

International Health Care

As measured by 2011 premiums and fees, International Health Care
constituted approximately 49% of Cigna International’s business. Cigna
International’s health care businesses primarily consist of products
and services to meet the needs of local and multinational companies
and organizations and their local and globally mobile employees
and dependents. These products and services include insurance and
administrative services for medical, dental, vision, life, accidental death
and dismemberment, and disability risks. These global health benefits
products and services are offered through guaranteed cost, experience-
rated, administrative services only, and minimum premium funding
arrangements. For definitions of funding arrangements, see “Funding
Arrangements” in Section D (Health Care) beginning on page 3 of
this Form 10-K. The customers of Cigna International’s global health
benefits business are multinational companies and intergovernmental and
non-governmental organizations, headquartered in the United States,
Canada, Europe, the Middle East, Hong Kong, China and other
international locations. The acquisition of Vanbreda International, in
2010, further strengthened Cigna Internationals position in this market.

In addition, Cigna International’s health care businesses include
products and services which are primarily provided through group
benefits programs to employees of businesses and other organizations
in the United Kingdom and Spain. These products and services include

medical indemnity insurance coverage, with some offerings having
managed care or administrative service aspects. These products and
services generally provide an alternative or supplement to government
provided national health care programs.

Cigna International offers individual private medical insurance to local
citizens in Spain as well as to individual globally mobile high net worth
individuals. Cigna International has expanded its individual offerings
into China and Hong Kong. Local, regional or global coverage is
available to these groups, adapted to local market conditions.

Financial information, including premiums and fees, is presented in
the International section of the MD&A beginning on page 49 and in
Note 22 to Cigna’s Consolidated Financial Statements beginning on
page 116 of this Form 10-K.

Customer Service

With over 8.5 million customer relationships across the globe, Cigna
International continues to be a leader in providing quality customer
service. Its globally mobile customers have access to medical professionals,
case management experts and claims specialists 24 hours a day, 365 days
a year, through service centers dedicated to their unique needs. Cigna
International uses a wide range of measurement tools to gain better
understanding of customers’ needs — ranging from quick 5-minute
surveys of a customer’s call-center experience to more elaborate tracking
of loyalty as measured by customers’ likelihood to refer Cigna toa friend.

Cigna International has recently improved customer service representative
training and hiring practices, enhanced customer communication
methods based on customers’ preferences and expanded its basic
telephone offering to also include a choice of email or text messaging
channels. Additionally, Cigna International began offering opt-in
choices for customers who choose to go paperless for their statements
and explanations of benefits, and has improved the online claims
process by simplifying the interface and providing worldwide access.

Pricing, Reserves and Reinsurance

Premium rates for Cigna International’s supplemental health, life
and accident insurance products are based on assumptions about
mortality, morbidity, customer acquisition and retention, expenses
and target profit margins, as well as interest rates. The profitability of
these products is primarily driven by the adequacy of mortality and
morbidity assumptions used, and customer retention.

Fees for variable universal life insurance products consist of mortality,
administrative, asset management and surrender charges assessed
against the contractholder’s fund balance. Mortality charges on variable
universal life may be adjusted prospectively to reflect expected mortality
experience. -

Premium rates and fees for Cigna International’s health care products
reflect assumptions about future claims, expenses, customer demographics,
investment returns, and profit margins. For products using networks
of contracted health care professionals and facilities, premiums reflect
assumptions about the impact of these contracts and utilization
management on future claims. Most of the premium volume for
the medical indemnity business is on a guaranteed cost basis. Other
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premiums are established on an experience-rated basis. Most contracts
permit rate changes at least annually.

The profitability of health care products is dependent upon the accuracy
of projections for health care inflation (unit cost, location of delivery
of care, currency of incurral and utilization), customer demographics,
the adequacy of fees charged for administration and effective medical
cost management.

In addition to paying current benefits and expenses, Cigna International
establishes reserves of amounts estimated to be sufficient to settle reported
claims not yet paid, claims incurred but not yet reported as well as
future amounts payable on experience-rated arrangements. Additionally,
for some individual life insurance, savings, and supplemental health
insurance products, Cigna International establishes policy reserves
which reflect the present value of expected future obligations less the
present value of expected future premiums attributable to policyholder
obligations. Cigna International defers acquisition costs such as
commissions, and certain internal selling, underwriting and policy
fulfillment costs incurred in the sales of multi-year supplemental health,
life, and accident products. For most products, these costs are amortized
in proportion to premium revenue recognized, which is impacted by
customer retention. For variable universal life products, acquisition
costs are amortized in proportion to expected gross profits. In 2012,
the Company will implement new accounting requirements for policy
acquisition costs. See Note 2 to the Consolidated Financial Statements
beginning on page 72 of the Form 10-K for additional information.

Cigna International’s operations are diversified by line of business and
geographic spread of risk. South Korea, however, represents the single
largest geographic market for Cigna International. In 2011, South
Korea generated 31% of Cigna International’s revenues and 51% of its
segment earnings. For information on the concentration of risk with
respect to Cigna International’s business in South Korea, see “Other
Items Affecting International Results” in the International section of
the MD&A beginning on page 49 of this Form 10-K.

A global approach to underwriting risk management allows for each
local business to underwrite and accept risk within specified limits.
Retentions are centrally managed through cost effective use of external
reinsurance to limit segment liability on a per life, per risk, and per
event (catastrophe) basis.

Markets and Distribution

Cigna International’s supplemental health, life and accident insurance
products are generally marketed through distribution partners with whom
the individual insured has an affinity relationship. These products are
sold primarily through direct marketing channels, such as outbound
telemarketing and in-branch bancassurance (where Cigna partners with
a bank and uses the bank’s sales channels to sell its insurance products).
Marketing campaigns are conducted through these channels under a
variety of arrangements with affinity partners. These affinity partners
primarily include banks, credit card companies and other financial and
non-financial institutions. Cigna International also markets directly to
consumers via direct response television and the Internet.

Cigna International’s health care products are distributed through
independent brokers and consultants, select partners, Cigna International’s
own sales personnel, telemarketing and the Internet.
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For Cigna International’s supplemental health, life and accident insurance
products, a significant portion of premiums are billed and collected
through credit cards. A substantial contraction in consumer credit
could impact Cigna International’s ability to retain existing policies
and sell new policies. A decline in customer retention would result in
both a reduction of revenue and an acceleration of the amortization
of acquisition related costs. Changes in regulation around permitted
distribution channels may also impact Cigna International’s business
or results. See the Regulation section beginning on page 17 and the
Risk Factors section beginning on page 22 of this Form 10-K.

Competition

Competitive factors in Cigna International’s supplemental health, life
and accident and health care businesses include product and distribution
innovation and differentiation, efficient management of marketing
processes and costs, commission levels paid to distribution partners,
and quality of claims and customer services. ‘

The principal competitive factors that affect Cigna International’s
health care businesses are underwriting and pricing, relative operating
efficiency, relative effectiveness in network development and medical
cost management, product innovation and differentiation, broker
relations, and the quality of claims and customer service. In most
overseas markets, perception of financial strength is also an important
competitive factor. ' '

For the supplemental health, life and accident insurance line of business,
competitors are primarily locally based insurance companies, including
insurance subsidiaries of banks primarily in Asia and Europe. Insurance
company competitors in this segment primarily focus on traditional
product distribution through captive agents, with direct marketing
being secondary channels. Cigna International estimates that it has
less than 2% market share of the total life insurance premiums in any
given market in which it operates.

The primary competitors of the global health benefits business include
U.S.-based and European health insurance companies with global
health benefits operations. For the health care operations in the United
Kingdom and Spain, the primary competitors are regional and local
insurers, with Cigna's market share at less than 5% of the premiums
of the total local health care market.

Cigna International expects that the competitive environment will
intensify as U.S. and Europe-based insurance and financial services
providers pursue global expansion opportunities.

Industry Developments

Pressure on social health care systems and increased wealth and education
in emerging markets are leading to higher demand for products providing
health insurance and financial security. In the supplemental health,
life and accident business, direct marketing channels are growing and
attracting new competitors while industry consolidation among financial
institutions and other affinity partners continues. Increased regulations
requiring foreign workers to show proof of health insurance are creating
opportunities for Cigna International’s health care businesses. See “Risk
Factors” beginning on page 22 of this Form 10-K for a discussion of
risks related to Cigna International.



Cigna's global health benefits business is subject to the minimum medical
loss ratio (‘MLR”) requirements of Health Care Reform. During 2011,
the Department of Health and Human Services provided a special
methodology for calculating the MLR for global health benefits plans.
This special methodology, that resulted in no premium rebates being
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due in 2011 for the global health benefits business, has been extended
indefinitely. For additional information related to the effects of Health
Care Reform on the global health benefits business, see the Regulation
section of this Form 10-K beginning on page 17.

Principal Products and Services

Until 2000, Cigna offered reinsurance coverage for part or all of the
risks written by other insurance companies (or “ceding companies”)
under life and annuity policies (both group and individual) and accident
policies (workers’ compensation, personal accident, and catastrophe
coverages). The products and services related to these operations were
offered by subsidiaries of Cigna Corporation.

In 2000, Cigna sold its U.S. individual life, group life and accidental
death reinsurance businesses. Cigna placed its remaining reinsurance
businesses (including its accident, international life, and annuity
reinsurance businesses) into run-off as of June 1, 2000, and stopped
underwriting new reinsurance business.

In 2010, the Company essentially exited from its workers' compensation
and personal accident reinsurance business by purchasing retrocessional
coverage from a Bermuda subsidiary of Enstar Group Limited and
transferring administration of this business to the reinsurer. See Note 3
to the Consolidated Financial Statements beginning on page 79 for
more information.

Cignas remaining exposures stem primarily from its annuity reinsurance
business, including its reinsurance of guaranteed minimum death benefits
(“GMDB”) and guaranteed minimum income benefits (“GMIB”)
contracts.

Life and Annuity Policies

Guaranteed Minimum Death Benefit Contracts

Cigna’s reinsurance segment reinsured GMDB (also known as variable
annuity death benefits (‘VADBe”)), under certain variable annuities issued
by other insurance companies. These variable annuities are essentially
investments in mutual funds combined with a death benefit. Cigna
has equity and other market exposures as a result of this product. The
Company purchased retrocessional protection that covers approximately
506 of the assumed risks. The Company also maintains a dynamic hedge
program (“GMDB equity hedge program”) to substantially reduce the
equity market exposures relating to GMDB contracts by entering into
exchange-traded futures contracts. In February 2011, the Company
implemented a new dynamic interest rate hedge program (“GMDB
growth interest rate hedge program”) that reduces a portion of the
short-term interest rate exposures related to GMDB.

For additional information about GMDB contracts, see “Guaranteed
Minimum Death Benefits” under Run-off Reinsurance section of the
MDG&A beginning on page 51 and Note 6 to Cigna’s Consolidated
Financial Statements beginning on page 82 of this Form 10-K.

Guaranteed Minimum Income Benefit Contracts

In certain circumstances where Cignas reinsurance operations reinsured
the GMDB, Cigna also reinsured GMIB under certain variable annuities
issued by other insurance companies. These variable annuities are
essentially investments in mutual funds combined with minimum
income and death benefits. All reinsured GMIB policies also have a
GMDB benefit reinsured by the Company. When annuitants elect to
receive these minimum income benefits, Cigna may be required to
make payments which will vary based on changes in underlying mutual
fund values and interest rates. Cigna has retrocessional coverage for
55% of the exposures on these contracts, provided by two external
reinsurers. In February 2011, the Company implemented a dynamic
hedge program (“GMIB equity hedge program”) to reduce a portion
of the equity market exposutes related to GMIB contracts by entering
into exchange-traded futures contracts, as well as a partial interest
rate dynamic hedge program (“GMIB growth interest rate hedge
program”) designed to reduce the short-term interest rate exposures
related to GMIB.

For additional information about GMIB contracts, see “Guaranteed
Minimum Income Benefits” under Run-off Reinsurance section of the
MD&A beginning on page 51 and Note 10 to Cigna’s Consolidated
Financial Statements beginning on page 91 of this Form 10-K.

Markets and Distribution

These products under Cigna’s Run-off Reinsurance segment were sold
principally in North America and Europe through a small sales force
and through intermediaries.

Cigna also purchased reinsurance to reduce the risk of losses on
contracts that it had written. Cigna determines its net exposure for
run-off reinsurance contracts by estimating the portion of its policy
and claim reserves that it expects will be recovered from its reinsurers
(or “retrocessionaires”) and reflecting these in its financial statements as
Reinsurance recoverables, or, with respect to GMIB contracts discussed
above, as Other assets including other intangibles.

Other Risks

For more information on policy and claim reserves see the Run-off
Reinsurance section of the MD&A beginning on page 51, and Notes 7
and 10 to Cigna’s Consolidated Financial Statements beginning on
pages 84 and 91 respectively of this Form 10-K. For more information
on the risk associated with Run-off Reinsurance, see the Risk Factors
beginning on page 22 of this Form 10-K, and the Critical Accounting
Estimates section of the MD&A beginning on page 41 of this Form 10-K.
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H. Other Operations

Cigna’s Other Operations segment includes the following businesses:
* corporate owned life insurance;

* deferred gains recognized from the 1998 sale of the individual life
insurance and annuity business and the 2004 sale of the retirement
benefits business; and

* run-off settlement annuity business.

The products and services related to these operations are offered by
subsidiaries of Cigna Corporation.

Corporate-owned Life Insurance (“COLI”)

Principal Products and Services

The principal products of the COLI business are permanent insurance
contracts sold to corporations to provide coverage on the lives of certain
employees for the purpose of funding employer-paid future benefit
obligations. Permanent life insurance provides coverage that, when
adequately funded, does not expire after a term of years. The contracts
are primarily non-participating universal life policies.

Universal life policies typically provide flexible coverage and flexible
premium payments. Policy cash values fluctuate with the amount of
the premiums paid, mortality and expense charges assessed, and interest
credited to the policy. Variable universal life policies are universal life
contracts in which the cash values vary directly with the performance
of a specific pool of investments underlying the policy.

The principal services provided by the COLI business are issuance and
administration of the insurance policies (e.g., maintenance of records
regarding cash values and death benefits, claims processing, etc.) as
well as oversight of the investment management for separate account
assets that support the variable universal life product.

Product Features

COLI policies provide a death benefit for which Cigna collects fees to
cover mortality risk. Mortality risk is retained according to guidelines
established by Cigna. To the extent a given policy carries mortality
risk that exceeds these guidelines, reinsurance is purchased from third
parties for the balance. COLI policies also allow policy owners to
borrow against a portion of their cash surrender value.

Cash values on universal life policies are credited interest at a declared
interest rate that reflects the anticipated investment results of the assets
backing these policies and may vary with the characteristics of each
product. Universal life policies generally have a minimum guaranteed
declared interest rate which may be cumulative from the issuance date
of the policy. The declared interest rate may be changed monthly, but
is generally changed less frequently.

Cash values on variable universal life policies vary directly with the
performance of a specific pool of investments underlying the policy.
A limited number of variable universal life policies guarantee that the
realized investment performance for a quarter, excluding the impact
of unrealized gains/losses and the impact of credit-related events, will
not be negative.
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Pricing, Reserves, and Reinsurance

Fees for universal life insurance products consist of mortality,
administrative and surrender charges assessed against the policyholder’s
fund balance. Interest credited and mortality charges for universal life and
mortality charges on variable universal life may be adjusted prospectively
to reflect expected interest and mortality experience. For universal life
insurance, Cigna establishes reserves for deposits received and interest
credited to the policyholder, less mortality and administrative charges
assessed against the policyholder’s fund balance. In order to reduce its
exposure to large individual and catastrophe losses, Cigna purchases
reinsurance from unaffiliated reinsurers.

Markets and Distribution

The Company continues to develop and enhance its product portfolio
to pursue new business. The principal markets for COLI products are
regional to national account-sized corporations, including banks. Cigna's
COLI products are offered through a select group of independent
brokers with particular expertise in the bank market and in the use of

COLI for the financing of benefit plan liabilities.

Competition

The principal competitive factors that affect Cigna’s COLI business
are pricing, service, product innovation and access to third-party
distribution. For Cigna’s COLI business, competitors are primarily
major life insurance companies. Cigna expects that the compertitive
environment will intensify as the economy recovers and competitors
develop new investment strategies and product designs, and aggressively
price their offerings to build distribution capacity and gain market share.

Industry Developments and Strategic Initiatives

The COLI regulatory environment continues to evolve, with various
federal budget related proposals recommending changes in policyholder
tax treatment. Although regulatory and legislative activity could adversely
impact our business and policyholders, management does not expect
the impact to materially affect the Company'’s results of operations,
liquidity or financial condition.

Individual Life Insurance & Annuity
and Retirement Benefits Businesses

Cigna sold its individual life insurance and annuity business in 1998
and its retirement benefits business in 2004. Portions of the gains from
these sales were deferred because the principal agreements to sell these
businesses were structured as reinsurance arrangements. The remaining
deferred gain balance is being recognized at the rate that earnings from
the sold businesses would have been expected to emerge.

For more information regarding the sale of these businesses and the
arrangements which secure Cigna’s reinsurance recoverables, see Note 7
of the Consolidated Financial Statements beginning on page 84 of
this Form 10-K.



Settlement Annuity Business

Cigna’s settlement annuity business is a closed run-off block of single
premium annuity contracts. These contracts are primarily liability
settlements with approximately 31% of the liabilities associated with
payments that are guaranteed and not contingent on survivorship.
In the case of the contracts that involve non-guaranteed payments,
such payments are contingent on the survival of one or more parties
involved in the settlement.

I. Investments and Investment Income

PART 1
ITEM 1 Business

The settlement annuities business is premium deficient, meaning initial
premiums were not sufficient to cover all claims and profic. Liabilities are
estimates of the present value of benefits to be paid less the present value
of investment income generated by the assets supporting the product
including realized and unrealized capital gains. The Company estimates
these liabilities based on assumptions for investment yields, mortality,
and administrative expenses. Refer to Note 2 to Cigna's Consolidated
Financial Statements beginning on page72 of this Form 10-K for
additional information regarding reserves for this business.

General Accounts

Cigna’s investment operations provide investment management
and related services for Cigna’s corporate invested assets and the
insurance-related invested assets in its General Account (“General
Account Invested Assets”). Cigna acquires or originates, directly or
through intermediaries, a broad range of investments including private
placements and public securities, commercial mortgage loans, real estate,
mezzanine, private equity partnerships and short-term investments.
Invested assets also include policy loans, which are fully collateralized
by insurance policy cash values. Invested Assets are managed primarily
by Cigna subsidiaries and, to a lesser extent, external managers with
whom Cigna’s subsidiaries contract. Net investment income and realized
investment gains (losses) are included as a component of earnings for each
of Cigna’s operating segments (Health Care, Disability and Life, Run-
off Reinsurance, Other Operations and International) and Corporate.
For additional information about invested assets, see the “Investment
Assets” section of the MD&A beginning on page 60 and Notes 10, 11,
12, 13 and 14 to Cigna's Consolidated Financial Statements beginning
on pages 91, 99, 103, 106 and 107 of this Form 10-K.

Cigna’s investment strategy is to maximize risk-adjusted yields for
the portfolios. Cigna manages the investment portfolios to reflect
the underlying characteristics of related insurance and contractholder
liabilities and capital requirements, as well as regulatory and tax
considerations pertaining to those liabilities and state investment laws.
Insurance and contractholder liabilities range from short duration health
care products to longer term obligations associated with disability
and life products, and the run-off settlement annuity business. Assets
supporting these liabilities are managed in segregated investment
portfolios to facilitate matching of asset durations and cash flows to
those of corresponding liabilities. Investment strategy and results are

J. Regulation

affected by the amount and timing of cash available for investment,
competition for investments, economic conditions, interest rates and
asset allocation decisions. Cigna routinely monitors and evaluates the
status of its investments, obtaining and analyzing relevant investment-
specific information as well as assessing current economic conditions,
trends in capital markets and other factors. Such factors include
industry sector considerations for fixed maturity investments and
mezzanine and private equity partnership investments, and geographic
and property-type considerations for commercial mortgage loan and
real estate investments.

Separate Accounts

Cigna subsidiaries or external managers manage Separate Account assets
on behalf of contractholders. These assets are legally segregated from
the Company’s other businesses and are not included in the General
Account Invested Assets. Income, gains and losses generally accrue
directly to the contractholders.

As of December 31, 2011, Cigna's Separate Account assets consisted of:

* $1.3 billion in separate account assets that are managed by the
buyer of the retirement benefits business pursuant to reinsurance
arrangements described in the Sales of Individual Life Insurance
& Annuity and Retirement Benefits Businesses sections in Note 7
to the Consolidated Financial Statements beginning on page 84 of
this Form 10-K; ‘

* $3.0 billion in separate account assets, that constitute a portion of
the assets of the Cigna Pension Plan; and

« $3.8 billion in separate account assets, that primarily support certain
cotporate-owned life insurance, health care and disability and life
products.

Cigna and its subsidiaries are subject to comprehensive federal, state and
international regulations. The laws and regulations governing Cigna’s
business continue to increase each year and are subject to frequent
change. Cigna has established policies and procedures to comply with
applicable requirements.

Cigna’s insurance and HMO subsidiaries must be licensed by the
jurisdictions in which they conduct business. These subsidiaries are

subject to numerous state and federal regulations related to their
business operations, including, but not limited to:

o the form and content of customer contracts including benefit mandates
(including special requirements for small groups, generally under
50 employees);

* premium rates;
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¢ the content of agreements with participating providers of covered
services; <

* producer appointment and compensation;
* claims processing and appeals;

* underwriting practices;

* reinsurance arrangements;

* unfair trade and claim practices;

* protecting the privacy and confidentiality of the information received
from members;

¢ risk sharing arrangements with providers;
® medical loss ratios;
* advertising; and

* the operation of consumer-directed plans (including health savings
accounts, health reimbursement accounts, flexible spending accounts

and debit cards).

Cigna and its international subsidiaries comply with regulations in
international jurisdictions where foreign insurers may be faced with
more onerous regulations than their domestic competitors. The broader
regulatory environment may include anti-corruption laws, economic
sanctions laws, various privacy, insurance, tax, tariff and trade laws and
regulations, corporate governance, employment, intellectual property
and investment laws and regulation, discriminatory licensing procedures,
compulsory cessions of reinsurance, required localization of resords
and funds, higher premium and income taxes, and requirements for
local participation in an insurer’s ownership. In addition, the expansion
of Cigna’s operations into foreign countries increases the Company’s
exposure to certain U.S. laws, such as the Foreign Corrupt Practices
Act of 1977 (FCPA). See page 20 for further discussion of international
regulations. '

The business of administering and insuring employee benefit programs,
particularly health care programs, is heavily regulated by state and
federal laws and administrative agencies, such as state departments of
insurance and the federal departments of Labor, Health and Human
Services, Treasury and Justice, the Internal Revenue Service as well as
the courts. Health savings accounts, health reimbursement accounts and
flexible spending accounts are also regulated by the U.S. Department
of the Treasury and the Internal Revenue Service.

Cigna’s operations, accounts and other books and records are subject
to examination at regular intervals by regulatory agencies, including
state insurance and health and welfare departments, state boards of
pharmacy and the Center for Medicare & Medicaid Services to asséss
compliance with applicable laws and regulations. In addition, Cigna’s
current and past business practices are subject to review by, and from
time to time the Company receives subpoenas and other requests of
information from, various state insurance and health care regulatory
authorities, attorneys general, the Office of Inspector General, and other
state and federal authorities, including inquiries by, and testimony before
committees and subcommiittees of the U.S. Congress regarding certain
of its business practices. These examinations, reviews, subpoenas and
requests may result in changes to or clarifications of Cigna’s business
practices, as well as fines, penalties or other sanctions.

18 CIGNA CORPORATION - 2011 Form 10-K

Regulatory and Legislative Developments -

The federal and state governments in the U.S. as well as governments
in other countries where Cigna does business continue to enact and
seriously consider many broad-based legislative and regulatory proposals
that could materially impact various aspects of Cigna’s business.

Health Care Reform

In the first quarter of 2010, Health Care Reform was signed into law.
Health Care Reform mandates broad changes in the delivery of health
care benefits that may impact the Company’s current business model,
including its relationship with current and future customets, producers
and health care providers, products, services, processes and technology.
Health Care Reform includes, among other requirements, provisions
for guaranteed coverage and renewal requirements, prohibitions on
some annual and al! lifetime limits on the dollar amount of benefits for
essential health services, increased restrictions on rescinding coverage,
minimum md;dica_l loss ratio and customer rebate requirements, a
requirement to cover preventive services on a first dollar basis, and
greater controls on premium rate increases for individual and small
employer health insurance. It also provides for state insurance exchanges
through which qualified insurers and HMOs will be able to offer
insured plans to individuals and small employers. Certain of the law’s
provisions became effective during 2010 and 2011 and others will
take effect from 2012 to 2018. Health Care Reform left many of the
details of the new law to be established through regulations. While
federal agencies have published interim final regulations with respect
to certain requirements, many issues remain uncertain.

The provisions of the new law that became effective during 2010
and 2011 included those requiring coverage of preventive services
with no enrollee cost-sharing, banning the use of lifetime and certain
limits on the dollar amount of benefits for essential health services,
increasing restrictions on rescinding coverage and extending coverage of
dependents to the age of 26. Minimum medical loss ratio requirements
became effective in January 2011, requiring paymeric of premium
rebates beginning in 2012 to employers and customers covered under
the Company’s comprehensive medical insurance if certain annual
minimum medical loss ratios (“‘MLR”) are not met. During 2011, the
D¢partment,o‘f Health and Human Services (‘HHS”) released interim
final regulations that provided a special methodology for calculating the
MLR for 2011 for global health benefits business and limited benefit
plans while also stating that the agency intended to study the data in
determining whether special accommodations would be made for these
plans in 2012 and future years. On December 2, 2011, HHS issued
revised regulations on the MLR provisions of Health Care Reform.
The special methodology for calculating the MLR for limited benefit
plans has been extended through 2014. The special methodology for
calculating the MLR for global health benefit plans has been extended
indefinitely. .

Certain other provisions of Health Care Reform will not become effective
until 2013 or beyond, including: (1) the annual health insurer fee. on
health services companies such as Cigna and others in the health care
industry to help fund the additional insurance benefits and coverages
provided by this legislation; (2) the guaranteed issue and renewal
requirements and the requirement that individuals maintain coverage,
and (3) the excise tax on high-cost employer-sponsored coverage. These
fees and excise taxes will generally niot be tax deductible. Health Care



Reform also changed certain tax laws that will effectively limit the
amount of compensation for employees of health insurers that is tax
deductible. The Department of Health and Human Services has not
yet defined “essential health benefits” that must be offered by all plans
through state exchanges beginning in 2014.

Health Care Reform also impacts Cigna's Medicare Advantage and
Medicare Part D prescription drug plan businesses acquired with
HealthSpring in a variety of additional ways, including reduced Medicare
premium rates (which began with the 2011 contract year), transition
of Medicare Advantage “benchmark” rates to Medicare fee-for-service
parity, reduced enrollment periods and limitations on disenrollment,
and providing “quality bonuses” for Medicare Advantage plans with a
rating for four or five stars from CMS. Through Health Care Reform
and other federal legislation, funding for Medicare Advantage plans
has been and may continue to be altered.

In addition to acting to comply with applicable requirements of the
legislation, Cigna is closely monitoring regulatory developments and
keeping its clients apprised of changes that may affect them. -

Dodd-Frank Act

In 2010, Congess enacted the Dodd-Frank Wall-Street Reform and
Consumer Protection Act (the “Dodd-Frank Act”) which piovides for a
number of reforms and regulations in the corporate governance, financial
reporting and disclosure, investments, tax and enforcement areas that
affect Cigna. The SEC and other regulatory authorities engaged in
rulemaking efforts under the Dodd-Frank Act throughout 2011, and
additional rulemaking still continues, including the establishment of a
Federal Insurance Office that will develop and coordinate federal policy
on insurance matters. Cigna is closely monitoring how these regulations
impact the Company, however the full impact of the legislation may
not be known for several years until regulations become fully effective.

Regulation of Insurance Companies

Financial Reporting

Regulators closely monitor the financial condition of licensed insurance
companies and HMOs. States regulate the form and content of statutory
financial statements, the type and concentration of permitted investments,
and corporate governance over financial reporting. Cignas insurance
and HMO subsidiaries are required to file periodic financial reports
and schedules with regulators in most of the jurisdictions in which
they do business as well as annual financial statements audited by
independent certified public accountants. Certain insurance and HMO
subsidiaries are required to file an annual report of internal control over
financial reporting with most jurisdictions in which they do business.
Insurance and HMO subsidiaries’ operations and accounts are subject
to examination by such agencies.

Guaranty Associations, Indemnity Funds, Risk Pools
and Administrative Funds

Most states and certain non-U.S. jurisdictions require insurance
companies to support guaranty associations or indemnity funds,
which are established to pay claims on behalf of insolvent insurance
companies. In the United States, these associations levy assessments
on member insurers licensed in a particular state to pay such claims.
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Several states also require HMO:s to participate in guaranty funds,
special risk pools and administrative funds. For additional information
about guaranty fund and other assessments, see Note 23 to Cigna's
Consolidated Financial Statements beginning on page 119 of this
Form 10-K.

Some states also require health insurers and HMOs to participate
in assigned risk plans, joint underwriting authorities, pools or other
residual market mechanisms to cover risks not acceptable under normal
underwriting standards.

Solvency and Capital Requirements

Many states have adopted some form of the National Association of
Insurance Commissioners (“NAIC”) model solvency-related laws and
risk-based capital rules (“RBC rules”) for life and health insurance
companies. The RBC rules recommend a minimum level of capital
depending on the types and quality of investments held, the types of
business written and the types of liabilities incurred. If the ratio of the
insurer’s adjusted surplus to its risk-based capital falls below statutory
required minimums, the insurer could be subject to regulatory actions
ranging from increased scrutiny to conservatorship.

In addition, various non-U.S. jurisdictions prescribe minimum surplus
requirements that are based upon solvency, liquidity and reserve coverage
measures. During 2011, Cigna's HMOs and life and health insurance
subsidiaries, as well as non-U.S. insurance subsidiaries, were compliant

with applicable RBC and non-U.S. surplus rules.

Cigna’s businesses in the European Union will be subject to the
directive on insurance regulation and solvency requirements known
as Solvency II. This directive will impose economic risk-based solvency
requirements and supervisory rules and is expected to become effective
in January 2014, although certain regulators are requiring companies
to demonstrate technical capability and comply with increased capital
levels in advance of the effective date. Cigna’s European insurance
companies are capitalized at levels consistent with projected Solvency
M1 requirements and in compliance with anticipated technical capability
requirements.

Holding Company Laws

Cigna’s domestic insurance companies and certain of its HMOs are
subject to state laws regulating subsidiaries of insurance holding
companies. Under such laws, certain dividends, distributions and
other transactions between an insurance or HMO subsidiary and its
affiliates may require notification to, or approval by, one or more state
insurance commissioners.

In December 2010, the NAIC adopted revisions to the Model Insurance
Holding Company System Regulatory Act and Regulation. The
revisions were designed to allow a better understanding of the risks
and activities of non-insurance entities within a holding company
system. The main focus of the revisions has been to incorporate the
concept of “enterprise risk” and to enact provisions designed to provide
regulators with additional information and authority to manage this
new concept. To date, a few states have taken action to adopt the
amended Model Act and Regulation. Cigna continues to follow the
states activity in this area and will amend its processes as necessary to
comply with revised state laws.
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19



PART 1
ITEM 1 Business

Marketing, Advertising and Products

In most states, Cigna’s insurance companies and HMO subsidiaries are
required to certify compliance with applicable advertising regulations
on an annual basis. Cigna’s insurance companies and HMO subsidiaries
are also required in most states to file and secure regulatory approval of
products prior to the marketing, advertising, and sale of such products.
State and/or federal regulatory scrutiny of life and health insurance
company and HMO marketing and advertising practices, including
the adequacy of disclosure regarding products and their administration,
may result in increased regulation. Products offering limited coverage,
such as those Cigna issues through the Star HRG business, continue
to attract increased regulatory scrutiny.

Licensing Requirements

Pharmacy Licensure Laws

Certain Cigna subsidiaries are pharmacies, which dispense prescription
drugs to participants of benefit plans administered or insured by Cigna
subsidiary HMOs and insurance companies. These pharmacy-subsidiaries
are subject to state licensing requirements and regulation.

International Licensure Laws

Cigna International subsidiaries are often required to be licensed when
entering new markets or starting new operations in certain jurisdictions.
The licensure requirements for these Cigna subsidiaries vary by country
and are subject to change.

Claim Administration, Utilization Review and Related
Services

Certain Cigna subsidiaries contract for the provision of claim
administration, utilization management and other related services
with respect to the administration of self-insured benefit plans. These
Cigna subsidiaries may be subject to state third-party administration
and other licensing requirements and regulation.

International Regulations

An increasing portion of Cigna’s revenue is derived from operations
outside the United States, which exposes the Company to laws of
multiple jurisdictions and the rules and regulations of various governing
bodies and regulators, including those related to financial and other
disclosures, corporate governance, privacy, data protection, data mining,
data transfer, labor and employment, consumer protection and anti-
corruption. The operations in countries outside the United States:

* are subject to local regulations in the place in which Cigna subsidiaries
conduct business,

¢ in some cases, are subject to regulations in the places in which
customers are located, and

* in all cases are subject to FCPA.

FCPA prohibits offering, promising, providing or authorizing others
to give anything of value to a foreign government official to obtain
or retain business or otherwise secure a business advantage. Cigna is
also subject to applicable anti-corruption laws in the jurisdictions in
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which it operates. Additionally, in many countries outside of the U.S.,
health care professionals are employed by the government. Therefore,
Cigna’s dealings with them are subject to regulation under the FCPA.
Violations of the FCPA and other anti-corruption laws may result in
severe criminal and civil sanctions as well as other penalties and the SEC
and Department of Justice have increased their enforcement activities
with respect to FCPA. The UK Bribery Act of 2010 went into effect
in 2011. The Bribery Act is an anti-corruption law that applies to all
companies with a nexus to the United Kingdom and whose scope is
even broader than the FCPA. It is yet to be seen how the UK Bribery
Act will be enforced, but any voluntary disclosures of FCPA violations
may be shared with the UK authorities, thus potentially exposing
companies to liability and potential penalties in multiple jurisdictions.
Cigna has internal control policies and procedures and has implemented
training and compliance programs for its employees to deter prohibited
practices. However, if Cigna’s employees or agents fail to comply with
applicable laws governing its international operations, the Company
may face investigations, prosecutions and other legal proceedings and
actions which could result in civil penalties, administrative remedies and
criminal sanctions. See the Risk Factors section beginning on page 22
for a discussion of the risks related to operating globally.

Federal Regulations

Employee Retirement Income Security Act

Cigna subsidiaries sell most of their products and services to sponsors
of employee benefit plans that are governed by ERISA. As a result of
Health Care Reform, Cigna subsidiaries are subject to requirements
imposed by ERISA affecting claim and appeals procedures for individual
insurance and insured and self-insured group health plans and are
expected to comply with these requirements on behalf of the dental,
disability, life and accident plans they administer.

Medicare Regulations

Several Cigna subsidiaries, including those acquired in the HealthSpring
transaction, engage in businesses that are subject to federal Medicare
regulations such as:

. thoseloffering individual and group Medicare Advantage (HMO)

coverage,;

* contractual arrangements with the federal government for the processing
of certain Medicare claims and other administrative services; and

* those offering Medicare Pharmacy (Part D) products that are subject
to federal Medicare regulations.

In Cigna’s Medicare Advantage business, the Company contracts with
the Center for Medicare and Medicaid Services (*CMS”) to provide
services to Medicare beneficiaries pursuant to the Medicare program.
As a result, the Company’s right to obtain payment from CMS is
subject to compliance with numerous and complex regulations and
requirements that are frequently modified and subject to administrative
discretion. The marketing and sales activities (including those of third-
party brokers and agents) are also heavily regulared by CMS and other

gover nmental agencies.

Several Cigna subsidiaries are also subject to reporting requirements
pursuant to Section 111 of the Medicare, Medicaid and SCHIP
Extension Act of 2007.



Federal Audits of Government Sponsored Health Care
Programs

Participation in government sponsored health care programs subjects
Cigna to a variety of federal laws and regulations and risks associated
with audits conducted under these programs. These audits may occur in
years subsequent to Cigna providing the relevant services under audit.
"These risks may include reimbursement claims as well as potential fines
and penalties. For example, the federal government requires Medicare
and Medicaid providers to file detailed cost reports for health care
services provided. These reports may be audited in subsequent years.
See “Health Care” in Section D beginning on page 3 of this Form 10-K
for additional information about Cigna’s participation in government
health-related programs.

The Federal government has made investigating and prosecuting health
care fraud and abuse a priority. Fraud and abuse prohibitions encompass
a wide range of activities, including kickbacks for referral of members,
billing for unnecessary medical services, improper marketing, and
violation of patient privacy rights. The regulations and contractual
requirements in this area are complex and subject to change and
compliance will continue to require significant resources.

Health Insurance Portability and Accountability Act
Regulations

The federal Health Insurance Portability and Accountability Act of
1996 and its implementing regulations (“HIPAA”) impose requirements
on health insurers, HMOs, health plans, health care providers and
clearinghouses. Health insurers and HMOs are further subject to
regulations related to guaranteed issuance (for groups with 50 or fewer
lives), guaranteed renewal, and portability of health insurance.

HIPAA also imposes minimum standards for the privacy and security
of protected health information (“PHI”). HIPAAS privacy and security
requirements were expanded by the Health Information Technology
for Economic and Clinical Health Act (‘HITECH”) which enhanced
penalties for HIPAA violations and requires regulated entities to provide
notification to various parties in the event of a breach of unsecured
PHI. Regulations pursuant to HITECH continue to be promulgated
and are monitored and implemented as they are finalized.

HIPAA also established rules that standardize the format and content of
certain electronic transactions, including, but not limited to, eligibility
and claims. Federal regulations were issued requiring entities subject to
HIPAA to update their transaction formats for electronic data interchange
from HIPAA 4010 to version 5010 standards and convert from the
ICD-9 diagnosis and procedure codes to the ICD-10 diagnosis and
procedure codes. The IDC-10 conversion is required by October 1, 2013.

K. Miscellaneous
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Other Confidentiality Requirements

The federal Gramm-Leach-Bliley Act generally places restrictions on the
disclosure of non-public information to non-affiliated third parties, and
requires financial institutions, including insurers, to provide customers
with notice regarding how their non-public personal information is
used, including an opportunity to “opt out” of certain disclosures.
State departments of insurance and certain federal agencies adopted
implementing regulations as required by federal law. A number of states
have also adopted data security laws and/or regulations, regulating data
security and/or requiring security breach notification, which may apply
to Cigna in certain circumstances.

Antitrust Regulations

Cigna subsidiaries are also engaged in activities that may be scrutinized
under federal and state antitrust laws and regulations. These activities
include the administration of strategic alliances with competitors,
information sharing with competitors and provider contracting.

Anti-Money Laundering Regulations

Certain Cigna products (“Covered Products” as defined in the Bank
Secrecy Act) are subject to U.S. Department of the Treasury anti-
money laundering regulations. Cigna has implemented anti-money
laundering policies designed to ensure that its Covered Products are
underwritten and sold in compliance with these regulations. Cigna may
also be subject to anti-money laundering laws in non-U.S. jurisdictions
where it operates.

Office of Foreign Assets Control

The Company is also subject to regulation put forth by the Office of
Foreign Assets Control (OFAC) of the U.S. Department of the Treasury
which administers and enforces economic and trade sanctions based on
U.S. foreign policy and national security goals against targeted foreign
countries and regimes, terrorists, international narcotics traffickers, those
engaged in activities related to the proliferation of weapons of mass
destruction, and other threats to the national security, foreign policy
or economy of the United States. In addition, Cigna may be subject
to similar regulations in non-U.S. jurisdictions in which it operates.

Investment-Related Regulations

Depending upon their nature, Cignas investment management activities
are subject to U.S. federal securities laws, ERISA, and other federal
and state laws governing investment related activities. In many cases,
the investment management activities and investments of individual
insurance companies are subject to regulation by multiple jurisdictions.

Cigna and its principal subsidiaries are not dependent on business
from one or a few customers. No one customer accounted for 10% or
more of Cigna’s consolidated revenues in 2011, Cigna and its principal
subsidiaries are not dependent on business from one or a few brokers
or agents. In addition, Cigna’s insurance businesses are generally not
committed to accept a fixed portion of the business submitted by

independent brokers and agents, and generally all such business is
subject to its approval and acceptance.

Cigna had approximately 31,400 employees as of December 31, 2011;
30,600 employees as of December 31, 2010; and 29,300 employees
as of December 31, 2009.
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ITEM 1A Risk Factors

As a large company operating in a complex industry, Cigna encounters
a variety of risks and uncertainties including those identified in this Risk
Factor discussion and elsewhere in this report. Cigna has implemented
and maintains enterprise-wide risk management processes, in addition
to the risk management processes within its businesses. The factors
discussed below represent significant risks and uncertiinties that could

Regulatory and Litigation Risks

have a material adverse effect on Cigna’s business, liquidity, results of
operations or financial condition. These risks and uncertainties are
not the only ones Cigna faces. Additional risks and uncertainties not
presently known to the Company or that it currently believes to be
immaterial may also adversely affect Cigna.

Health Care Reform legislation, as well as potential
additional changes in federal or state regulations could
have a material adverse effect on Cigna’s business,
results of operations, financial condition and liquidiry.

In 2010, Health Care Reform was signed into law, which is resulting in
significant changes to the current U.S. health care system. Health Care
Reform mandates broad changes in the delivery of health care benefits
that may impact the Company’s current business model, including its
relationship with current and future customers, producers and health
care providers, products, services, processes and technology. Health Care
Reform includes, among other requirements, provisions for guaranteed
coverage and renewal requirements, prohibitions on some annual and
all lifetime limits on the dollar amount of benefits for essential health
services, increased restrictions on rescinding coverage, minimum
medical loss ratio and customer rebate requirements, a requirement
to cover preventive services on a first dollar basis, and greater controls
on premium rate increases for individual and small employer health
insurance. It also provides for state insurance exchanges through which
insurers and HMOs will, if qualified, be able to offer insured plans to
individuals and small employers. In addition, the legislation imposes
an excise tax on high-cost employer-sponsored coverage and annual
fees on insurance companies and HMOs, which will generally not
be deductible for income tax purposes and therefore may adversely
impact the Company’s effective tax rate. It also limits the amount of
compensation for executives of insurers that is tax deductible.

Certain of the law’s provisions became effective during 2010 and 2011
and others will take effect from 2012 to 2018. Health Care Reform left
many of the details of the new law to be set forth through regulations.
While federal agencies have published interim final regulations with
respect to certain requirements, many issues remain uncertain, thus
the full impact on the Company is not yet known. However, these
changes could impact the Company significantly through:

* potential disruption to the employer-based market, which is currently
the primary business model for the Company’s Health Care segment;

* causing employers to drop health care coverage for their employees;

* potential cost shifting in the health care delivery system to health
insurance companies and HMOs; :

* regulating business pracrices;
* imposing new or increasing taxes and financial assessments;

* limitations on the ability to increase premiums to meet costs (including
denial or delays in approval and implementation of those rates); and

* significant reductions in the growth of Medicare program payments.
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Accordingly, Health Care Reform, other regulatory reform initiatives or
additional changes in existing laws or regulations, or their interpretations,
could have a material adverse effect on the Company’s business, results
of operations, financial condition and liquidity.

The Medicare business acquired with HealthSpring presents additional
risks for Cigna, as the Medicare program has been the subject of recent
regulatory reform initiatives, including Health Care Reform. Because
Medicare program premiums account for substantially all of the acquired
business’s revenue, reductions or less than expected increases in funding
for Medicare programs could significantly reduce the Company’s
profitability, and non-renewal or termination of Medicare contracts
would substantially impair the acquired business.

There is considerable uncertainty about the future of Health Care
Reform and it is difficult to predict the impact of Health Care Reform
on the business due to the law’s complexity, lack of implementing
regulations or interpretive guidance, gradual and potentially delayed
implementation, pending court challenges, and possible amendment. In
particular, there are currently constitutional challenges on several parts
of Health Care Reform, including the obligation to purchase health
care coverage. The U.S. Supreme Court is scheduled to hear arguments
on these constitutional challenges in late March 2012. The upcoming
2012 U.S. presidential election may also have a significant impact on
the future of Health Care Reform. Cigna is unable to predict how
these events will develop and what impact they will have on Health
Care Reform, and in turn, on Cigna.

For additional information on Health Care Reform, see the “Business—
Regulation” section beginning on page 17 of this Form 10-K and
the “Introduction” section of MD&A beginning on page 34 of this
Form 10-K. See also the description of minimum medical loss ratio
and customer rebate requirements in the “Business—D. Health
Care—Funding Arrangements, Pricing, Reserves and Reinsurance”
section beginning on page 6 of this Form 10-K.

Cigna’s business is subject to substantial government
regulation, which, along with new regulation, could
increase its costs of doing business and have a material

adverse effect on its profitabilizy.

Cignas business is regulated at the international, federal, state and
local levels. The laws and rules governing Cigna’s business and related
interpretations are increasing in number and complexity, are subject
to frequent change and can be inconsistent or even conflict with each
other. As a public company with global operations, Cigna is subject
to the laws of multiple jurisdictions and the rules and regulations of



various governing bodies, including those related to financial and
other disclosures, corporate governance, privacy, data protection, labor
and employment, consumer protection and anti-corruption. Cigna
must identify, assess and respond to new trends in the legislative and
regulatory environments as well as effectively comply with the various
existing regulations applicable to its business. Existing or future laws
and rules could force Cigna to change how it does business, restrict
revenue and enrollment growth, increase health care, technology and
administrative costs, including pension costs and capital requirements,
require enhancements to the Company’s compliance infrastructure and
internal controls environment, take other actions such as changing
its reserve levels with respect to certain reinsurance contracts, change
business practices in disability payments and increase Cigna’s liability
in federal and state courts for coverage determinations, contract
interpretation and other actions. -

In addition, Cigna must obtain and maintain regulatory approvals to
market many of its products, to increase prices for certain regulated
products and to consummate some of its acquisitions and divestitures.
Delays in obtaining or failure to obtain or maintain these approvals
could reduce the Company’s revenue or increase its costs. For further
information on regulatory matters relating to Cigna, see “Regulation”
in Section J beginning on page 17 and “Legal Proceedings” in Item 3
beginning on page 30 of this Form 10-K.

Cigna faces risks related to litigation, regulatory audits
and investigations.

Cigna is routinely involved in numerous claims, lawsuits, regulatory
audits, investigations and other legal matters arising in the ordinary
course of business, including that of administering and insuring
employee benefit programs. Legal matters include benefit claims,
breach of contract actions, tort claims, disputes regarding reinsurance
arrangements, employment and employment discrimination-related
suits, employee benefit claims, wage and hour claims, and intellectual
property and real estate related disputes. In addition, Cigna incurs and
likely will continue to incur liability for claims related to its health
care business, such as failure to pay for or provide health care, poor
outcomes for care delivered or arranged, provider disputes, including
disputes over compensation, and claims related to self-funded business.
Also, there are currently, and may be in the future, attempts to bring
class action lawsuits against the industry. ‘

Business Risks
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Court decisions and legislative activity may increase Cigna’s exposure for
any of these types of claims. In some cases, substantial non-economic ot
punitive damages may be sought. Cigna currently has insurance coverage
for some of these potential liabilities. Other potential liabilities may not
be covered by insurance, insurers may dispute coverage or the amount
of insurance may not be sufficient to cover the entire damages awarded.
In addition, certain types of damages, such as punitive damages, may
not be covered by insurance, and insurance coverage for all or certain
forms of liability may become unavailable or prohibitively expensive in
the future. It is possible that the resolution of one or more of the legal
matters and claims described could result in losses material to Cigna’s
results of operations, financial condition and liquidity.

A description of material legal actions and other legal matters in which
Cigna is currently involved is included under “Legal Proceedings”
in Item 3 beginning on page 30, Note 23 to Cigna’s Consolidated
Financial Statements beginning on page 119 of this Form 10-K and
“Regulation” in Section ] beginning on page 17. The outcome of
litigation and other legal matters is always uncertain, and outcomes
that are not justified by the evidence or existing law can occur. Cigna
believes that it has valid defenses to the legal matters pending against
it and is defending itself vigorously.

In addition, there is heightened review by federal and state regulators
of health care and group disability insurance industry business and
reporting practices. Cigna is frequently the subject of regulatory
market conduct and other reviews, audits and investigations by state
insurance and health and welfare departments, attorneys general, The
Centers for Medicare and Medicaid Services (CMS) and, the Office of
Inspector General (OIG). With respect to Cigna's Medicare Advantage
business, CMS and OIG perform audits to determine a health plan’s
compliance with federal regulations and contractual obligations,
including compliance with proper coding practices (sometimes referred
to as Risk Adjustment Data Validation Audits or RADV audits) and
compliance with fraud and abuse enforcement practices through
Recovery Audit Contractor (RAC) audits in which third-party contractors
conduct post-payment reviews on a contingency fee basis to detect and
correct improper payments. These regulatory reviews could result in
changes to or clarifications of Cigna’s business practices or retroactive
adjustments to certain premiums, and also could result in significant
fines, penalties, civil liabilities, criminal liabilities or other sanctions,
which could have a material adverse effect on the Company’s business
or results of operation.

Future performance of Cigna's business will depend
on the Company’s ability to execute on its strategic
and operational initiatives effectively.

"The future performance of Cigna’s business will depend in large part
on Cigna’ ability to effectively implement and execute its strategic and
operational initiatives, which include: (1) repositioning the portfolio
for growth in targeted geographies, product lines, buying segments
and distribution channels; (2) improving its strategic and financial
flexibility; and (3) pursuing additional opportunities in high-growth

markets with particular focus on individuals.

Successful execution of these strategic and operational initiatives depends
on a number of factors including: :

o differentiating Cigna’s products and services from those of its
competitors by leveraging its health advocacy capabilities and other
strengths in targeted markets, geographies and buyer segments;

» developing and introducing new products or programs, particularly
in response to government regulation and the increased focus on
consumer directed products;

« identifying and introducing the proper mix or integration of products
that will be accepted by the marketplace;

1.
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* attracting and retaining sufficient numbers of qualified employees;

* effectively managing balance sheet exposures, including evaluating
potential solutions for the Company’s run-off reinsurance business
and pension funding obligation;

* improving medical cost competitiveness in targeted markets; and

* reducing Cigna HealthCare’s medical operating expenses to achieve
sustainable benefits.

If these initiatives fail or are not executed effectively, it could harm the
Company’s consolidated financial position and results of operations.
For example, reducing operating expenses while maintaining the
necessary resources and the Company’s talent pool is important to the
Company and, if not managed effectively, could have long-term effects
on the business such as failure to maintain or improve the quality of
its products and limiting its ability to retain or hire key personnel. In
addition, in order to succeed, the Company must align its organization
to its evolving strategy. Cigna must effectively integrate its operations,
including the most recent HealthSpring acquisition, actively work to
ensure consistency throughout the organization, and promote a global
mind-set and a focus on individual customers. If the Company fails to
do so, it may be unable to grow as planned, and the result of expansion
may be unsatisfactory. Also, the current competitive, economic and
regulatory environment will require Cigna’s organization to adapt rapidly
and nimbly to new opportunities and challenges. The Company will
be unable to do so if it does not make important decisions quickly,
define its appetite for risk specifically, implement new governance,
managerial and organizational processes smoothly and communicate
roles and responsibilities clearly.

As a multi-national company, Cigna's international
operations face political, legal, operational, regulatory,
economic and other risks that present challenges and
could negatively affect those operations or the Company’s
long-term growth.

Cigna's growth strategy involves expanding its foreign operations and
entering targeted new markets outside of the U.S. As a result, Cigna's
business is increasingly exposed to risks inherent in foreign operations.
These risks, which can vary substantially by market, include political,
legal, operational, regulatory, economic and other risks, including
government intervention and censorship that the Company does not
face in its U.S. operations. The global nature of Cigna’s business and
operations presents challenges, including bur not limited to those
arising from:

* varying regional and geopolitical business conditions and demands;
* discriminatory regulation, nationalization or expropriation of assets;

* price controls or other pricing issues and exchange controls or other
restrictions that prevent it from transferring funds from these operations
out of the countries in which it operates or converting local currencies
that Cigna International holds into U.S. dollars or other currencies;

* foreign currency exchange rates and fluctuations that may have an
impact on the future costs or on future sales and cash flows from the
Company’s international operations, and any measures that it may
implement to reduce the effect of volatile currencies and other risks
of its international operations may not be effective;

* reliance on local sales forces for some of its operations in countries
that may have labor problems and less flexible employee relationships,
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which can be difficult and expensive to terminate, or where changes
in local regulation or law may disrupt the business operations;

¢ risk associated with managing Cigna’s partner relationships in
accordance with business objectives in countries where Cigna
International voluntarily operates or is required to operate with
local business partners;

¢ challenges associated with managing more geographically diverse
operations and projects;

* the need to provide sufficient levels of technical support in different
locations;

¢ political instability or acts of war, terrorism, natural disasters, pandemics
in locations where Cigna operates; and

* general economic and political conditions.

These factors may increase in importance as Cigna continues to expand
globally, and any one of these challenges could negatively affect the
Company’s operations or its long-term growth. Further, expansion into
new markets may require considerable management time before any
significant revenues and earnings are generated, which could divert
management’s attention from other strategic activities.

International operations also require the Company to devore significant
management resources to implement its controls and systems in new
markets, to comply with the U.S. anti-bribery and anti-corruption
as well as anti-money laundering provisions and similar laws in local
jurisdictions and to overcome logistical and other challenges based
on differing languages, cultures and time zones. Violations of these
laws and regulations could result in fines, criminal sanctions against
the Company, its officers or employees, prohibitions on the conduct
of its business, and reputational harm. Cigna must regularly reassess
the size, capability and location of its global infrastructure and make
appropriate changes, and must have effective change management
processes and internal controls in place to address changes in its
business and operations. Cigna’s success depends, in part, on its ability
to anticipate these risks and manage these difficulties, and the failure to
do so could have a material adverse effect on Cigna’s business, results
of operations, financial condition and long-term growth.

Successful management of Cigna's outsourcing projects
and key vendors, including by taking steps to ensure
that third parties who obtain access to sensitive personal
information maintain its confidentiality and security,

is important to its business.

To improve operating costs, productivity and efficiencies, Cigna
outsources selected functions to third parties. Cigna takes steps to
monitor and regulate the performance of independent third parties
who provide services or to whom the Company delegates selected
functions. These third parties include information technology system
providers, independent practice associations, call center and claim
service providers and various types of service providers.

Arrangements with key vendors may make Cignals operations vulnerable
if third parties fail to satisfy their obligations to the Company as a
result of their performance, changes in their own operations, financial
condition, or other matters outside of Cigna’s control, including their
obligations to maintain and protect the security and confidentiality of
the Company’s information and data. Even though its contracts with
third-party providers provide certain protection, the Company has



limited control over their actions. Noncompliance with any privacy or
security laws and regulations or any security breach involving one of its
third-party service providers could have a material adverse effect on its
business, results of operations, financial condition and reputation. In
addition, to the extent Cigna outsources selected services or selected
functions to third parties in foreign jurisdictions, the Company
could be exposed to risks inherent in conducting business outside
of the United States, including international economic and political
conditions, additional costs associated with complying with foreign
laws and fluctuations in currency values.

The expanding role of third party providers may also require changes
to Cigna’s existing operations and the adoption of new procedures
and processes for retaining and managing these providers, as well as
redistributing responsibilities as needed, in order to realize the potential
productivity and operational efficiencies. Effective management,
development and implementation of its outsourcing strategies are
important to Cigna’s business and strategy. If there are delays or
difficulties in enhancing business processes or its third party providers
do not perform as anticipated, Cigna may not fully realize on a timely
basis the anticipated economic and other benefits of the outsourcing
projects or other relationships it enters into with key vendors, which
could result in substantial costs or regulatory compliance issues, divert
management’s attention from other strategic activities, negatively affect
employee morale or create other operational or financial problems
for the Company. Terminating or transitioning arrangements with
key vendors could result in additional costs and a risk of operational
delays, potential errors and possible control issues as a result of the
termination or during the transition phase.

Acquisitions, including HealthSpring, involve risks,
and the Company may not realize the expected benefits
because of integration difficulties, underpeZ‘ormance
relative to Cigna’s expectations and other challenges.

As part of the Company’s growth strategy, Cigna regularly considers
strategic transactions, including acquisitions, with the expectation
that these transactions will result in various benefits. Cignas ability to
achieve the anticipated benefits of acquisitions is subject to a number
of uncerainties, including whether Cigna integrates its acquired
companies in an efficient and effective manner, the petformance of the
acquired businesses and general competitive factors in the marketplace.
Failure to achieve these anticipated benefits could result in increased
costs, decreases in expected revenues, goodwill impairment charges,
and diversion of management’s time and energy.

Most recently, in January 2012, Cigna acquired HealthSpring, an operator
of Medicare Advantage coordinated care plans in 11 states and the District
of Columbia. The success of the HealthSpring acquisition will depend
on Cigna’ ability to integrate HealthSpring with its existing businesses
and the performance of the acquired business. The integration process
may be complex, costly and time-consuming. The potendial difficulties
of integrating the operations of HealthSpring include: implementing the
Company's business plan for the combined business; executing Cigna’s
growth plans by leveraging its capabilities and those of the businesses
being acquired in serving the Seniors segment; unanticipated issues in
integrating logistics, information, communications and other systems;
changes in applicable laws and regulations or conditions imposed
by regulators; retaining key employees; operating risks inherent in
HealthSpring’s business and Cigna's business; retaining and growing
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membership; renewing or successfully rebidding for contracts with
CMS, leveraging the information technology platform of the acquired
businesses; and unanticipated issues, costs, obligations and liabilities. If
Cigna is unable to integrate the HealthSpring business successfully, or
if the acquired business underperforms, it could have a material adverse
effect on Cigna’s business, results of operations and financial condition.

Effective internal controls are necessary for the Company to provide
reliable and accurate financial reports and to mitigate the risk of fraud.
The integration of acquired businesses is likely to result in Cigna’s
systems and controls becoming increasingly complex and more difficult
to manage. Any difficulties in the assimilation of acquired businesses
into the Company’s control system could cause it to fail to meet its
financial reporting obligations. Ineffective internal controls could also
cause investors to lose confidence in the Company’s reported financial
information, which could have a negative effect on the trading price
of Cigna’s stock and its access to capital.

Cigna's business depends on its ability to properly
maintain the integrity of its data and the uninterrupted
operation of its systems and business functions,
including information technology and other business
Systems.

Cigna’s business depends on effective information systems and
the integrity and timeliness of the data it uses to run its business.
Cigna’s business strategy requires providing customers and health care
professionals with Internet-enabled products and information to meet
their needs. Cigna’ ability to adequately price its products and services,
establish reserves, provide effective and efficient service to its customers,
and to timely and accurately report its financial results also depends
significantly on the integrity of the data in its information systems. If
the information Cigna relies upon to run its businesses were found to be
inaccurate or unreliable due to fraud or other error, or if Cigna (or the
third-party service parties it utilizes) were to fail to maintain information
systems and data integrity effectively, the Company could experience
difficulties with, among other things: operational disruptions (which
may impact customers and health care professionals); determining
medical cost estimates and establishing appropriate pricing; retaining
and attracting customers; and regulatory compliance.

In addition, Cigna’s business is highly dependent upon its ability to
perform, in an efficient and uninterrupted fashion, its necessary business
functions, such as: claims processing and payment; internet support and
customer call centers; and the processing of new and renewal business.
Failure to comply with relevant regulations, a power outage, pandemic,
or failure of one or more of information technology, telecommunications
or other systems could cause slower system response times resulting in
claims not being processed as quickly as clients desire, decreased levels
of client service and client satisfaction, and harm to Cignas reputation.
Because Cignas information technology and teleccommunications
systerns interface with and depend on third-party systems, Cigna could
experience service denials if demand for such service exceeds capacity
or a third-party system fails or experiences an interruption. If sustained
or repeated, such a business interruption, systems failure or service
denial could result in a deterioration of Cignds ability to pay claims
in a timely manner, provide customer service, write and process new
and renewal business, or perform other necessary corporate functions,
and could have a material adverse effect on Cigna’s business, results of
operations and financial condition.
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Computer systems may be vulnerable to physical break-ins, computer
viruses, programming errors, attacks by third parties or similar disruptive
problems. If a cybersecurity breach of Cigna's computer systems or the
computer systems of a third-party service provider occurs, it could also
interrupt Cigna’s operations and damage Cigna’s reputation. Cigna
could also be subject to liability if sensitive customer informarion is
misappropriated. Any publicized compromise of security could result
in a loss of existing or new customers, increased operating expenses,
financial losses, and additional litigation or other claims, which could
have a material adverse effect on Cigna's business, results of operations
and financial condition.

Effective investment in and execution of improvements
in the Company's information technology infrastructure
and functionality are important to its strategy and
Jailure to do so may impede its ability to deﬁer

the services required in the evolving marketplace

at a competitive cost.

Cigna’s information technology strategy and execution are critical to the
continued success of the Company. Increasing regulatory and legislative
mandated changes will place additional demands on Cigna’ information
technology infrastructure, which could have direct impact on available
resources for projects more directly tied to strategic initiatives. The
Company must continue to invest in long-term solutions that will
enable it to anticipate customer needs and expectations, enhance the
customer experience and act as a differentiator in the market. Cigna’s
success is dependent, in large part, on maintaining the effectiveness
of existing technology systems and continuing to deliver and enhance
technology systems that support the Company’s business processes in
a cost-efficient and resource-cfficient manner. Cigna also must develop
new systems to meet current market standards and keep pace with
continuing changes in information processing technology, evolving
industry and regulatory standards and customer needs. Failure to do so
may impede the Company’s ability to deliver services at a competitive
cost. Furthermore, system development projects are long-term in
nature, may be more costly than expected to complete and may not
deliver the expected benefits upon completion.

Effective prevention, detection and control systems are
critical to maintain regulatory compliance and prevent
fraud and failure of these systems could adverse_;y) affect
the Company.

Failure of Cigna’s prevention, detection or control systems related
to regulatory compliance or the failure of employees to comply with
Cigna’s internal policies, including data systems security or unethical
conduct by managers and employees, could adversely affect Cigna's
reputation and also expose it to litigation and other proceedings, fines
and penalties. Federal and state governments have made investigating and
prosecuting health care and other insurance fraud and abuse a priority.
Fraud and abuse prohibitions encompass a wide range of activities,
including kickbacks for referral of members, billing for unnecessary
medical services, improper marketing, and violations of patient privacy
rights. The regulations and contractual requirements applicable to the
Company are complex and subject to change. In addition, ongoing
vigorous law enforcement, a highly technical regulatory scheme and
the Dodd-Frank legislation and related regulations being adopted that
enhance regulators’ enforcement powers and whistleblower incentives
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and protections, mean that its compliance efforts in this area will
continue to require significant resources. :

In addition, provider or member fraud that is not prevented or detected
could impact Cigna’s medical costs or those of its self-insured customers.
Further, during an economic downturn, Cigna’s segments, including
Health Care, Disability and Life and International, may see increased
fraudulent claims volume which may lead to additional costs because
of an increase in disputed claims and litigation.

Cignd's pharmacy benefit management business is subject
10 a number of risks and uncertainties, in addition to
those Cigna faces with its health care business.

Cigna’s pharmacy benefit management business is subject to federal
and state regulation, including federal and state anti-remuneration
laws, ERISA, HIPAA and laws related to the operation of Internet and
mail-service pharmacies. Noncompliance with such regulations could
have a material adverse effect on Cigna’s business, results of operations,
financial condition and reputation.

‘The Company’s pharmacy benefit management business would also be
adversely affected by an inability to contract on favorable terms with
pharmaceutical manufacturers and could suffer claims and reputational
harm in connection with purported errors by Cigna’s mail order or retail
pharmacy businesses. Disruptions at any of the Company’s pharmacy
business facilities due to failure of technology or any other failure or
disruption to these systems or to the infrastructure due to fire, electrical
outage, natural disaster, acts of terrorism or some other catastrophic
event could reduce Cigna’s ability to process and dispense prescriptions
and provide products and services to customers, which could have a
material adverse effect on Cigna's business, results of operations and
financial condition.

In operating its onsite clinics and medical facilities,

the Company may be subject to additional liability,
which could result in significant time spent and expense
and divert managements attention from other strategic
activities. '

The Company employs physicians, nurse practitioners, nurses and other
health care professionals at onsite low acuity and primary care clinics
it operates for the Company’s customers (as well as certain clinics for
Company employees). Through the recently acquired HealthSpring
business, Cigna also operates LivingWell health centers and health care
practices for its customers. In addition, the Company owns and operates
medical facilities in the Phoenix, Arizona metropolitan area, including
multispecialty health care centers, outpatient surgery and urgent care
centers, low acuity clinics, laboratory, pharmacy and other operations
that employ primary care as well as specialty care physicians and other
types of health care professionals. As a direct employer of health care
professionals and as an operator of primary and low-acuity care clinics
and other types of medical facilities, the Company is subject to liability
for negligent acts, omissions, or injuries occurring at one of its clinics or
caused by one of its employees. Even if any claims brought against the
Company were unsuccessful or without merit, it would have to defend
against such claims. The defense of any actions may be time-consuming
and costly, and may distract management. As-a result, Cigna may incur
significant expenses which could have a material adverse effect on Cigna’s
business, results of operations and financial condition.



Cigna faces competitive ﬁressure, particularly price
competition, which could result in premiums which
are insufficient to cover the cost of the health care
services delivered to its members and inadequate

medical claims reserves.

While health plans compete on the basis of many factors, including
service quality of clinical resources, claims administration services
and medical management programs, and quality, sufficiency and cost
effectiveness of health care professional network relationships, Cigna
expects that price will continue to be a significant basis of competition.
Cignas customer contracts are subject to negotiation as customers seck
to contain their costs, and customers may elect to reduce benefits in
order to constrain increases in their benefit costs. Such an election
may result in lower premiums for the Company’s products, and even
though it may also reduce Cigna’s costs, it could still adversely affect
Cigna’s financial results. Alternatively, the Company’s customers may
purchase different types of products that are less profitable, or move
to a competitor to obtain more favorable premiums.

Factors such as business consolidations, strategic alliances, legislative
reform and marketing practices create pressure to contain premium
price increases, despite increasing medical costs. For example, the
Gramm-Leach-Bliley Act gives banks and other financial institutions
the ability to be affiliated with insurance companies, which may lead
to new competitors with significant financial resources in the insurance
and health benefits fields. The Company’s product margins and growth
depend, in part, on its ability to compete effectively in its markets, set
rates appropriately in highly competitive markets to keep or increase its
matket share, increase membership as planned, and avoid losing accounts
with favorable medical cost experience while retaining or increasing
membership in accounts with unfavorable medical cost experience.

Cigna’s profitability depends, in part, on its ability to accurately predict
and control future health care costs through underwriting criteria,
provider contracting, utilization management and product design.
Premiums in the health care business are generally fixed for one-year
periods. Accordingly, future cost increases in excess of medical cost
projections reflected in pricing cannot generally be recovered in the
current contract year through higher premiums. Although Cigna
bases the premiums it charges on its estimate of future health care
costs over the fixed premium period, actual costs may exceed what was
estimated and reflected in premiums. Factors that may cause actual
costs to exceed premiums include: medical cost inflation; higher than
expected utilization of medical services; the introduction of new or
costly treatments and technology; and membership mix.

Cigna records medical claims reserves for estimated future payments.
The Company continually reviews estimates of future payments relating
to medical claims costs for services incurred in the current and prior
periods and makes necessary adjustments to its reserves. However,
actual health care costs may exceed what was estimated.

Cignd’s equity hedge program for its guaranteed
minimum death benefits (“GMDB”) or guaranteed
minimum income benefits (“GMIB”) contracts could
fail to reduce the risk of stock market declines.

As part of its Run-off Reinsurance business, Cigna reinsured a guaranteed
minimum death benefit and in some cases, a guaranteed minimum
income benefit, under certain variable annuities issued by other
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insurance companies. Cigna maintains a hedge program to reduce
equity market risks related to these contracts by selling domestic and
foreign-denominated exchange-traded futures contracts.

The purpose of the equity hedge program is to reduce the adverse effects
of potential future domestic and international stock market declines on
Cigna’s liabilities for these contracts. Under the program, increases in
liabilities under the annuity contracts from a declining equity market
are offset by gains on the futures contracts. However, the program
will not perfectly offset the change in the liability in part because the
market does not offer futures contracts that exactly match the diverse
mix of equity fund investments held by contractholders. The impact
of this mismatch may be higher in periods of significant volatility and
may result in higher losses to the Company. In addition, the number
of futures contracts used in the program is adjusted only when certain
tolerances are exceeded and in periods of highly volatile equity markets
when actual volatility exceeds the expected volatility assumed in the
liability calculation, losses will result. Further, Cigna could have
difficulty in entering into appropriate futures contracts. See “Run-off
Reinsurance” in Section G beginning on page 15 of this Form 10-K
and Note 6 to Cigna’s Consolidated Financial Statements beginning
on page 82, respectively of this Form 10-K for more information on
this program.

Actual experience could differ significantly from Cigna's
assumptions used in estimating Cigna's liabilities for
reinsurance contracts covering GMDB and GMIB.

Cigna estimates reserves for GMDB and GMIB exposures based on
assumptions regarding lapse, partial surrender, mortality, interest rates,
volatility, reinsurance recoverables, and, for minimum income benefit
exposures, annuity income election rates. These estimates are currcntly
based on Cigna’s experience and future expectations. Cigna monitors
actual experience to update these reserve estimates as necessary. Cigna
regularly evaluates the assumptions used in establishing reserves and
changes its estimates if actual experience or other evidence suggests
that earlier assumptions should be revised. There is a risk that Cigna’s
estimated reserves are not sufficient to cover actual experience, which
could have a material adverse effect on its results of operations and
financial condition. In addition, the Company could have losses
attributable to its inability to recover amounts from retrocessionaires.
See Notes 6 and 10 to Cigna’s Consolidated Financial Statements
beginning on pages 82 and 91, respectively of this Form 10-K, for
more information on assumptions used for the Company’s guaranteed
minimum death benefit and minimum income benefit exposures.

Significant stock market declines could result in larger
net liabilities for GMDB contracts or for GMIB
contracts, the recognition of additional pension
obligations, increased funding for those obligations,
anfincreased pension plan expenses.

If a contract holder withdraws substantially all of its mutual fund
investments from a GMDB contract (“partial surrender”), the liability
increases reflecting the lower assumed future premiums, the lower
likelihood of lapsation, and the lower likelihood of account values
recovering sufficiently to reduce death benefit exposure in future
periods. These effects are not covered by the Company’s equity hedge
program. The Company calculates a provision for expected future partial
surrenders as part of the liability for GMDB contracts. When equity
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markets decline, the provision for expected future partial surrenders
increases, because contract holders have more of a financial incentive
to perform a partial surrender. In these circumstances, there is no
corresponding offset from the GMDB equity hedge program.

When equity markets decline, the claim amounts that the Company
expects to pay out for the GMIB business increases, which results in
increased net liabilities and related losses. These increases are only

partially offset from the GMIB equity hedge program.

In addition, Cigna currently has unfunded obligations in its frozen
pension plans. A significant decline in the value of the plan’s equity and
fixed income investments or unfavorable changes in applicable laws
or regulations could materially increase Cigna's expenses and change
the timing and amount of required plan funding, which could reduce
the cash available to Cigna, including its subsidiaries. See Note 9 to
Cignas Consolidated Financial Statements beginning on page 87 of
this Form 10-K for more information on the Company’s obligations
under the pension plan.

Significant changes in market interest rates affect
the value of Cigna’s financial instruments that promise
a fixed return or benefit and the value of particular

assets and liabilities.

As an insurer, Cigna has substantial investment assets that support
insurance and contractholder deposit liabilities. Generally low levels of
interest rates on investments, such as those experienced in United States
financial markets during recent years, have negatively impacted the level
of investment income earned by the Company in recent periods, and
such lower levels of investment income would continue if these lower
interest rates were to continue.

Substantially all of the Company’s investment assets are in fixed
interest-yielding debt securities of varying maturities, fixed redecmable
preferred securities and commercial mortgage loans. The value of
these investment assets can fluctuate significantly with changes in
market conditions. A rise in interest rates could reduce the value of
the Company’s investment portfolio and increase interest expense if
Cigna were to access its available lines of credit.

The Company is also exposed to interest rate and equity risk associated
with the Company’s pension and other post-retirement obligations.
Sustained declines in interest rates could have an adverse impact on
the funded status of the Company’s pension plans and the Company’s
reinvestment yield on new investments.

Changes in interest rates may also impact the discount rate and expected
long-term rate of return assumptions associated with the Company’s
GMDB liabilities. Significant, sustained declines in interest rates could
cause the Company to reduce these long-term assumptions, resulting
in increased liabilities.
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In addition, changes in interest rates impact the assumed market
returns and the discount rate used in the fair value calculations for
the Company’s liabilities for GMIB. Significant interest rate declines
could significantly increase the Company’s liabilities for these contracts.

As the 7-year Treasury rate (claim interest rate) declines, the claim
amounts that the Company expects to pay out for the GMIB business
increases. For a subset of the business, there is a contractually guaranteed
floor of 3% for the claim interest rate. Significant interest rate declines
could significantly increase the Company’s net liabilities for GMIB
contracts because of increased exposures.

A downgrade in the financial strength ratings of Cigna's
insurance subsidiaries could adversely affect new sales
and retention of current business, and a downgrade

in Cignas debt ratings would increase the cost of
borrowed funds and affect ability to access capital,

Financial strength, claims paying ability and debr ratings by recognized
rating organizations are an important factor in establishing the
competitive position of insurance companies and health benefits
companies. Ratings information by nationally recognized ratings
agencies is broadly disseminated and generally used throughout the
industry. Cigna believes the claims paying ability and financial strength
ratings of its principal insurance subsidiaries are an important factor
in marketing its products to certain of Cigna’s customers. In addition,
Cigna Corporation’s debt ratings impact both the cost and availability
of future borrowings, and accordingly, its cost of capital. Each of the
rating agencies reviews Cigna’s ratings periodically and there can be
no assurance that current ratings will be maintained in the future. In
addition, a downgrade of these ratings could make it more difficult
to raise capital and to support business growth at Cignas insurance
subsidiaries.

Insurance ratings represent the opinions of the rating agencies on the
financial strength of a company and its capacity to meet the obligations
of insurance policies. The principal agencies that rate Cigna’s insurance
subsidiaries characterize their insurance rating scales as follows:

* AM. Best Company, Inc. (“A.M. Best”), A++ to S (“Superior” to
“Suspended”);

* Moody’s Investors Service (“Moody’s”), Aaa to C (“Exceptional” to
“Lowest”);

* Standard & Poor’s Corp. (“S&P”), AAA to R (“Extremely Strong”
to “Regulatory Action”); and

* Fitch, Inc. (“Fitch”), AAA to D (“Exceptionally Strong” to “Order
of Liquidation™).
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As of February 23, 2012, the insurance financial strength ratings were as follows for the Cigna subsidiaries, CGLIC and Life Insurance Company

of North America (“LINA”):

CGLIC LINA

Insurance Ratings Insurance Ratings

AM. Best A A
(“Excellent,” 3% of 16) (“Excellent,” 3 of 16)

Moody’s A2 A2
(“Good,” 6* of 21) (“Good,” 6* of 21)

S&P A ; it et ‘j ; . :
("Strong” 6hof 21y "o 0 D ii PO “(Not Rated)

Fitch A A

(“Strong,” 6% of 24) (“Strong,” 6 of 24)

(1) Includes the rating assigned, the agency’s characterization of the rasing and the position of the rating in the agency’s rating scale (e.g., CGLIC rating by A.M. Best is the 3" highest

rating awarded in its scale of 16).

Global market, economic and geopolitical conditions
may cause fluctuations in equity market prices, interest
rates and credit spreads, which could impact the
Company’s ability to raise or deploy capital as well

as affect the Company’s overall liquidity.

If the equity markets and credit market experience extreme volatility
and disruption, there could be downward pressure on stock prices
and credit capacity for certain issuers without regard to those issuers’
underlying financial strength. Extreme disruption in the credit markets
could adversely impact the Company’s availability and cost of credit in
the future. In addition, unpredictable or unstable market conditions
or continued pressure in the global or U.S. economy could result in
reduced opportunities to find suitable opportunities to raise capital.

In November 2011, Cigna issued $2.1 billion in aggregate principal
amount of senior notes to finance part of the cost for the HealthSpring
acquisition, which increased the Company’s long-term debt to $5.0 billion
as of December 31, 2011. Cigna’s increased debr obligations could make
the Company more vulnerable to general adverse economic and industry
conditions and require the Company to dedicate increased cash flow
from operations to the payment of principal and interest on its debt,
thereby reducing the funds it has available for other purposes, such as
investments in ongoing businesses, acquisitions, dividends and stock
repurchases. In these circumstances, the Company’s ability to execute
on its strategy may be limited, its flexibility in planning for or reacting
to changes in its business and market conditions may be reduced, or
its access to capital markets may be limited such that additional capital
may not be available or may only be available on unfavorable terms.
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ITEM 1B Unresolved Staff Comments

None.

ITEM 2 Properties

Cigna's global real estate portfolio consists of approximately 7.1 million
square feet of owned and leased properties. Our domestic portfolio
has approximately 5.9 million square feet in 37 states, the District of
Columbia, and Puerto Rico. Our International properties contain
approximately 1.2 million square feet located throughout the following
countries: Belgium, Canada, China, France, Germany, Hong Kong,
Indonesia, Ireland, Italy, Netherlands, New Zealand, Portugal, Singapore,
South Korea, Spain, Sweden, Switzerland, Taiwan, Thailand, Turkey,
United Arab Emirates, United Kingdom, and Vietnam.

Our principal, domestic office locations, including various support
operations, along with Disability and Life Insurance, Health Services,

ITEM 3 Legal Proceedings

Core Medical and Service Operations and the domestic office of Cigna
International are the Wilde Building located at 900 Cottage Grove
Road in Bloomfield, Connecticut (Cigna’s corporate headquarters) and
Two Liberty Place located at 1601 Chestnut Street in Philadelphia,
Pennsylvania. The Wilde Building, measuring approximately
833,000 square feet is owned, while Two Liberty Place measuring
approximately 462,000 square feet is leased office space.

Cigna believes its properties are adequate and suitable for its business
as presently conducted. The foregoing does not include information
on investment properties.

The information contained under “Litigation and Other Legal Matters” in Note 23 to Cigna’s Financial Statements beginning on page 119 of

this Form 10-K, is incorporated herein by reference.

ITEM 4 Mine Safety Disclosures

Not applicable.
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EXECUTIVE OFFICERS OF THE REGISTRANT

All officers are elected to serve for a one-year term or until their
successors are elected. Principal occupations and employment during
the past five years are listed below.

WILLIAM L. ATWELL, 61, President, Cigna International beginning
September 2008; and Managing Director of Atwell and Associates,
LLC from January 2006 until August 2008.

MARK BOXER, 52, Executive Vice President and Chief Information
Officer of Cigna beginning April 2011; Deputy Chief Information
Officer, Xerox Corporation and Group President, Government
Health Care for Xerox Corporation/Affiliated Computer Services
from March 2009 until April 2011; and Executive Vice President and
President of Wellpoint, Inc.’s Operations, Technology and Government

Services unit, as well as other senior management roles at WellPoint, Inc.,
from November 2000 until November 2008.

DAVID M. CORDANI, 46, Chief Executive Officer of Cigna beginning
December 2009; President of Cigna beginning June 2008; Chief
Operating Officer of Cigna from June 2008 until December 2009;
President of Cigna HealthCare from July 2005 until June 2008; and
a Director of Cigna since October 2009.

HERBERT A. FRITCH, 60, President, HealthSpring beginning
January 2012; Chairman of the Board and Chief Executive Officer
of HealthSpring, Inc. and its predecessor, NewQuest, LLC, from
commencement of operations in September 2000 until HealthSpring
was acquired by Cigna in January 2012; also served as President of
HealthSpring, Inc. from September 2000 until October 2008.

DAVID D. GUILMETTE, 50, President, National, Pharmacy and
Product beginning November 2011; President, National Segment
beginning February 2010; and Managing Director of Towers Perrin
Global Health & Welfare from January 2005 until January 2010.

NICOLE S. JONES, 41, Executive Vice President and General Counsel
beginning June 2011; Senior Vice President and General Counsel
of Lincoln Financial Group from May 2010 until June 2011; Vice
President and Deputy General Counsel of Cigna from April 2008 until

. May 2010; Vice President and Chief Counsel of Domestic Health Service,

Securities and Investment Law of Cigna from September 2006 until
April 2008; and Corporate Secretary of Cigna from September 2006
until April 2010.

MATTHEW G. MANDERS, 50, President, Regional and Operations
beginning November 2011; President, U.S. Service, Clinical and
Specialty beginning January 2010; President of Cigna HealthCare, Total
Health, Productivity, Network & Middle Market from June 2009 until
January 2010; and Customer Segments from July 2006 until June 2009.

JOHN M. MURABITO, 53, Executive Vice President, Human
Resources and Services of Cigna beginning August 2003.

RALPH J. NICOLETT], 54, Executive Vice President and Chief
Financial Officer of Cigna beginning June 2011; Executive Vice President
and Chief Financial Officer of Alberto-Culver, Inc. from August 2009
until May 2011; Senior Vice President and Chief Financial Officer of
Alberto-Culver, Inc. from February 2007 until August 2009; Senior
Vice President, Corporate Audit, of Kraft Foods, Inc. from March 2006
until February 2007; and Senior Vice President of Finance of Kraft
Foods North America from May 2001 until March 2006.
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ITEM 5 Market for Registrant’s Common Equity,
Related Stockholder Matters and Issuer Purchases
of Equity Securities

The information under the caption “Quarterly Financial Data-Stock and on page 33 of this Form 10-K. Cigna’s common stock is listed with,
Dividend Data” appears on page 124 and the number of shareholders of ~ and trades on, the New York Stock Exchange under the symbol “CI”.
record as of December 31, 2011 appears under the caption “Highlights”

Issuer Purchases of Equity Securities

The following table provides information about Cigna's share repurchase activify for the quarter ended December 31, 2011:

Approximate dollar value of shares

Total # of shares  Average price paid  Total # of shares purchased as part of that may yet be purchased as part
Period purchased per share publicly announced program @ of publicly announced program
October 1-31, 2011 . 0 : - NIA 0 $ 522,328,439
November 1-30, 2011 12,829 $ 42.39 0 $ 522,328,439
December 1-31, 2011 670 $ 4334 0 $ 522,328,439
TOTAL 13,499 $ 42.44 0 N/A

(1) Includes shares tendered by employees as payment of taxes withheld on the exercise of stock options and the vesting of restricted stock granted under the Companys equity compensation
plans. Employees tendered 12,829 shares in November and 670 shares in December 2011,

(2) Cigna has had a repurchase program for many years, and has had varying levels of repurchase authority and activity under this program. The program has no expiration date.
Cigna suspends activity under this program from time to time and also removes such suspensions, generally without public announcement. Through February 23, 2012, the

Company had repurchased approximately 5.3 million shares for approximately $225 million. Remaining authorization under the program was approximately $522 million as of
December 31, 2011 and February 23, 2012.

(3) Approximate dollar value of shares is as of the last date of the applicable month.
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ITEM 6 Selected Financial Data

Highlights

(Dollars in millions, except per share amounts) 2010 2009 2008 2007
Revenues '
Premiums and fees and other revenues $ 18,653 $ 16,161 $ 17,004 $ 15,376
Net investment income 1,105 1,014 RE 1,063 1,114
Mail order pharmacy revenues 1,420 1,282 1,204 1,118
Realized investment gains (losses) 75 (43) (170) 16

TOTAL REVENUES $ 21,253 $ 18,414 $ 19,101 $ 17,624
Results of Operations: o '

Health Care $ 861 $ 731 $ 664 $ 679
Disability and Life 291 284 273, - . 254
International 243 183 182 176
Run-off Reinsurance 26 185 - (646) (11)
Other Operations 85 86 87 109
Corporate (211) (142) (162) - 97)
Realized investment gains (losses), net of taxes and

noncontrolling interest 50 (26) (110) 10
Shareholders’ income from continuing operations 1,345 1,301 288 1,120
Income from continuing operations attributable to

noncontrolling interest 4 3 2 3
Income from continuing operations 1,349 1,304 290 1,123
Income (loss) from discontinued operations, net of taxes - 1 4 (5)

NET INCOME $ 1,349 $ 1,305 $ 2943 -$ 1,118

Shareholders’ income per sharé from continuing

operations:

Basic $ 493 8 475 . $ 1.04 $ 3.91

Diluted $ 4.89 $ 4.73 $ 1.03 $ 3.86
Shareholders’. net income per shate: Sy

Basic $ 4.93 $ 4.75 $ 1.05 $ 3.89

Diluted $00 00489 1 8 473 $ 1.05 $ 3.84
Common dividends declared per share $ 0.04 $ 0.04 $ 0.04 $ 0.04
Total asscts ‘ o $ 45682, % 43013 $ 41,406  $. 40,065
Long-term debt $ 2,288 $ 2,436 $ 2,090 $ 1,790
Shareholders” equity $. 6645 % 5,417 $ ..359% $ 4,748.

Per share $ 24.44 $ 19.75 $ 13.25 $ 16.98
Common shares outstanding (in thousasids) 271,880 co 274,257 ---271,036 279,588.
Shareholders of record 8178 8,568 8,888 9,014 8,696
Bmployees ' S stae 30600 20300 30300 26,600

Beginning in 2010, the Company began reporting the expense associated with its frozen pension plans in Corporate. Prior periods were not restated. The effect on prior periods was not
material.

In 2008, the Company recorded significant charges related to the guaranteed minimum income benefits and guaranteed minimum death benefits businesses as well as an after-vax litigation
charge of $52 million in Corporate related to the Cigna pension plan.
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ITEM 7

Management’s Discussion and Analysis

of Financial Condition and Results of Operations

Index
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Other Operations Segment 54
Corporate 54
Liquidity and Capital Resources 55
Investment Assets 60
Market Risk 64
Cautionary Statement for Purposes of the “Safe Harbor” Provisions of the Private Securities Litigation Reform Act of 1995.......66
Introduction

Cigna Corporation is a holding company and is not an insurance
company. Its subsidiaries conduct various businesses, that are
described in this Annual Report on Form 10-K for the fiscal year
ended December 31, 2011 (“Form 10-K”). As used in this document,
“Cigna” and the “Company” may refer to Cigna Corporation itself, one
or more of its subsidiaries, or Cigna Corporation and its consolidated
subsidiaries.

Cigna is a global health services organization with insurance subsidiaries
that are major providers of medical, dental, disability, life and accident
insurance and related products and services. In the U.S., the majority
of these products and services are offered through employers and other
groups (e.g. unions and associations) and, in selected international
markets, Cigna offers supplemental health, life and accident insurance
products and international health care coverage and services to businesses,
governmental and non-governmental organizations and individuals. In
addition to its ongoing operations described above, the Company also
has certain run-off operations, including a Run-off Reinsurance segment.

In this filing and in other marketplace communications, the Company
makes certain forward-looking statements relating to its financial
condition and results of operations, as well as to trends and assumptions
that may affect the Company. Generally, forward-looking statements
can be identified through the use of predictive words (e.g. “Outlook
for 2012”). Actual results may differ from the Company’s predictions.
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Some factors that could cause results to differ are discussed throughout
Management’s Discussion and Analysis (“MD&A”), including in the
Cautionary Statement beginning on page 66. The forward-looking
statements contained in this filing represent management’s current
estimate as of the date of this filing. Management does not assume
any obligation to update these estimates.

The following discussion addresses the financial condition of the
Company as of December 31, 2011, compared with December 31, 2010,
and a comparison of results of operations for the years ended
December 31, 2011, 2010 and 2009.

Unless otherwise indicated, financial information in the MD&A is
presented in accordance with accounting principles generally accepted
in the United States (“GAAP”). Certain reclassifications have been
made to prior period amounts to conform to the presentation of 2011
amounts. See Note 2 to the Consolidated Financial Statements for
additional information.

Overview of 2011 Results

Summarized below are the key highlights for 2011. For additional
information, see the remaining sections of this MD&A, which discuss
both consolidated and segment results in more detail.



PART 11

ITEM 7 Management’s Discussion and Analysis of Financial Condition and Results of Operations

Key Consolidated Financial Data

(Dollars in millions) 2011 2010 2009
Revenues iz $ 21,253 . $ 18,414
Medical membership (in thousands) 12,473 11,669
Shareholders” income from continuing operations ~~ + o0 = $ 1,345 - § 1,301
Adjusted income from operations @ $ 1,277 $ 1,097
Cash flows from ’:tilpem't’ing activities 8 1,743 - $ 745
Shareholders’ equity 4 $ 6,645 § 5,417

(1) Includes medical members of the Companys Health Care segment as well as the International health care business, including global health benefits.

(2) For a definition of adjusted income from operations, see the “Consolidated Results of Operations” section of this MDA beginning on page 38.

Consolidated Results of Operations

* Revenues rose 4% in 2011, reflecting solid growth in the Company’s
strategically targeted domestic and international customer segments of
its ongoing health care, disability and life, and international businesses.
In addition, the increase in revenue reflects the effect of the programs
to hedge equity and growth interest rate exposures in the run-off
reinsurance operations. See the Run-off Reinsurance section of this
MD&A beginning on page 51 for additional information. These
increases were partially offset by the exit from certain non-strategic
markets, primarily the Medicare Advantage Individual Private Fee
For Service (“Medicare IPFFS”) business.

* Medical membership increased 2%, reflecting growth in targeted
markets, primarily the middle and select market segments domestically
as well as growth in the global health benefits business. These increases
were partially offset by exits from certain non-strategic markets,
primarily Medicare IPFFS.

* Shareholders’ income from continuing operations decreased 1% in
2011, reflecting higher losses in the GMIB business substantially offset
by higher overall earnings from the Company’s ongoing businesses.

* Adjusted income from operations increased 12% in 2011, continuing
to demonstrate the value of the Company’s diversified portfolio of
businesses, resulting in strong earnings contributions from each
of the Company’s ongoing businesses. These results were achieved
primarily as a result of continued growth, effective execution of the
Company’s business strategy and low medical services utilization
trend in the health care business.

* Cash flows from operating activities in 2011 reflected the strong
earnings contributions from the ongoing businesses, partially offset
by pension plan contributions and claim run-out from the Medicare

IPFES business.

Liquidity and Financial Condition
During 2011, the Company entered into several transactions to

strengthen its liquidity and financial condition as well as to strategically
deploy its capital as follows:

sentered into an agreement to acquire HealthSpring, Inc.
(“HealthSpring”) for approximately $3.8 billion in cash and Cigna
stock awards. The transaction closed on January 31, 2012;

» the HealthSpring acquisition was financed in part by the issuance
of $2.1 billion of debt and 15.2 million shares of common stock for
$650 million ($629 million, net of underwriting discount and fees) in
the fourth quarter of 2011. As a result of these transactions, cash at the
parent company was approximately $3.8 billion at December 31, 2011;

* acquired FirstAssist for approximately $115 million in the fourth
quarter of 2011;

* contributed $250 miltion to its domestic qualified pension plans;
* repurchased 5.3 million shares of stock for $225 million; and

* entered into a new five-year revolving credit and letter of credit
agreement for $1.5 billion, that permits up to $500 million to be
used for letters of credit. The credit agreement includes options to
increase the commitment amount to $2.0 billion and to extend the
term past June 2016.

Shareholders’ equity increased substantially during 2011, reflecting strong
shareholders” net income, increased invested asset values (primarily fixed
maturities) reflecting lower market yields (largely due to lower interest
rates), and the impact of the fourth quarter common stock issuance.
Those favorable items were partially offset by the unfavorable effects
of the pension plan liability on shareholders equity due to a 100 basis
point decline in the discount rate and lower than expected asset rerurns.

Business Strategy

Cigna’s mission is to improve the health, well-being and sense of security
of the individuals it serves around the world. Key to our mission and
strategy is our customer-centric approach; we seek to engage our
U.S.-based and global customers in maintaining and improving their
health, well-being and sense of security by offering effective, easy-to-
understand insurance, health and wellness products and programs
that meet their unique individual needs. We do this by providing
access to relevant information to ensure informed buying decisions,
partnering with physicians and care providers in the U.S. and around
the world, and delivering a highly personalized customer experience.
This approach aims to deliver high quality care at lower costs for each
of our stakeholders: individuals, employers and government payors.

Cigna’s long-term growth strategy is based on: (1) repositioning the
portfolio for growth in targeted geographies, product lines, buying
segments and distribution channels; (2) improving its strategic and
financial flexibility; and (3) pursuing additional opportunities in high-
growth markets with particular focus on individuals.

Our mission is carried out through our enterprise growth strategy,
which has the following three tenets:

* GO DEEP: Cigna seeks to drive scale by increasing presence and
brand strength in key geographic areas, growing in targeted segments
or capabilities, and deepening its relationships with current customers.

* GO GLOBAL: Cigna delivers a range of differentiated products
and superior service to meet the distinct needs of a growing global
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middle class and a globally mobile workforce through expansion in
existing international markets as well as extension of the Company’s
business model to new geographic areas.

* GO INDIVIDUAL: Cigna strives to establish a deep understanding of its
customers unique needs and to be a highly customer-centric organization
through simplifying the buying process by providing choice, transparency
of information, and a personalized customer experience. The Company’s
goal is to build long-term relationships with each of the individuals it
serves and meet their needs throughout the stages of their lives.

Cigna is also focused on improving its strategic and financial flexibility
by driving further cost reductions in its Health Care operating expenses,
improving its medical cost competiveness in targeted markets and
effectively managing balance sheet exposures. For further discussion
of the Company’s actions to manage its balance sheet exposures, see
the section on “Run-off Operations” discussed below.

Key to the Company's strategy is effectively deploying capital in pursuing
additional opportunities in high-growth markets. Consistent with this
objective, Cigna achieved a significant milestone with the acquisition of
HealthSpring, Inc. in January 2012. HealthSpring, a leading provider
of medical benefits to the 65+ population through the Medicare
Advantage program, strengthens Cigna’s ability to serve individuals
across their life stages as well as deepens Cigna’s presence in a number
of geographic markets. The addition of HealthSpring brings industry
leading physician partnership capabilities and creates the opportunity
to deepen Cigna’s existing client and customer relationships, as well as
facilitates a broader deployment of Cigna’s range of health and wellness
capabilities and product offerings.

For additional information on the Company’s business strategy, see the
“Strategy” section of this Form 10-K beginning on page 2.

The Company’s ability to increase revenue, shareholders’ net income
and operating cash flows from ongoing operations is directly related to
progress in executing its strategy as well as other key factors, including
the Company’s ability to:

* profitably price products and services at competitive levels that reflect
emerging experience;

* effectively underwrite its product offerings and manage risk;
* cross sell its various health and related benefit products;

* invest available cash at attractive rates of return for appropriate
durations; and

» effectively deploy capital.

In addition to the Company-specific factors cited above, overall results
are influenced by a range of economic and other factors, especially:

* cost trends and inflation for medical and related services;
¢ utilization patterns of medical and other services;

* employment levels;

* the tort liability system;

* developments in the political environment both domestically and

internationally, including U.S. Health Care Reform;

* interest rates, equity market returns, foreign currency fluctuations
and credit market volatility, including the availability and cost of
credit in the future; and ‘

* federal, state and international regulation.
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‘The Company regularly monitors the trends impacting operating results
from the above mentioned key factors to appropriately respond to
economic and other factors affecting its operations, both in its ongoing
and run-off operations.

Run-off Operations

The Company’s run-off reinsurance operations have significant exposures,
primarily from its guaranteed minimum death benefits (‘GMDB”,
also known as “VADBe”) and guaranteed minimum income benefits
(“GMIB”) products. As part of its strategy to effectively manage
these exposures, the Company operates an equity hedge program to
substantially reduce the impact of equity market movements on the
liability for the GMDB business. In February 2011, the Company
implemented additional hedges designed to offset a portion of the
equity market risk for GMIB contracts and a portion of the interest
rate risks related to GMDB and GMIB contracts. The Company
actively monitors the performance of and will continue to evaluate
further adjustments for these hedging programs.

These products are also influenced by a range of economic and
behavioral factors that were not hedged or only partially hedged as of
December 31, 2011, including:

* a portion of equity market risk for GMIB contracts;
* a portion of interest rate risks;

* future partial surrender impacts for GMDB contracts, including
equity market risk and election rates;

* annuity election rates for GMIB contracts;
¢ mortality and lapse rates; and
* the collection of amounts recoverable from retrocessionaires.

In order to manage these factors, the Company

* actively studies policyholder behavior experience and adjusts future
expectations based on the results of the studies, as warranted;

* actively monitors the hedging programs and will continue to evaluate
further adjustments to the hedging programs;

» performs regular audits of ceding companies to ensure compliance with
agreements as well as to help maximize the collection of receivables
from retrocessionaires; and

* monitors the financial strength and credit standing of its retrocessionaires
and establishes or collects collateral when warranted.

In the first quarter of 2011, the Company contributed $150 million to
its subsidiary, Cigna Arbor Life Insurance Company (“Arbor”). With
the impact of declining interest rates during 2011, Arbor’s statutory
surplus at December 31, 2011 was approximately $275 million, which
remains in excess of minimum risk-based capital requirements and the
Company’s internal guidelines.

Health Care Reform

In the first quarter of 2010, the Patient Protection and Affordable Care
Act and the Health Care and Education Reconciliation Act (“Health
Care Reform”) were signed into law. Certain of the law’s provisions
that affected the Company became effective during 2010 and 2011
and others will take effect from 2012 to 2018.
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Commercial minimum medical loss ratio requirements became effective in
January 2011, requiring payment of premium rebates beginning in 2012
to employers and customers covered under the Company’s comprehensive
commercial medical insurance if certain annual minimum loss ratios
(MLR) are not met. The Company recorded its rebate accrual based on
estimated medical loss ratios calculated as prescribed by Health Care
Reform using full-year premium and claim information by state and
market segment for each legal entity that issues comprehensive medical
insurance. For the year ended December 31, 2011, the Company accrued
. an estimated rebate of $63 million pre-tax ($41 million after-tax).

In 2011, the Department of Health and Human Services (“HHS”)
provided a special methodology for calculating the MLR for limited
benefit and global health benefit plans. This special methodology,
which resulted in no premium rebates being due in 2011 for these
businesses, has been extended through 2014 for limited benefit plans
and indefinitely for global health benefit plans.

Health Care Reform also changed tax laws related to certain future
retiree benefit and compensation-related payments earned after 2009
that resulted in after-tax charges of approximately $8 million in 2011
and $10 million in 2010. In addition, the Company incurred after-tax
costs of approximately $17 million in 2011 and $15 million in 2010
related to Health Care Reform to build the infrastructure necessary
to comply with the provisions of Health Care Reform that became
effective in 2011. These costs represent the estimated cost of internal
staff redeployed to work on Health Care Reform initiatives.

Certain fees, including the annual health insurer fee, become effective
in 2013 and 2014 for Cigna and others to help fund the additional
insurance benefits and coverages provided by this legislation. Payment
of these fees will result in charges to the Company’s financial results in
future periods. In addition, since these fees will generally not be tax
deductible, the Company’s effective tax rate is expected to be adversely
impacted in future periods. However, the Company is unable to estimate
the amount of these fees or the impact on the effective tax rate because
guidance for these calculations has not been finalized.

Health Care Reform also impacts Cigna’s Medicare Advantage and
Medicare Part D prescription drug plan businesses acquired with
HealthSpring in a variety of additional ways, including reduced Medicare
premium rates (which began with the 2011 contract year), transition
of Medicare Advantage “benchmark” rates to Medicare fee-for-service
parity, reduced enrollment periods and limitations on disenrollment,
and providing “quality bonuses” for Medicare Advantage plans with a
rating for four or five stars from CMS. Funding for Medicare Advantage
plans has been and may continue to be altered by federal legislation.

Management is currently unable to estimate the full impact of Health
Care Reform on the Company’s future results of operations, and
its financial condition and liquidity due to uncertainties related to
interpretation, implementation and timing of its many provisions.
It is possible; however, that this impact could be material to future
results of operations. The Company’s strengths and the capabilities of
its broad health and wellness portfolio are expected to help leverage
potential business opportunities resulting from Health Care Reform.
Management, through its internal task force, continues to closely monitor
implementation of the law, report on the Company’s compliance with
Health Care Reform, actively engage with regulators to assist with the
ongoing conversion of legislation to regulation and assess potential
opportunities arising from Health Care Reform.

For additional information regarding Health Care Reform, see the
“Regulation” section beginning on page 17 of this Form 10-K.

Acquisitions and Dispositions

In line with its growth strategy, the Company has strengthened its
market position and reduced balance sheet exposures through the
following acquisition and disposition transactions.

Acquisition of HealthSpring, Inc.

On January 31, 2012, the Company acquired all of the outstanding
shares of HealthSpring, Inc. (“HealthSpring”) for $55 per share in cash
and Cigna stock awards, representing an estimated cost of approximately
$3.8 billion. HealthSpring provides Medicare Advantage coverage
in 11 states and the District of Columbia as well as a large, national
stand-alone Medicare prescription drug business. The Company
funded the acquisition with internal cash resources that included
$2.1 billion of additional debt, approximately $650 million of new
equity ($629 million net of underwriting discount and fees) issued
during the fourth quarter of 2011 and net proceeds from its issuance
of commercial paper.

Acquisition of FirstAssist

On November 30, 2011, the Company acquired FirstAssist Group
Holdings Limited (“FirstAssist”) for approximately $115 million.
FirstAssist is based in the United Kingdom, (“U.K.”) and provides
travel and protection insurance services that the Company expects will
enhance its supplemental health, life and accident business around the
world. The Company used available cash on hand for the purchase.

Reinsurance of Run-off Workers’ Compensation
and Personal Accident Business

On December 31, 2010, the Company essentially exited from its
workers’ compensation and personal accident reinsurance business
by purchasing retrocessional coverage from a Bermuda subsidiary of
Enstar Group Limited and transferring administration of this business
to the reinsurer. See Note 3 to the Consolidated Financial Statements
for additional information.

Sale of Workers’ Compensation and Case Management
Business

On December 1, 2010 the Company completed the sale of its workers’
compensation and case management business to GENEX Holdings, Inc.
The Company recognized an after-tax gain on sale of $11 million
($18 million before tax) which was reported in other revenues in the
Disability and Life segment. See Note 3 to the Consolidated Financial
Statements for additional information.

Acquisition of Vanbreda International

On August 31, 2010, the Company acquired 100% of the voting stock
of Vanbreda International NV (“Vanbreda International”), based in
Antwerp, Belgium for a cash purchase price of $412 million. See Note 3
to the Consolidated Financial Statements for additional information
about the acquisition of Vanbreda International.
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New Accounting Pronouncement

Deferred acquisition cost

As discussed in Note 2 to the Consolidated Financial Statements, the
Company will implement the new requirements of ASU 2010-26 related
to deferred acquisition cos:s on January 1, 2012 through retrospective
adjustment of prior periods.

The Company’s deferred acquisition costs arise from sales and renewal
activities primarily in its International segment. Because the new
requirements further restrict the types of costs that are deferrable,
more of the Company’s acquisition costs will be expensed as incurred.

Consolidated Results of Operations

The Company expects the cumulative effect of implementing this new
guidance to decrease sharcholders’ equity as of January 1, 2011 by
approximately $250 million to $300 million. In addition, as a result of
acquisition costs no longer eligible for deferral under the new guidance,
the Company expects that full-year 2011 shareholders” net income on a
retrospectively adjusted basis will decrease by approximately $70 million.
The reduction will primarily occur in the Company’s International
segment. The effect of the new guidance on shareholders’ net income
in 2012 is expected to be generally comparable to that estimated for
2011. Implementation of this new guidance will have no impact on the
underlying economic value, revenues or cash flows of the Company’s
businesses, nor will it impact the Company’s liquidity or the statutory
surplus of its insurance subsidiaries.

The Company measures the financial results of its segments using
“segment earnings (loss)”, which is defined as shareholders’ income
(loss) from continuing operations before after-tax realized investment
results. Adjusted income from operations is defined as consolidated
segment earnings (loss) excluding special items (defined below) and
the results of the GMIB business. Adjusted income from operations is
another measure of profitability used by the Company’s management
because it presents the underlying results of operations of the Company’s

Financial Summary
(In millions)

businesses and permits analysis of trends in underlying revenue, expenses
and shareholders’ net income. This measure is not determined in
accordance with GAAP and should not be viewed as a substitute for
the most directly comparable GAAP measure, which is shareholders’
income from continuing operations.

Summarized below is a reconciliation between shareholders’ income
from continuing operations and adjusted income from operations.

Premiums and fees

NC[ investment incomce

Mail order pharmacy revenues
Other revenues

Realized investment gains (losses)

Total revenues

Benefits and expenses

Income from continuing operations before taxes

Income taxes

Income from continuing operations
Less: income from continuing operations attributable to noncontrolling interest

Shareholders’ income from continuing operations

Less: realized investment gains (losses), net of taxes

SEGMENT EARNINGS

Less: adjustments to reconcile to adjusted income from operations:
Results of GMIB business (after-tax):
Special items (after-tax):

Costs associated with acquisitions

Resolution of a federal tax matter (See Note 19 to the Consolidared Financial Statements)
Loss on early extinguishment of debt (See Note 15 to the Consolidated Financial Statements) -
Loss on reinsurance transaction (See Note 3 to the Consolidated Financial Statements)

Currailment gain (See Note 9 to the Consolidated Financial Statements)

Cost reduction charges

Completion of IRS examination (See Note 19 to the Consolidated Financial Statements)

ADJUSTED INCOME FROM OPERATIONS

2011 2010 2009
) $ 18,393 $ 16,041
1,105 1,014
1,420 1,282
260 120

75 (43)
21,253 18,414
19,383 16,516
1,870 1,898
521 594
1,349 1,304

4 ‘ 3

1,345 1,301
50 (26)
1,295 1,327
(24) 209

101 -

(39) -
(20) -

- 30

- (29)

- 20

$ 1,277 $ 1,097
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Summarized below is adjusted income from operations by segment:

Adjusted Income (Loss) From Operations

(In millions) 2010 2009
Health Care $ . 86l $ 729
Disability and Life 291 279
International 243 182
Run-off Reinsurance (27) (24)
Other.Operations: 85 85
Corporate (176) (154)
TOTAL _$ 1277 0§ 1,097

Overview of 2011 Consolidated Results
of Operations

Sharcholders’ income from coatinuing operations decreased 1% in
2011 compared with 2010, due to significantly higher GMIB losses
principally reflecting lower interest rates, substantially offset by higher
adjusted income from operations as explained further below. See the
Run-off Reinsurance section of the MD&A beginning on page 51 for
additional information on GMIB results.

Adjusted income from operations increased 12% in 2011 compared
with 2010 primarily due to higher earnings contributions from the
Company’s Health Care and International segments. These results
reflect solid business growth in strategically targeted markets and
continued low medical services utilization trend. See the individual
segment sections of this MD&A for further discussion.

Overview of 2010 Consolidated Results
of Operations

Shareholders’ income from continuing operations increased 3% in
2010 compared with 2009, reflecting strong growth in adjusted
income from operations as well as significant improvement in realized
investment results, partially offset by a loss in the GMIB business in
2010 compared with a significant gain in 2009.

Adjusted income from operations increased 16% in 2010 compared
with 2009 primarily due to strong earnings growth in the ongoing
business segments (Health Care, Disability and Life and International),
reflecting focused execution of the Company’s strategy, which includes
a growing global customer base as well as higher net investment income
reflecting improved economic conditions and asset growth.

Special Items and GMIB

Management does not believe that the special items noted in the
table above are representative of the Company’s underlying results
of operations. Accordingly, the Company excluded these special
items from adjusted income from operations in order to facilitate an
understanding and comparison of results of operations and permit
analysis of trends in underlying revenue, expenses and shareholders
income from continuing operations.

Special items for 2011 included:

* after-tax costs incurred in the fourth quarter of 2011 associated with
the January 2012 acquisition of HealthSpring and the November 2011
acquisition of FirstAssist; and

* tax benefits associated with the completion of the 2007 and 2008 IRS
examinations (see Note 19 to the Consolidated Financial Statements
for additional information regarding this special item).

Special items for 2010 included:

* a gain resulting from the resolution of a federal income tax matter,
consisting of a $97 million release of a deferred tax valuation allowance
and $4 million of accrued interest. Sec Note 19 to the Consolidated
Financial Statements for further informarion;

¢ a loss on the extinguishment of ‘debt resulting from the decision of
certain holders of the Company’s 8.5% Notes due 2019 and 6.35%
Notes due 2018 to accept the Company’s tender offer to redeem these
Notes for cash. See Note 15 to the Consolidated Financial Statements
for further information; and

* a loss on reinsurance of the run-off workers’ compensation and
personal accident reinsurance businesses to Enstar. See Note 3 to the
Consolidated Financial Statements for further information.

Special items for 2009 included a curtailment gain resulting from the
decision to freeze the pension plan (see Note 9 to the Consolidated
Financial Statements for additional information), cost reduction charges
related to the 2008 cost reduction program, and benefits resulting from
the completion of the 2005 and 2006 IRS examinations (see Note 19
to the Consolidated Financial Statements for additional information).

‘The Company also excludes the results of the GMIB business, including
the results of the related hedges starting in 2011, from adjusted income
from operations because the fair value of GMIB assets and liabilities
must be recalculated each quarter using updated capital market
assumptions. The resulting changes in fair value, which are reported
in shareholders’ net income, are volatile and unpredictable. See the
Critical Accounting Estimates section of the MD&A beginning on
page 41 of the Company’s 2011 Form 10-K for more information on
the effects of capital market assumption changes on shareholders’ net
income. Because of this volatility, and since the GMIB business is in
run-off, management does not believe that its results are meaningful
in assessing underlying results of operations.

Outlook for 2012

The Company expects 2012 consolidated adjusted income from
operations to be higher than 2011 results. This outlook reflects strong
organic growth, an expected increase in medical services utilization
and contributions from the HealthSpring acquisition. This outlook
assumes break-even results for GMDB (also known as “VADBe”) for
2012, which assumes that actual experience, including capital market
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performance, will be consistent with long-term reserve assumptions. See
Note 6 to the Consolidated Financial Statements as well as the Critical
Accounting Estimates section of the MD&A beginning on page 41 of
the Form 10-K for more information on the effects of capital market
and other reserve assumption changes on shareholders’ net income.

Information is not available for management to reasonably estimate
the future results of the GMIB business or realized investment results
due in part to interest rate and stock market volatility and other
internal and external factors. In addition, the Company is not able to
identify or reasonably estimate the financial impact of special items
in 2012, however they will include potential adjustments associated
with HealthSpring, Inc. acquisition costs, and may include litigation
and assessment-related items.

The Company’s outlook for 2012 is subject to the factors cited above and
in the Cautionary Statement beginning on page 66 of this Form 10-K
and the sensitivities discussed in the Critical Accounting Estimates
section of the MD&A beginning on page 41 of this Form 10-K. If
unfavorable equity market and interest rate movements occur, the
Company could experience losses related to investment impairments
and the GMIB and GMDB businesses. These losses could adversely
impact the Company’s consolidated results of operations and financial
condition and liquidity by potentially reducing the capital of the
Company’s insurance subsidiaries and reducing their dividend-paying
capabilities.

Revenues

Total revenues increased by 4% in 2011, compared with 2010, and
15% in 2010 compared with 2009. Changes in the components of
total revenue are described more fully below.

Premiums and Fees

Premiums and fees increased by 4% in 2011, compared with 2010,
primarily reflecting business growth in the Company’s targeted market
segments, partially offset by the Company’s exit from the Medicare
IPFFES business beginning in 2011. Excluding this business, premiums
and fees increased by 9% in 2011 compared with 2010.

Premiums and fees increased by 15% in 2010, compared with 2009,
principally due to membership growth in the Health Care segment’s
risk businesses as well as growth in the International segment. Premiums
and fees increased by 10% in 2010 compared with 2009 after excluding
the Medicare IPFES Individual business.

Net Investment Income

Net investment income increased by 4% in 2011, compared with 2010.
The key factors causing the increase were higher investment assets and
improved results from real estate investments, partially offset by lower
reinvestment yields.
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Net investment income increased by 9% in 2010, compared with 2009,
predominantly due to improved results from security partnerships
and real estate investments and higher assets due to business growth,
partially offset by lower reinvestment yields.

Mail Order Pharmacy Revenues

Mail order pharmacy revenues increased by 2% in 2011, compared
with 2010, due in large part to price increases offset by a decline in
volume and by 11% in 2010, compared with 2009, resulting from

increases in volume and, to a lesser extent, price increases.

Other Revenues

Other revenues included pre-tax losses of $4 million in 2011 compared
with $157 million in 2010 and $282 million in 2009 related to
futures and swaps entered into as part of a dynamic hedge program to
manage equity and growth interest rate risks in the Company’s run-off
reinsurance operations. See the Run-off Reinsurance section of the
MD@&A beginning on page 51 for more information on this program.
Excluding the impact of these swaps and futures contracts, Other
revenues declined 38% in 2011, compared with 2010. The decline
primarily reflects the absence of revenue in 2011 from the workers’
compensation and case management business, which was sold in 2010
as well as lower revenues in 2011 from Cigna Government Services,
which was sold in the second quarter of 2011.

Excluding the impact of the futures contracts associated with the
GMDB equity hedge program, Other revenues increased 4% in
2010, compared with 2009 primarily reflecting the pre-tax gain on
the sale of the workers’ compensation and case management business
of $18 million.

Realized Investment Results

Realized investment results in 2011 were lower than in 2010 primarily
due to higher impairment losses on fixed maturities and valuation
declines on hybrid securities, partially offset by higher gains on sales
of real estate properties held in joint ventures.

Realized investment results in 2010 were significantly higher than in
2009 primarily due to:

* lower impairments on fixed maturities and real estate funds in 2010;

* increased prepayment fees on fixed maturities received in 2010 as
a result of favorable market conditions and issuer specific business
circumstances; and

* gains on sales of real estate held in joint ventures and other investments
in 2010.

These favorable effects were partially offset by an increase in commercial
mortgage loan impairments recorded in 2010, reflecting continued
weakness in the commercial real estate market.

See Note 14 to the Consolidated Financial Statements for additional
information. '
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Critical Accounting Estimates

The preparation of consolidated financial statements in accordance
with GAAP requires management to make estimates and assumptions
that affect reported amounts and related disclosures in the consolidated
financial statements. Management considers an accounting estimate
to be critical if:

® it requires assumptions to be made that were uncertain at the time

consolidated financial statements, including estimates of liabilities for
future policy benefits other than those identified in the following table,
as well as estimates with respect to goodwill, unpaid claims and claim
expenses, postemployment and postretirement benefits other than
pensions, certain compensation accruals, and income taxes.

Management believes the current assumptions used to estimate amounts

the estimate was made; and reflected in the Company’s consolidated financial statements are
appropriate. However, if actual experience differs from the assumptions
used in estimating amounts reflected in the Company’s consolidated
financial statements, the resulting changes could have a material
adverse effect on the Company’s consolidated results of operations,
and in certain situations, could have a material adverse effect on the

Company’s liquidity and financial condition.

* changes in the estimate or different estimates that could have been
selected could have a material effect on the Company’s consolidated
results of operations or financial condition.

Management has discussed the development and selection of its critical
accounting estimates with the Audit Committee of the Company’s Board
of Directors and the Audit Committee has reviewed the disclosures

presented below. See Note 2 to the Consolidated Financial Statements for further

information on significant accounting policies that impact the Company.
In addition to the estimates presented in the following table, there are
other accounting estimates used in the preparation of the Company’s

Effect if Different Assumptions Used

Based on current and historical market, industry and Company-specific
experience and management’s judgment, the Company believes that it is
reasonably likely that the unfavorable changes in the key assumptions and/
or conditions described below could occur. If these unfavorable assumption
changes were to occur, the approximate after-tax decrease in shareholders’
net income would be as follows:

Balance Sheet Caption/Nature of Critical Accounting Estimate

Future policy benefits — Guar d mini; death benefits (“GMDB”
also known as “VADBe”)

These liabilities are estimates of the present value of net amounts expected
to be paid, less the present value of net future premiums expected to be
received. The amounts to be paid represent the excess of the guaranteed
death benefit over the values of contractholders’ accounts. The death benefit
coverage in force at December 31, 2011 (representing the amount payable if * 5% increase in claim mortality rates — $30 million
all of approximately 480,000 contractholders had submitted death claims as * 10% decrease in lapse rates — $20 million
of that date) was approximately $5.4 billion. * 10% increase in election rates for future partial surrenders ~ $2 million
* 50 basis point decrease in interest rates:

- Unhedged Mean Investment Performance — $20 million

- Discount Rate — $30 million
* 10% increase in volatility — $20 million

Liabilities for future policy benefits for these contracts as of December 31
were as follows (in millions):

* 2011 -$1,170
* 2010 - $1,138 As of December 31, 2011, if contractholder account values invested in
underlying equity mutual funds declined by 10% due to equity market
performance, the after-tax decrease in shareholders’ net income resulting
from an increase in the unhedged provision for partial surrenders would be

approximately $5 million.

Current assumptions and methods used to estimate these liabilities are
detailed in Note 6 to the Consolidated Financial Statements.

As of December 31, 2011, if contractholder account values invested in
underlying bond/money market mutual funds declined by 3% due to bond/
money market performance, the after-tax decrease in shareholders’ net
income resulting from an increase in the provision for partial surrenders and
an increase in unhedged exposure would be approximately $10 million.

"The amounts would be reflected in the Run-off Reinsurance segment.
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Balance Sheet Caption/Nature of Critical Accounting Estimate

Effect if Different Assumptions Used

Accounts payable, accrued expenses and other liabilities, and Other
assets, including other i ibles - Guaranteed minimum income

benefits o

These net liabilities are calculated with an internal model using many
scenarios to determine the fair value of amounts estimated to be paid, less
the fair value of net future premiums estimated to be received, adjusted for
risk and profit charges that the Company anticipates a hypothetical market
participant would require to assume this business. The amounts estimated
1o be paid represent the excess of the anticipated value of the income benefit
over the value of the annuitants’ accounts at the time of annuitization.

(-3

The assets associated with these contracts represent receivables in connection
with reinsurance that the Company has purchased. from two external
reinsurers, which covers 55% of the exposures on these contracts.

Liabilities related to these contracts as of December 31, were as follows
(in millions):

* 2011 - $1,333
*2010-% 903

As of December 31, estimated amounts receivable related to these contracts
from two external reinsurers, were as follows (in millions):

*2011-$712
* 2010 — $480

Current assumptions and methods used to estimate these liabilities are
detailed in Note 10 to the Consolidated Financial Statements.
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The Company’s results of operations are expected to be volatile in future

periods because most capital market assumptions will be based largely on
market-observable inputs at the close of each period including interest rates
and market-implied volatilities.

Based on current and historical market, industry and Company-specific
experience and management’s judgment, the Company believes that it is
reasonably likely that the unfavorable changes in the key assumptions and/
or conditions described below could occur. If these unfavorable assumption
changes were to occur, the approximate after-tax decrease in shareholders’
net income, net of estimated amounts receivable from reinsurers, would be
as follows:

* 50 basis point decrease in interest rates (rates aligned with LIBOR) used
for projecting market returns and discounting, net of the impact of
hedging programs — $20 million

* 50 basis point decrease in interest rates used for projecting claim exposure
(7-year Treasury rates) — $20 million

* 20% increase in volatility — $5 million

* 5% decrease in mortality — $1 million

* 10% increase in annuity election rates — $2 million

* 10% decrease in lapse rates — $5 million

* 10% increase to the risk and profit charges — $5 million

Market declines expose the Company to a larger net liability. Decreases

in annuitants’ account values resulting from a 10% equity market decline
could decrease shareholders’ net income by approximately $15 million, net
of the impact of hedging programs. Decreases in annuitants’ account values
resulting from a 3% decline due to bond/money market performance could
decrease sharcholders’ net income by approximately $2 million.

If credit default swap spreads used to evaluate the nonperformance risk

of the Company were to narrow or the credit rating of its principal life
insurance subsidiary were to improve, it would cause a decrease in the
discount rate of the GMIB liability, resulting in an unfavorable impact to
earnings. If the discount rate decreased by 25 basis points due to this, the
decrease in shareholders’ net income would be approximately $15 million.
If credit default swap spreads used to evaluate the nonperformance

risk of the Company’s GMIB retrocessionaires were to widen or the
retrocessionaires’ credit ratings were to weaken, it would cause an increase
in the discount rate of the GMIB asset, resulting in an unfavorable impact
to earnings. If the discount rate increased by 25 basis points due to this, the
decrease in sharcholders’ net income would be approximately $5 million.

All of these estimated impacts due to unfavorable changes in assumptions
and/or conditions could vary from quarter to quarter depending on actual
reserve levels, the actual market conditions or changes in the anticipated
view of a hypothetical market participant as of any future valuation date,

The amounts would be reflected in the Run-off Reinsurance segment.
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Balance Sheet Caption/Nature of Critical Accounting Estimate

Effect if Different Assumptions Used

Y s payable, accrued and other liabilities — pension

liabilities

y of

These liabilities are estimates of the present value of the qualified and
nonqualified pension benefits to be paid (attributed to employee service to
date) net of the fair value of plan assets. The accrued pension benefit liability
as of December 31 was as follows (in millions):

* 2011 - $1,769
*2010 - $1,528

See Note 9 to the Consolidated Financial Statements for assumptlons and
methods used to estimate pension liabilities.

Health Care medical claims payable

Medical claims payable for the Health Care segment include both reported
claims and estimates for losses incurred but not yet reported.

Liabilities for medical claims payable as of December 31 were as follows
(in millions):

* 2011 - gross $1,095; net $901
* 2010 — gross $1,246; net $1,010

These liabilities are presented above both gross and net of reinsurance and
other recoverables and generally exclude amounts for administrative services
only business.

See Notes 2 and 5 to the Consolidated Financial Statements for additional
information regarding assumptions and methods used to estimate this

liability.

Using past experience, the Company expects that it is reasonably possible
that a favorable or unfavorable change in assumptions for the discount
rate or expected return on plan assets of 50 basis points could occur. An
unfavorable change is a decrease in these key assumptions with resulting
impacts as discussed below.

If discount rates for the qualified and nonqualified pension plans decreased
by 50 basis points:

* annual pension costs for 2012 would decrease by approximately
$4 million, after-tax; and

* the accrued pension benefit liability would increase by approximately
$256 million as of December 31, 2011 resulting in an after-tax
decrease to shareholders’ equity of approximately $166 million as of
December 31, 2011.

If the expected long-term return on domestic qualified pension plan assets
decreased by 50 basis points, annual pension costs for 2012 would increase
by approximately $11 million after-tax.

If the Company used the marker value of assets to measure pension costs as
opposed to the market-related value, annual pension cost for 2012 would
increase by approximately $11 million after-tax.

If the December 31, 2011 fair values of domestic qualified plan assers
decreased by 10%, the accrued pension benefit liability would increase by
approximately $328 million as of December 31, 2011 resulting in an after-
tax decrease to sharcholders’ equity of approximately $213 million.

An increase in these key assumptions would result in impacts to annual
pension costs, the accrued pension liability and sharcholders’ equity in an
opposite direction, but similar amounts.

In 2011, actual experience differed from the Company’s key assumptions

as of December 31, 2010, resulting in $126 million of favorable incurred
claims related to prior years’ medical claims payable or 1.5% of the current
year incurred claims as reported in 2010. In 2010, actual experience differed
from the Company’s key assumptions as of December 31, 2009, resulting

in $93 million of favorable incurred claims related to prior years’ medical
claims, or 1.3% of the current year incurred claims reported in 2009.
Specifically, the favorable impact is due to faster than expected completion
factors and lower than expected medical cost trends, both of which mc]uded
an assumption for moderately adverse experience.

The impact of this favorable prior year development was an increase to
shareholders’ net income of $53 million after-tax ($82 million pre-tax) in
2011. The change in the amount of the incurred claims related to prior years
in the medical claims payable liability does not directly correspond to an
increase or decrease in shareholders’ net income as explained in Note 5 to
the Consolidated Financial Statements.
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Balance Sheet Caption/Nature of Critical Accounting Estimate

Effect if Different Assumptions Used

Valuation of fixed maturity investments

Fixed maturities are primarily classified as available for sale and are carried
at fair value with changes in fair value recorded in accumulated other
comprehensive income (loss) within shareholders’ equity.

Fair value is defined as the price at which an asset could be exchanged in an
orderly transaction between market participants at the balance sheet date.

The determination of fair value for a financial instrument requires
management judgment. The degree of judgment involved generally
correlates to the level of pricing readily observable in the markets. Financial
instruments with quoted prices in active markets or with market observable
inputs to determine fair value, such as public securities, generally require less
judgment. Conversely, private placements including more complex securities
that are traded infrequently are typically measured using pricing models that
require more judgment as to the inputs and assumptions used to estimate
fair value. There may be a number of alternative inputs to select, based on an
understanding of the issuer, the structure of the security and overall market
conditions. In addition, these factors are inherently variable in nature as they
change frequently in response to market conditions. Approximately two-
thirds of the Company’s fixed marurities are public securities, and one-third
are private placement securities.

See Note 10 to the Consolidated Financial Statements for a discussion of
the Company’s fair value measurements and the procedures performed by
management to determine that the amounts represent appropriate estimates.

Assessment of “other- than-temporary” impairments of fixed maturities

To determine whether a fixed maturity’s decline in fair value below its
amortized cost is other than temporary, the Company must evaluate the
expected recovery in value and its intent to sell or the likelihood of a
required sale of the fixed maturity prior to an expected recovery. To make
this determination, the Company considers a number of general and specific
factors including the regulatory, economic and market environment, length
of time and severity of the decline, and the financial health and specific near
term prospects of the issuer.

See Notes 2 (C) and 11 to the Consolidated Financial Statements for
additional discussion of the Company’s review of declines in fair value,
including information regarding the Company’s accounting policies for fixed
maturities.
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Typically, the most significant input in the measurement of fair value is the
market interest rate used to discount the estimated future cash flows from
the instrument. Such marker rates are derived by calculating the appropriate
spreads over comparable U.S. Treasury securities, based on the credit quality,
industry and structure of the asset.

If the spreads used to calculate fair value changed by 100 basis points, the
fair value of the total fixed maturity portfolio of $16.2 billion would change
by approximately $1.0 billion.

For all fixed maturities with cost in excess of their fair value, if this excess
was determined to be other-than-temporary, shareholders’ net income for
the year ended December 31, 2011 would have decreased by approximately
$42 million after-tax.
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Segment Reporting

Operating segments generally reflect groups of related products,
but the International segment is generally based on geography. The
Company measures the financial results of its segments using “segment
earnings (loss)”, which is defined as shareholders’ income (loss) from
continuing operations excluding after-tax realized investment gains
and losses. “Adjusted income from operations” for each segment is
defined as segment earnings excluding special items and the results of
the Company’s GMIB business. Adjusted income from operations is
another measure of profitability used by the Company’s management

Health Care Segment

Segment Description

The Health Care segment offers insured and self-insured medical,
dental, behavioral health, vision, and prescription drug benefit plans,
health advocacy programs and other products and services that may
be integrated to provide comprehensive health care benefit programs.
Cigna HealthCare companies offer these products and services in
all 50 states, the District of Columbia and the U.S. Virgin Islands.
These products and services are offered through a variety of funding
arrangements such as guaranteed cost, retrospectively experience-rated
and administrative services only (‘ASO”) arrangements.

because it pesents the underlying results of operations of the segment
and permits analysis of trends. This measure is not determined in
accordance with GAAP and should not be viewed as a substitute for the
most directly comparable GAAP measure, which is segment earnings.
Each segment provides a reconciliation between segment earnings and
adjusted income from operations.

Beginning in 2010, the Company began reporting the expense associated
with its frozen pension plans in Corporate. Prior periods were not
restated; the effect on prior periods is not material.

The Company measures the operating effectiveness of the Health Care
segment using the following key factors:

* segment earnings and adjusted income from operations;
* membership growth;
* sales of specialty products to core medical customers;

* operating expenses as a percentage of segment revenues (operating
expense ratio);

* changes in operating expenses per member; and

* medical expense as a percentage of premiums (medical care ratio) in
the guaranteed cost business.

Results of Operations

Financial Summary

(In millions) 2010 2009
Premiums and fees $ 13,319 $ 11,384
Net investment income 243 181
Mail order pharmacy revenues 1,420 1,282
Other revenues 266 262
Segment revenues ’ 15,248 13,109
Mail order pharmacy cost of goods sold 1,169 1,036
Benefits and other operating expenses 12,742 10,943
Benefits and expenses 13,911 11,979
Income before taxes 1,337 1,130
Income taxes 476 399
SEGMENT EARNINGS : e 861 731
Less: special items (after-tax) included in segment earnings:

Curtailment gain (See Note 910 the Consolidated Financial Statements) - 25
Cost reduction charge ’ - (24)
Completion of IRS exarnination (See Noté 19 6 the Consolidated Financial Statemen Lo, - 1
ADJUSTED INCOME FROM OPEB_ATIONS $ 861 $ 729
Realized investment gains (losses), ne:t‘c’its;_xgc ‘ B G $... 26 . § . (19

The Health Care segment’s adjusted income from operations increased
15% in 2011, as compared with 2010 reflecting;

* growth in premiums and fees of 6% in 2011, excluding the impact of
exiting the Medicare IPFFS business, primarily due to higher average
membership in the guaranteed cost and ASO businesses, particularly
in the targeted market segments: Middle, Select and Individual, and
growth in specialty revenues as well as rate increases on most products
consistent with underlying trend;

* a lower guaranteed cost medical care ratio and higher experience-rated
margins driven by low medical services utilization trend, as well as
favorable prior year development, partially offset by the estimated
cost of premium rebates calculated under the minimum medical loss
ratio requirements of Health Care Reform; and

* higher net investment income of 13% in 2011, primarily reflecting
increased average asset levels driven by membership growth, as well
as higher income from partnership investments.
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The Health Care segment’s adjusted income from operations increased
18% in 2010, as compared with 2009 reflecting;

* revenue growth in the commetcial risk businesses, particularly in
the targeted market segments, as evidenced by a 15% increase in
commercial risk membership. In addition, adjusted income from
operations was favorably impacted by increased penetration of the
Company’s specialty products;

Revenues

The table below shows premiums and fees for the Health Care segment:

(In millions)

* a lower guaranteed cost medical care ratio driven by lower medical
cost trend, reflecting lower utilization levels, as well as favorable prior
year development; and

* higher investment income due to higher security partnership results,
higher real estate income and increased assets driven by membership
growth.

2010 2009

Medical:

Guaranteed cost @

$ 3,929 $ 3,380

Experience-rated @ © 1,823 1,699
Stop loss 1,287 1,274
Dental 804 731
Medicare 1,470 595
Medicare Part D . 558 . 342
Other @ 543 515
Total medical i 10,414 8,536
Life and other non-medical 103 179
Total premiums 10,517 8715
Fees @ 2,802 2,669
TOTAL PREMIUMS AND FEES 13,319 11,384
Less: Medicare IPFES 827 B

Premiums and fees, excluding Medicare IPFES

$ 12492 $ 11,384

(1) Includes guaranteed cost premiums primarily associared with open access and commercial HMO, as well as other risk-related products.

(2)  Premiums andjor fees associated with certain specialty products are also included.

(3) Includes m arr

nts with a risk profile similar to experience-rated funding arrangements. The risk portion of minimum premium revenue is reported in

experzente—rated medtml premium whereas the self funding portion of minimum premium revenue is recorded in fees.

Abso, includes certain non-participating cases for which special cussomer level reporting of experience is required.

(4) Other medical premiums include risk revenue and specialty products.

(5) Represents administrative service fees for medical members and related specialty product fees for non-medical members as well as fees related to Medicare Part D of $61 million in

2011, $57 million in 2010 and $41 million in 2009.

Premiums and fees decreased 1% in 2011, compared with 2010.
Excluding the impact of exiting the Medicare IPFES business, premiums
and fees were up 6% in 2011, compared with 2010, primarily due to
membership growth in the administrative services business, and higher
average membership in guaranteed cost, driven by strong retention
and sales in targeted market segments, as well as rate increases on
most products consistent with underlying trend. Higher penetration
of specialty products also contributed to the increase in fees.

Premiums and fees increased 17% in 2010, compared with 2009.
Excluding the impact of Medicare IPFFS business, premiums and
fees were up 10% in 2010 compared with 2009, primarily reflecting
membership growth in most risk-based products, including Medicare,
and to a lesser extent rate increases. The membership growth was driven
by strong retention and new sales in targeted market segments. The
increase in fees primarily reflects growth in specialty products.

Excluding the impact of the Medicare IPFFS business, the increases in
premiums and fees in 2011 and 2010 reflect the Company’s sustained

46 CIGNA CORPORATION - 201! Form 10-K

success in delivering differentiated value to its customers with a focus
on providing cost-cffective products and services that expand access
and provide superior clinical outcomes.

Net investment income increased 13% in 2011 compared with 2010
benefiting from increased average asset levels driven by membership
growth and higher income from partnership investments. Net investment
income increased 34% in 2010 compared with 2009 primarily reflecting
higher security partnership results, higher real estate income and
increased invested assets driven by business growth.

Other revenues for the Health Care segment consist of revenues
earned on direct channel sales of certain specialty products, including
behavioral health and disease management. Other revenues decreased
12% in 2011 compared with 2010 mostly due to the sale of the Cigna
Government Services business in the second quarter of 2011, as well
as declines in certain stand-alone medical cost management business.
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Benefits and Expenses

Health Care segment benefits and expenses consist of the following:

_LI;:_ millions) i — i — 2010 2009
Medical claims expense - excluding Medicare o : $ 7798 . % 6927
Medical claims expense - Medicare IPFFS 772 -
Medical claims expense ¢~ e 8,570 6927
Other benefit expenses - 100 169
‘Mail order pharmacy cost of goods sold « © - it 0 ¥ e 69 51,036
Other operating expenses: '

Medical operating expenses = 2739 273

Operating expenses (excluding Medicare IPFES) 1,251 1,124
Other operating expenses {excluding Medicare IPFFS) 53,990 Ly

Operating expenses - Medicare IPFES 82 -
Total other operating expenses _* i :i_,Q_?Z S 3&7
TOTAL BENEFITS AND EXPENSES $ 13911 $ 11,979

Medical claims expense decreased 5% in 2011 compared with 2010.
Excluding the impact of exiting the Medicare IPFFS business, medical
claims expense increased 5% in 2011 compared with 2010, largely due
to medical cost inflation, tempered by low medical services utilization
trend in commercial risk businesses.

Medical claims expense increased 24% in 2010 compared with 2009.
Excluding the impact of Medicare IPFFS business, medical claims
expenses increased 13% in 2010 compared with 2009 largely due
to higher medical membership, particularly in the commercial risk
business. The increase also reflects medical cost inflation.

Other operating expenses. One measure of the segment’s overall operating
efficiency is the operating expense ratio calculated as total operating
expenses divided by segment revenues. This measure can be significancly
influenced by the mix of business between fully-insured and fee-based
business, since the expense ratio on fee-based business, which comprises
most of the segment’s business is higher than the corresponding ratio
for fully-insured business. The ratio is also influenced by the level of
fixed versus variable expenses. The segment’s variable expenses include
premijum taxes and commissions, while the fixed component consists
primarily of infrastructure costs and certain strategic investments.
The variable component fluctuates due to'changes in revenue, mix of
business, and other items.

Excluding the impact of the Medicare IPFFS business, the operating
expense ratio improved from 27.7% in 2010 to 27.2% in 2011,
driven largely by continued focus on expense management. On a
reported basis, the operating expense ratio increased from 26.7%
in 2010 to 27.2% in 2011 primarily driven by a change in business
mix resulting from the Company’s decision to exit the non-strategic
Medicare IPFES business, that was a fully-insured business. Because
fully-insured businesses collect premium revenue (compared with a
relatively lower administrative fee for ASO business), they typically
have a lower expense ratio than the Company’s current business mix
that is more heavily weighted toward fee-based products.

Excluding the impact of the Medicare IPFFS business, the operating
expense ratio improved from 29.3% in 2009 to 27.7% in 2010, driven
largely by continued focus on cost reduction initiatives including

staffing, real estate and pension changes, as well as strong revenue
growth in the commercial risk businesses. These favorable effects were
partially offset by investment in segment expansion, compliance and
higher management incentive compensation. On a reported basis, the
operating expense ratio decreased from 29.3% in 2009 to 26.7% in
2010 primarily due to the significant revenue growth in the Medicare
IPFFES business in 2010. Since Medicare IPFFS was a fully-insured
business, it had a lower expense ratio than the business mix in 2009
that was more heavily weighted toward fee-based products.

Other Items Affecting Health Care Results

Health Care Medical Claims Payable

Medical claims payable decreased by 12% in 2011, primarily reflecting
the run-out of the Medicare IPFES business that the Company exited
in 2011. Medical claims payable increased 35% for the year ended
December 31, 2010 largely driven by medical membership growth,
particularly in the Medicare IPFFS and commercial risk businesses.
See Note 5 to the Consolidated Financial Statements for additional
information regarding the Health Care Medical Claims Payable.

- Medical Membership

A medical member reported within the Health Care segment (excluding
members in the International and Disability and Life segments) is
defined as a person who falls within one of the following categories:

* is covered under an insurance policy or service agreement issued by

" the Company; :

* has access to the Company’s provider network for covered services
under their medical plan;

¢ has medical claims that are administered by the Company; or

* is covered under an insurance policy that is (i) marketed by the
Company and (ii) for which the Company assumes reinsurance of
at least 50%.
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As of December 31, estimated medical membership was as follows:

(In thousands) 2010 2009
Guaranteed cost @ 1,177 1,001
Experience-rated @ 849 761
Total commercial risk 2,026 1,762
Medicare 145 52
Total risk 2,171 1,814
Service 9,266 9,226
TOTAL MEDICAL MEMBERSHIP & 11,437 11,040

(1) Includes members primarily associated with open access, commercial HMO and voluntary/limited benefits as well as other risk-relased products.

(2) Includes minimum premium members, who have a risk profile similar to experience-rated members. Also, includes certain non-participating cases for which special customer level

reporting of experience is required.
(3)  Excludes members in the International and Disability and Life Segments.

The Health Care segment’s overall medical membership as
of December 31, 2011 increased 1.2% when compared with
December 31, 2010, excluding the impact of exiting the Medicare
IPFFS business. This increase primarily reflects new business sales and
growth in ASO in the targeted Middle and Select market segments,
as well as growth in the Individual market segment, that is sold under
the guaranteed cost funding arrangement. Excluding the impact of
the Medicare IPFFS business, the Health Care segment’s medical
membership increased 2.8% as of December 31, 2010 when compared
with December 31, 2009. The increase was primarily driven by
new business sales in targeted market segments: Middle, Select and
Individual, as well as improved persistency in the risk businesses and
lower disenrollment across all funding arrangements.

Results of Operations

Financial Summary
(In millions)

Disability and Life Segment

Segment Description

The Disability and Life segment includes group disability, life, accident
and specialty insurance.

Key factors for this segment are:

¢ premium growth, including new business and customer retention;
* pet investment income;

* benefits expense as a percentage of earned premium (loss ratio); and

* other operating expense as a percentage of earned premiums and
fees (expense ratio).

Premiums and fees
Net investment income

Qther revenues

Segment revenues

Benefits and expenses

Income before taxes
Income taxes

SEGMENT EARNINGS

Less: special items (after-tax) included in‘segment earnings:
Curtailment gain (See Note 9 to the Consolidated Financial Statements)
Cost reduction charge ‘

Completion of IRS examination (See Note 19 to the Consolidated Financial Statements)

ADJUSTED INCOME FROM OPERATIONS

Realized investment gains (losses), net of taxes

2011 2010 2009
$ 2,667 $ 2,634
261 244

123 113

3,051 2,991
2,640 2,598

411 393

120 109

291 284

- 4

- 4)

- 5

$ 291 $ 279
$ 12 $ (1)

Segment earnings decreased 1% in 2011 compared with 2010 reflecting
3% lower adjusted income from operations offset by a $5 million
favorable special item related to the completion of the 2007 and 2008
IRS examinations. Adjusted income from operations decreased as a
result of:

* the absence of the $11 million after-tax gain on the sale of the workers’
compensation and case management business in 2010;
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» higher disability claims incidence rates, mitigated in part by higher
resolution rates reflecting the sustained strong performance of the
Company’s disability claims management process;

» 2 higher expense ratio, driven by strategic investments; and
» an after-tax charge of $7 million for litigation matters.

Offsetting these factors were more favorable life and accident claims
experience and higher net investment income.
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Segment earnings increased 2% in 2010 compared to 2009 reflecting
4% higher adjusted income from operations partially offset by the
absence of a $5 million favorable special item related to the completion
of the 2005 and 2006 IRS examinations. Adjusted income from
operations increased as a result of higher net investment income and
the $11 million after-tax gain on the sale of the workers’ compensation
and case management business.

Largely offsetting these factors were:

* less favorable claims experience in the disability insurance business,
primarily related to lower short-term disability underwriting margins.
These results include the favorable after-tax impact of disability reserve
studies of $29 million in 2010 compared with $20 million in 2009,
which reflect continued strong disability claims management programs;

* slightly less favorable accident claims experience including the less
favorable after-tax impact of reserve studies of $3 million in 2010
compared with $5 million in 2009; and

* lower earnings in specialty products largely due to the sale of the
student and participant accident business.

Revenues

Premiums and fees increased 4% in 2011 compared with 2010 reflecting
disability and life sales growth and continued solid persistency partially
offset by the impact of the Company’s exit from a large, low-margin
assumed government life insurance program. Excluding the impact
of this item, premiums and fees increased 6%. Disability premiums
and fees grew by 9%.

Premiums and fees increased 1% in 2010 compared with 2009 as a
result of disability and life sales growth combined with solid persistency,
largely offset by the Company’s exit from two large, non-strategic
assumed government life insurance programs and the sale of the renewal
rights for the student and participant accident business. Excluding the
impact of these items, premiums and fees increased 7%.

Net investment income increased 2% in 2011 compared with 2010
due to higher average assets reflecting business growth and higher
prepayment fees partially offset by lower yields. Net investment income
increased by 7% in 2010 reflecting higher income from security and
real estate partnerships and higher assets.

Other revenues. The absence of other revenues in 2011 reflects the
sale of the workers’ compensation and case management business that

was completed during the fourth quarter of 2010. Other revenues in
2010 include the $18 million pre-tax gain on the sale of the workers’
compensation and case management business in 2010.

Benefits and Expenses

Benefits and expenses were essentially flat in 2011 as compared with
2010 reflecting disability and life business growth, less favorable
disability claims experience and a higher operating expense ratio,
largely offsct by the absence of operating expenses associated with the
workers’ compensation and case management business that was sold
in 2010 and favorable life and accident claims experience. Benefits and
expenses include the favorable before tax impact of reserve studies of
$59 million in 2011 as compared with $55 million in 2010.

Benefits and expenses increased 2% in 2010 compared with 2009,
primarily reflecting disability and life business growth and less favorable
short-term disability claims experience. Benefits and expenses include the
favorable before tax impact of disability reserve studies of $43 million
in 2010 as compared with $29 million in 2009, largely driven by
continued strong disability claims management programs. These factors
were partially offset by the Company’s exit from two large, non-strategic
assumed government life insurance programs and the sale of the renewal
rights for the student and participant accident business.

International Segment

Segment Description

The International segment includes supplemental health, life and
accident insurance products and international health care products
and services, including those offered to individuals and globally mobile
employees of multinational corporations and organizations.

The key factors for this segment are:
¢ premium growth, including new business and customer retention;
* benefits expense as a percentage of earned premium (loss ratio);

* operating expense as a percentage of earned premium (expense
ratio); and

¢ impact of foreign currency movements.
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Results of Operations
Financial Summary
(In millions) 2010 2009
Premiums and fees $ . 2,268 % 1,882
Net investment income 82 69
Othebrevenues: 20 110 g i 5 s | fenenie 2%
Segment revenues 2,381 1,973
Benefits and expenies 5 L ot Lo g 2,039 1,717
Income before taxes i 342 256
}mﬂﬁé}w L 95: imis 5 70
Income attributable to noncontrolling interest _ _ 4 3
W ¢ NT EARNINGS | SEooaaRnil i e T 943 183
Less: special items (after-tax) included in segment earnings:
Costs associared withthe acquisition of BirstAssist .o b snivis / - -
Cost reduction charge - o)
Curnailment gain (See Note 9:to the Consolidated Financial-Statements) 1
Completion of IRS examination (See Note 19 to the Cor_lgolidatcd Financial Statements) - 1
SJUSTED INCOME FROM OPERATIONS o o i $ 243 182
Impact of foreign currency movements using 2010 rates -
Bapict of Rreigh Citivhly ovanEniy Helig 2009 i 4* s 13
Realized investment gains, net of taxes $ 2 $ 2

International segment earnings increased 18% in 2011 compared
with 2010. Excluding the impact of the tax adjustments discussed
below, foreign currency movements and the special items (presented
in the table above), the International segment’s adjusted income from
operations increased 17% in 2011 compared with 2010. The increases
in both segment earnings and adjusted income from operations were
primarily due to revenue growth, including the acquisition of Vanbreda
International in August 2010, higher persistency in the supplemental
health, life and accident business, particularly in South Korea, and
higher net investment income, partially offset by higher loss ratios,
primarily in the global health benefits business due to less favorable
claims experience and the addition of a few large accounts with higher
loss ratios. The increase was also partially offset by a higher effective tax
rate primarily due to unfavorable changes in foreign tax law.

International segment earnings increased 33% in 2010, compared with
2009. Excluding the impact of the tax adjustments discussed below
and foreign currency movements (presented in the table above), the
International segment’s adjusted income from operations increased
34% for 2010, compared with 2009. The increases in both segment
earnings and adjusted income from operations were primarily due to
strong revenue growth and higher persistency in the supplemental
health, life and accident insurance business, particularly in South Korea,
as well as favorable loss ratios and membership growth in the global
health benefits business and higher net investment income, partially
offset by higher administrative expenses. The increase also reflects a
lower effective tax rate in 2010 as a result of the capital management
strategy discussed below.

During the first quarter of 2010, the Company’s International segment
implemented a capital management strategy to permanently invest
the prospective earnings of its Hong Kong operations overseas, which
resulted in an increase to segment earnings of $5 million. The Company
implemented a similar strategy for its South Korean operation in 2009,
which resulted in an increase to segment earnings of $14 million. These
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permanently invested earnings are generally deployed in these countries,
and where possible, other foreign jurisdictions, in support of the liquidity
and capital needs of the Company’s foreign operations. This strategy
does not materially limit the Company’s ability to meet its liquidity
and capital needs in the United States. As of December 31, 2011 the
Company’s cash and cash equivalents in its foreign operations were
$461 million, and permanently reinvested earnings were approximately
$375 million. Repatriation of foreign cash via a dividend of the
previously-designated permanently reinvested earnings would result
in a charge representing the U.S. taxes due on the repatriation.

Throughour this discussion, the impact of foreign currency movements
was calculated by comparing the reported results to what the results
would have been had the exchange rates remained constant with the
prior year’s comparable period exchange rates. The favorable impacts in
2011 using 2010 rates, as well as 2010 using 2009 rates, primarily reflects
the movement between the U.S. dollar and the South Korean won.

Revenues

Premiums and fees. Excluding the effect of foreign currency movements,
premiums and fees were $2.9 billion in 2011 compared with reported
premiums and fees of $2.3 billion in 2010, an increase of 28%. The
increase is primarily attributable to higher membership from new
sales, rate increases and the acquisition of Vanbreda International in
the global health benefits business as well as new sales growth in the
supplemental health, life and accident business, particularly in South
Korea and Taiwan.

Excluding the effect of foreign currency movements, premiums and fees
were $2.2 billion in 2010 compared with reported premiums and fees
of $1.9 billion in 2009, an increase of 16%. The increase was primarily
attributable to new sales growth in the supplemental health, life and
accident insurance operations, particularly in South Korea, and rate
increases and membership growth in the global health benefits business.
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Net investment income increased by 17% in 2011, compared with
2010, and 19% in 2010, compared with 2009. These increases were
primarily due to asset growth in South Korea and favorable foreign
currency movements in South Korea.

Benefits and Expenses

Excluding the impact of foreign currency movements, benefits and
expenses were $2.6 billion in 2011, compared to reported benefits
and expenses of $2.0 billion in 2010, an increase of 29%. The increase
was primarily due to business growth, the acquisition of Vanbreda
International and higher loss ratios, primarily in the global health
benefits business, reflecting less favorable claims experience and the
addition of a few larger cases with higher loss ratios.

Excluding the impact of foreign currency movements, benefits and
expenses were $2.0 billion in 2010, compared with reported benefits and
expenses of $1.7 billion in 2009, an increase of 15%. The increase was
primarily due to business growth and higher claims in the supplemental
health, life and accident insurance business, particularly in South Korea.

Loss ratios were higher in the global health benefits business in 2011
compared with 2010, reflecting less favorable claims experience and
the addition of a few larger cases with inherently higher loss ratios. Loss
ratios were flat in the supplemental health, life and accident insurance
business in 2011, compared with 2010.

Policy acquisition expenses increased in 2011 compared with 2010 as
well as in 2010 compared with 2009 reflecting business growth and
foreign currency movements.

Excluding the special items (presented in the table above), expense
ratios were flat in 2011 compared with 2010, primarily due to higher
revenues in the global health benefits business and in the supplemental
health, life and accident insurance business, primarily in Korea, offset
by strategic investments for future growth and costs to streamline
operations. Expense ratios increased in 2010 compared with 2009,
reflecting the higher expense ratios associated with the service nature
of the Vanbreda International business acquired in the third quarter
of 2010.

Other Items Affecting International Results

For the Company’s International segment, South Korea is the single
largest geographic market. South Korea generated 31% of the segment’s
revenues and 51% of the segment’s earnings in 2011. Due to the
concentration of business in South Korea, the International segment
is exposed to potentiaf losses resulting from economic and geopolitical
developments in that country, as well as foreign currency movements
affecting the South Korean currency, which could have a significant
impact on the segment’s results and the Company’s consolidated
financial results.

In November 2011, the Company acquired FirstAssist Group Holdings
Limited (“FirstAssist”) for approximately $115 million. FirstAssist
is based in the United Kingdom (“U.K.”) and provides travel and
protection insurance services that the Company expects will enhance its
supplemental health, life and accident business around the world. The
Company used available cash on hand for the purchase. The earnings
contribution of FirstAssist was immaterial in 2011, and is expected
to be accretive in 2012,

In 2012, the Company will implement the new requirements of
accounting for costs related to the acquisition or renewal of insurance
contracts. See Note 2 to the Consolidated Financial Statements for
additional information.

Run-off Reinsurance Segment

Segment Description

This segment is predominantly comprised of guaranteed minimum death
benefit (“GMDB?, also known as “VADBe”) and guaranteed minimum
income benefit (“GMIB”) products. The Company’s reinsurance
operations were discontinued and are now an inactive business in
run-off mode since the sale of the U.S. individual life, group life and
accidental death reinsurance business in 2000. In December 2010, the
Company essentially exited from its workers’ compensation and personal
accident reinsurance business by purchasing retrocessional coverage from
a Bermuda subsidiary of Enstar Group Limited and transferring the
ongoing administration of this business to the reinsurer. See Note 3 to
the Consolidated Financial Statements in this Form 10-K for further
information regarding this transaction. The 2010 special item loss
reflects the after-tax costs of this transaction. Segment results prior to
this transaction also included results from its workers’ compensation
and personal accident reinsurance business.

The determination of liabilities for GMDB and GMIB requires the
Company to make critical accounting estimates. The Company describes
the assumptions used to develop the reserves for GMDB in Note 6 to
the Consolidated Financial Statements and for the assets and liabilities
associated with GMIB in Note 10 to the Consolidated Financial
Statements. The Company also provides the effects of hypothetical
changes in those assumptions in the Critical Accounting Estimates
section of the MD&A beginning on page 41 of this Form 10-K.

The Company excludes the results of the GMIB business from adjusted
income from operations because the fair value of GMIB assets and
liabilities must be recalculated each quarter using updated capital
market assumptions. The resulting changes in fair value, which are
reported in shareholders’ net income, are volatile and unpredictable.
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Results of Operations

Financial Summary

(In millions) 2010 2009
Premiums and fees $ 25 $ 29
Net investment income 114 113
Other revenues (158) v (283)
Segment revenues (19) (141)
Benefits and expenses 91 -(419)
Income (loss) before income taxes {(benefits) (110) 278
Income taxes (benefits) ( ) {136) ot -
SEGMENT EARNINGS (LOSS) 26 185
Less: special items (after-tax) included in segment earnings: E
Resolution of federal tax matters (See Note 19 to the Consolidated Financial Statements) 97 -
Loss on Reinsurance transaction {See Note 3 to the Consolidated Financial Statements) -, 20y e
Less: results of GMIB business (24) 209
ADJUSTED LOSS FROM OPERATIONS $ @n.. s 024
Realized investment gains (losses), net of taxes $ 5 $ (2)

Segment results in 2011 reflected higher losses for the GMIB and
GMDB businesses compared to 2010 due to the significant declines
in interest rates, periods of high volatility, and less favorable equity
market conditions during 2011. In addition, segment results in 2010
reflect the favorable effect of resolving a federal tax matter.

Segment earnings declined significantly in 2010 compared with 2009,
primarily due to the reduction in earnings from the GMIB business,
partially offset by the gain resulting from the resolution of a federal
tax matter and reduced charges in 2010 to strengthen GMDB reserves
($34 million after-tax for 2010, compared to $47 million after-tax
for 2009).

(In millions)

For additional discussion of GMIB results, see “Benefits and Expenses”
below.

Other Revenues

Other revenues consisted of gains and losses from futures contracts
used in the GMDB equity hedge program for all years, and beginning
in 2011, for the GMIB equity hedge program. Other revenues in 2011
also included gains and losses from interest rate futures and LIBOR
swap contracts used in the GMDB and GMIB hedge programs (see
Note 12 to the Consolidated Financial Statements). The components
were as follows:

GMDB - Equity Hedge Program
GMDB - Growth Interest Rate Hedge Program
Other, including GMIB Hedge Programs

2011 2010 2009
%57 $ @8y
i A1) : (9]

TOTAL OTHER REVENUES

s (58 s _ (283

The hedging programs generally produce losses when equity markets
and interest rates are rising and gains when equity markets and interest
rates are falling. Higher levels of equity market volatility resulted in losses
in 2011, even though equity market levels were flat to slightly lower.
Amounts reflecting related changes in liabilities for GMDB contracts

were included in benefits and expenses consistent with GAAP when
a premium deficiency exists, resulting in no effect on shareholders’
net income (see below “Other Benefits and Expenses”). Changes in
liabilities for GMIB contracts, including the portion covered by the
hedges, are recorded in GMIB fair value (gain) loss.

Benefits and Expenses

Benefits and expenses were comprised of the following:

(In millions) 2011 2010 2009
GMIB fair value (gain) loss ; $ 55 -$ (304)
Other benefits and expenses 36 (115)
BENEFITS AND EXPENSES $ 91 $ (419)

GMIB fair value (gain) loss. Under the GAAP guidance for fair value
measurements, the Company’s results of operations are expected to be
volatile in future periods because capital market assumptions needed
to estimate the assets and liabilities for the GMIB business are based
largely on market-observable inputs at the close of each reporting
period including interest rates (LIBOR swap curve) and market-implied
volatilities. See Note 10 to the Consolidated Financial Statements

52 CIGNA CORPORATION - 2011 Form 10-K

for additional information about assumptions and asset and liability

balances related to GMIB.

GMIB fair value losses of $234 million for 2011, were primarily due
to a decline in both the interest rate used for projecting claim exposure
(7-year Treasury rates) and the rate used for projecting market returns
and discounting (LIBOR swap curve).
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GMIB fair value losses of $55 million for 2010, were primarily due
to declining interest rates, partially offset by increases in underlying
account values resulting from favorable equity and bond fund returns.

GMIB fair value gains of $304 million for 2009, were primarily due
to increases in interest rates and increases in underlying account values
in the period resulting from favorable equity market and bond fund
returns. These favorable effects were partially offset by increases to
the annuitization assumption and updates to the lapse assumptions.

‘The GMIB liabilities and related assets are calculated using an internal
mode! and assumptions from the viewpoint of a hypothetical market
participant. This resulting liability (and related asset) is higher than the
Company believes will ultimately be required to settle claims primarily
because the Company does not believe that the market-observable

Other Benefits and Expenses are comprised of the following:

(In millions)

interest rates used to project growth in account values of the underlying
mutual funds reflect actual growth expected over the next 15 to 20 years
(the time period over which GMIB claims are expected to occur).

However, the Company’s expectation that GMIB claim payments
will be lower than the liability recorded at fair value may not be fully
realized under certain circumstances. For example, significant declines
in mutual fund values that underlie the contracts together with declines
in the 7-year Treasury rates (used to determine claim payments)
similar to what occurred periodically during the last few years would
increase the expected amount of claims that would be paid out for
contractholders who choose to annuitize. It is also possible that such
unfavorable market conditions would have an impact on the level of
contractholder annuitizations, particularly if these unfavorable market
conditions persisted for an extended period.

Results of GMDB equity and growth interest rate hedging programs
GMDB reserve strengthening
Other GMDB, primarily accretion of discount

GMDB benefit expense (income)
Loss on reinsurance of workers’ compensation and personal accident business

Other, ingludir;g operating expenses v
OTHER BENEFITS AND EXPENSES (INCOME)

2011 2010 2009
s uw $ s 8 (282)

70 52 73

85 87

(20) (122)

31 -

25 7

$ 36 $ (115)

Other Benefits and Expenses

Capital market movements

The increase in benefits expense in 2011 reflects significantly more
unfavorable equity market conditions in 2011 compared to 2010
and 2009. Due to the additional growth interest rate hedge in 2011,
the expense included additional amounts due to declines in interest
rates for the liability that is subject to the growth interest rate hedge.
As explained in Other revenues above, these changes do not affect
shareholders’ net income because they are offset by gains or losses on
futures contracts used to hedge equity market performance.

GMDB reserve strengthening
The following highlights the impacts of GMDB reserve strengthening:

The 2011 reserve strengthening was primarily driven by:

* adverse impacts due to volatile equity market conditions. Volatility
risk is not covered by the hedging programs. Also, the equity market
volatility reduced the effectiveness of the hedging program for equity
market exposures, in part because the market does not offer futures
contracts that exactly match the diverse mix of equity fund investments
held by contractholders.

¢ adverse interest rate impacts reflecting management’s consideration
of the anticipated impact of continuing low current short-term
interest rates. This evaluation also led management to lower the
mean investment performance assumption for equity funds from
5% to 4.75% for those funds not subject to the growth interest rate
hedge program.

* adverse impacts of overall market declines in the third quarter of 2011
that include an increase in the provision for expected future partial

surrenders and declines in the value of contractholders’ non-equity
investments such as bond funds, neither of which are included in

the hedge programs.

The 2010 reserve strengthening primarily reflects management’s
consideration of the anticipated impact of the continued low level of
current short-term interest rates and, to a lesser extent, a reduction
in assumed lapse rates for policies that have taken or are assumed to
take significant partial withdrawals. The 2009 reserve strengthening
was primarily due to an increase in the provision for future partial
surrenders due to overall market declines in the first quarter, adverse
volatility-related impacts due to turbulent equity market conditions
and adverse interest rate impacts.

See Note 6 to the Consolidated Financial Statements for additional
information about assumptions and reserve balances related to GMDB.

Other, including operating expenses

The increase in 2011 compared with 2010 was due to the reduced
favorable impacts of reserve studies, and the increase in 2010 compared
to 2009 was due to the reduced impact of favorable settlements and
commutations on business that was ceded to Enstar Group Limited
on December 31, 2010.

Segment Summary

"The Company’s payment obligations for underlying reinsurance exposures
assumed by the Company under these contracts are based on ceding
companies’ claim payments. For GMDB and GMIB, claim payments
vary because of changes in equity markets and interest rates, as well
as mortality and policyholder behavior. Any of these claim payments
can extend many years into the future, and the amount of the ceding
companies’ ultimate claims, and therefore the amount of the Company’s
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ultimate payment obligations and corresponding ultimate collection
from retrocessionaires may not be known with certainty for some time.

The Company’s reserves for underlying reinsurance exposures assumed by
the Company, as well as for amounts recoverable from retrocessionaires,
are considered appropriate as of December 31, 2011, based on current
information. However, it is possible that future developments, which

Other Operations Segment

Segment Description

Cigna’s Other Operations segment includes the results of the following
businesses:

* corporate-owned life insurance (‘COLI”);

» deferred gains recognized from the 1998 sale of the individual life
insurance and annuity business and the 2004 sale of the retirement
benefits business; and

could include but are not limited to worse than expected claim experience
and higher than expected volatility, could have a material adverse effect
on the Company’s consolidated results of operations and financial
condition. The Company bears the risk of loss if its payment obligations
to cedents increase or if its retrocessionaires are unable to meet, or
successfully challenge, their reinsurance obligations to the Company.

¢ run-off settlement annuity business.

COLI has contributed the majority of earnings in Other Operations
for the periods presented. The COLI regulatory environment continues
to evolve, with various federal budget related proposals recommending
changes in policyholder tax treatment. Although regulatory and
legislative activity could adversely impact our business and policyholders,
management does not expect the impact to materially affect the
Company’s results of operations, financial condition or liquidity.

Results of Operations

Financial Summary

(In millions) — 2011 2010 2009
Premiums and fees ‘ $ a4 s an
Net investment income 404 407
Other revenues 60 64
Segment revenues 578 583
Benefits and expenses 454 466
Income before taxes 124 117
JIncome taxes : =39 31
SEGMENT EARNINGS . 85 86
Completion of IRS examinasion (See Note 19 to the Consolid i
ADJUSTED INCOME FROM OPERATIONS $ 85 $ 85
Realized investment gains (losses), netof taxes = $ 5% O

Segment earnings increased in 2011 compared with 2010, reflecting a
$4 million increase to earnings due to the completion of the Company’s
2007 and 2008 IRS examination during the first quarter of 2011.

Adjusted income from operations were flat in 2011 compared with
2010, reflecting higher COLI earnings due to higher interest margins,
offset by lower earnings associated with the sold businesses due to the
continued decline in deferred gain amortization.

Segment earnings and adjusted income from operations were flat in
2010 compared with 2009, reflecting an increase in COLI earnings
driven by higher investment income and favorable mortality, primarily
offset by the continued decline in deferred gain amortization associated
with the sold businesses.

Revenues

Premiums and fees reflect fees charged primarily on universal life
insurance policies in the COLI business. Such amounts were relatively
flat reflecting a stable block of business.

Net investment income decreased 1% in 2011 compared with 2010,
and decreased 1% in 2010 compared with 2009 due to lower portfolio
yields partially offset by higher average invested assets.
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Other revenues decreased 8% in 2011 compared with 2010 and
decreased 6% in 2010 compared with 2009 primarily due to lower
deferred gain amortization related to the sold retirement benefits and
individual life insurance and annuity businesses.

For more information regarding the sale of these businesses see Note 7
of the Consolidated Financial Statements beginning on page 84 of
this Form 10-K.

Corporate

Description

Corporate reflects amounts not allocated to other segments, such as net
interest expense (defined as interest on corporate debt less net investment
income on investments not supporting segment operations), interest
on uncertain tax positions, certain litigation matters, intersegment
eliminations, compensation cost for stock options and certain corporate
overhead expenses such as directors’ expenses and, beginning in 2010,
pension expense related to the Company’s frozen pension plans.
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Financial Summary

(In millions) 2011 2010 2009
SEGMENT LOSS % (88 $ Q@1 $ (142)
Less: special items (after-tax) included in segment loss:

Cost associated with HealthSpring acquisition (28) - .
Resolution of Federal Tax Matter (See Note 19 to the Consolidated Financial Statements) . 4 -
Loss on early extinguishment of debt (See Note 15 to the Consolidated Financial Statements) ey (39) -
Completion of IRS examination (See Note 19 to the Consolidated Financial Statements) - g - 12
ADJUSTED LOSS FROM OPERATIONS 5 u70) $  (7e $ {154)

Corporate’s segment loss was lower in 2011 compared with 2010
primarily reflecting a tax benefit from completing the IRS examination
and absence of the 2010 loss on debt extinguishment, partially offset
by costs associated with the HealthSpring acquisition, all of which
were reported as special items.

Corporate’s adjusted loss from operations was lower in 2011 compared
with 2010 primarily reflecting decreased pension expense and lower
tax adjustments related to postretirement benefits and compensation
resulting from Health Care Reform. These factors wete partially offset
by increased net interest expense due to higher average borrowings
outstanding in 2011,

Liquidity and Capital Resources

Corporate’s segment loss and adjusted loss from operations were higher
in 2010 compared with 2009 primarily reflecting:

* higher net interest expense, primarily driven by a higher long-term
debt balance;

* tax adjustments related to postretirement benefits and compensation
resulting from health care reform;

* pension expense related to the Company’s frozen pension plans which
was teported in Corporate beginning in 2010; and

* for the segment loss, the after-tax loss on early extinguishment of

debt of $39 million.

These unfavorable effects were partially offset by lower spending on
strategic initiatives and lower directors’ deferred compensation expense.

Financial Summary

(In millions) 2010 2009
Short-term investments $ 174 $ 493
Cash and cash equivalents $ 1,605 $ 924
Short-term debt $ 552 $ 104
Long-term debt $ 2,288 $ 2,436
Shareholders’ equity $ 6,645 $ 5,417

Liquidity
'The Company maintains liquidity at two levels: the subsidiary level
and the parent company level.

Liquidity requirements at the subsidiary level generally consist of:

* claim and benefit payments to policyholders;

* operating expense requirements, primarily for employee compensation
and benefits; and

* federal tax payments to the parent company under an intercompany
tax sharing agreement,

"The Company’s subsidiaries normally meet their operating requirements by:

* maintaining appropriate levels of cash, cash equivalents and short-
term investments;

» using cash flows from operating activities;

* selling investments;

* matching investment durations to those estimated for the related
insurance and contractholder liabilities; and

* borrowing from its parent company.

Liquidity requirements at the parent level generally consist of:
* debt service and dividend payments to shareholders;

* pension plan funding; and

* federal tax payments.

The parent normally meets its liquidity requirements by:

* maintaining appropriate levels of cash, cash equivalents and short-
term investments;

* collecting dividends and federal tax payments from its subsidiaries;
* using proceeds from issuance of debt and equity securities; and

* borrowing from its subsidiaries.
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Cash flows for the years ended December 31, were as follows:

(In millions) 2010 2009
Operating activities $ 1,743 $ 745
Investing activiries $ (1,342) $  (1,485)
Financing activities $ 274 $ 307

Cash flows from operating activities consist of cash receipts and
disbursements for premiums and fees, mail order pharmacy and other
revenues, gains (losses) recognized in connection with the Company’s
GMDB equity hedge program, investment income, taxes, and benefits
and expenses.

Because certain income and expense transactions do not generate cash,
and because cash transacrions related to revenue and expenses may
occur in periods different from when those revenues and expenses are
recognized in shareholders” net income, cash flows from operating
activities can be significantly different from shareholders’ net income.

Cash flows from investing activities generally consist of net investment
purchases or sales and net purchases of property and equipment, which
includes capitalized software, as well as cash used to acquire businesses.

Cash flows from financing activities are generally comprised of issuances
and re-payment of debt at the parent level, proceeds on the issuance
of common stock in the open market and resulting from stock option
exercises, and stock repurchases. In addition, the subsidiaries report
net deposits/withdrawals to/from investment contract liabilities (that
include universal life insurance liabilities) because such liabilities are
considered financing activities with policyholders.

2011:

Operating activities
For the year ended December 31, 2011, cash flows from operating
activities were greater than net income by $163 million. Net income

contains certain pre-tax income and expense items that neither provide
nor use operating cash flow, including:

* GMIB fair value loss of $ 234 million;

* net charges related to special items of $40 million;

o tax benefits related to resolution of a federal tax matter of $33 million;
¢ depreciation and amortization charges of $ 345 million; and

¢ realized investment gains of $ 62 million.

Cash flows from operating activities were lower than net income
excluding the items noted above by $361 million. Excluding cash
outflows of $45 million associated with the GMDB equity hedge
program (which did not affect shareholders’ net income), cash flows
from operating activities were lower than net income by $316 million.
This result primarily reflects domestic qualified pension contributions
of $250 million as well as significant claim run-out from the Medicare
IPFES business, that the Company exited in 2011.

Cash flows from operating activities decreased by $252 million in 2011
compared with 2010. Excluding the results of the GMDB equity hedge
program (that did not affect net income), cash flows from operating
activities decreased by $364 million. This decrease in 2011 primarily
reflects higher management compensation, income tax and pension
payments in 2011 compared with 2010 and unfavorable operating
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cash flows in the Medicare IPFFS business in 2011 due to significant
claim run-out compared to significant favorable operating cash flows
from the growth of this business in 2010. Operating cash flows were
favorably affected in 2010 because paid claims on this business growth
lagged premium collections.

Investing activities

Cash used in investing activities was $1.3 billion. This use of cash
primarily consisted of net purchases of investments of $746 million,
cash used to fund acquisitions (net of cash acquired) of $114 million,
and net purchases of property and equipment of $422 million.

Financing activities

Cash provided from financing activities primarily consisted of net
proceeds from the issuance of long-term debt of $2.7 billion and
proceeds on issuances of common stock of $734 million, primarily used
to fund the acquisition of Healthspring, Inc. See the Capital Resources
section for further information. Financing activities also included net
deposits to contractholder deposit funds of $145 million. These inflows
were partially offset by scheduled payments of debt of $451 million
and common stock repurchases of $225 million.

2010:

Operating activities
For the year ended December 31, 2010, cash flows from operating
activities were greater than net income by $394 million. Net income

contains certain income and expense items that neither provide nor
use operating cash flow, including:

* GMIB fair value loss of $ 55 million;

* a pre-tax loss on the transfer of the workers’ compensation and
personal accident business of $31 million;

* tax benefits related to the resolution of a federal tax matter of
$101 million;

* depreciation and amortization charges of $ 292 million; and
* realized investment gains of $ 75 million.

Cash flows from operating activities were greater than net income
excluding the items noted above by $192 million. Excluding cash
outflows of $157 million associated with the GMDB equity hedge
program, (that did not affect shareholders’ net income) cash flows from
operating activities were higher than net income by $349 million. This
result primarily reflects premium growth in the Health Care segment’s
risk businesses due to significant new business in 2010 and tax payments
lower than expense due to favorable effects of benefit plans (primarily
pension) and deferred foreign earnings, partially offset by pension
contributions of $212 million.
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Cash flows from operating activities increased by $998 million in 2010
compared with 2009. Excluding the results of the GMDB equity hedge
program (that did not affect net income), cash flows from operating
activities increased by $873 million. This increase in 2010 primarily
reflects premium growth in the Health Care segment’s risk businesses
as noted above and earnings growth in the Health Care, Disability and
Life and International segments as well as lower contributions to the
qualified domestic pension plan ($212 million in 2010, compared with
$410 million in 2009). These favorable effects were partially offset by
higher management compensation and income tax payments in 2010
compared with 2009.

Investing activities

Cash used in investing activities was $1.3 billion. This use of cash
primarily consisted of net purchases of investments of $503 million,
cash used to fund acquisitions (net of cash acquired) of $344 million,
net cash used to transfer the run-off workers’ compensation and personal
accident assumed reinsurance business via a reinsurance transaction

of $190 million, and net purchases of property and equipment of
$300 million.

Financing activities

Cash provided from financing activities primarily consisted of net
proceeds from the issuance of long-term debt of $543 million, partially
offset by debt repayments of $270 million primarily to retire a portion
of the 8.5% Notes due 2019 and the 6.35% Notes due 2018 as a result
of the tender offers to bondholders. See the Capital Resources section
for more information. Financing activities also included net deposits to
contractholder deposit funds of $90 million and proceeds on issuances
of common stock of $64 million. These inflows were partially offset
by common stock repurchases of $201 million.

Interest Expense

Interest expense on long-term deb, short-term debt and capital leases
was as follows:

(In millions) 20 1_1__ 2010 2009
Interest expense $ 202 $ 182 $ 166

The increase in interest expense in 2011 was primarily due to higher average borrowings in 2011 from issuing debt in March and November 2011.

Capital Resources

The Company’s capital resources (primarily retained earnings and
the proceeds from the issuance of debt and equity securities) provide
protection for policyholders, furnish the financial strength to underwrite
insurance risks and facilitate continued business growth.

Management, guided by regulatory requirements and rating agency
capital guidelines, determines the amount of capital resources that
the Company 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.

The Company prioritizes its use of capital resources to:

s provide capital necessary to support growth and maintain or improve
the financial strength ratings of subsidiaries;

* consider acquisitions that are strategically and economically
advantageous; and

s return capital to investors through share repurchase.

The availability of capital resources will be impacted by equity and
credit market conditions. Extreme volatility in credit or equity market
conditions may reduce the Company’s ability to issue debt or equity
securities.

Sources of Capital

Debt Financings

During 2011 and 2010, the Company entered into the following
debrt financings. For further information on these debt financings, see
Note 15 to the Consolidated Financial Statements.

* On November 10, 2011, the Company issued $2.1 billion of long-term
debt to fund the HealthSpring acquisition as follows: $600 million
of 5-Year Notes at 2.75%, $750 million of 10-Year Notes at 4%, and
$750 million of 30-Year Notes at 5.375%.

* In June 2011, the Company entered into a new five-year revolving
credit and letter of credit agreement for $1.5 billion that permits up
to $500 million to be used for letters of credit. The credit agreement
includes options that are subject to consent by the administrative agent
and the committing banks, to increase the commitment amount to
$2 billion and to extend the term past June 2016.

* In March 2011, the Company issued $300 million of 10-Year Notes at
4.5% and $300 million of 30-Year Notes at 5.875%. The proceeds
were used for general corporate purposes, including the repayment
of maturing debt in 2011.

* In December 2010, the Company issued $250 million of 10-Year
Notes at 4.375%. The proceeds of this debt were used to fund the
tender offer for the Company’s 8.5% Senior Notes due 2019 and
the 6.35% Senior Notes due 2018 (described further below under
uses of capital).

* In May 2010, the Company issued $300 million of 10-Year Notes at

5.125%. The proceeds of this debt were used for general corporate
purposes.

Equity Financing
On November 16, 2011, the Company issued 15.2 million shares of
its common stock at $42.75 per share. Proceeds were $650 million

($629 million net of underwriting discount and fees). The proceeds
were used to fund the HealthSpring acquisition in January 2012.
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Uses of Capital

Acquisitions

In 2011, the Company paid approximately $115 million to acquire
FirstAssist, and in 2010, the Company acquired Vanbreda International
for $412 million. The acquisitions were funded from available cash.
See Note 3 for further information.

Pension funding

The Company contributed $250 million to its domestic qualified
pension plans in 2011, $212 million in 2010 and $410 million in 2009.

Share repurchase

In 2011 the Company repurchased 5.3 million shares for approximately
$225 million. The total remaining share repurchase authorization as
of February 23, 2012 was $522 million. The Company repurchased
6.2 million shares for $201 million during 2010, and did not repurchase
any shares in 2009.

Arbor funding

The Company deployed $150 million of capital to its subsidiary, Cigna
Arbor Life Insurance Company (“Arbor”) in support of an internal
reinsurance transaction related to the GMDB and GMIB businesses.

See page 51 of this MD&A under “Run-off Operations” for additional

discussion of this marter.

Repayments of long-term debr

In 2011, the Company repaid $449 million in maturing long-term debt.
In December 2010, the Company settled approximately $270 million
of outstanding debt (8.5% Notes and 6.35% Notes) through a tender
offer process. See Note 15 to the Consolidated Financial Statements
for additional information.

Liquidity and Capital Resources Outlook

At December 31, 2011, there was approximately $3.8 billion in cash
and short-term investments available at the parent company level. In
2012, the parent company’s cash obligations are expected to consist
of the following:

* Acquisition of HealthSpring for approximately $3.8 billion;

* scheduled interest payments of $246 million on outstanding long-
term debt of $5.0 billion at December 31, 2011;

* contributions to the domestic qualified pension plan of $250 million;
and

* approximately $100 million of commercial paper outstanding as of
December 31, 2011. The Company expects to have approximately
$225 million outstanding as of March 31, 2012.

Based on cash on hand, current projections for dividends from the
Company’s subsidiaries, as well as its ability to issue additional commercial
paper, debt or equity securities in the capital markets, the Company
expects to have sufficient liquidity to meet its obligations.
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However, the Company’s cash projections may not be realized and the
demand for funds could exceed available cash if:

* ongoing businesses experience unexpected shortfalls in earnings;

* regulatory restrictions or rating agency capital guidelines reduce the
amount of dividends available to be distributed to the parent company
from the insurance and HMO subsidiaries (including the impact
of equity market deterioration and volatility on subsidiary capital);

* significant disruption or volatility in the capital and credit markets
reduces the Company’s ability to raise capital or creates unexpected
losses related to the GMDB and GMIB businesses;

* a substantial increase in funding over current projections is required
for the Company’s pension plan; or

¢ a substantial increase in funding is required for the Company’s GMDB
and GMIB equity and interest rate hedge programs.

In those cases, the Company expects to have the flexibility to satisfy
liquidity needs through a variety of measures, including intercompany
borrowings and sales of liquid investments. The parent company may
borrow up to $600 million from CGLIC without prior state approval.
In addition, the Company may use short-term borrowings, such as the
commercial paper program and the committed line of credit agreement
of up to $1.5 billion subject to the maximum debt leverage covenant in
its line of credit agreement. As of December 31, 2011, the Company had
$1.4 billion of borrowing capacity under the credit agreement, reflecting
$118 million of letters of credit issued as of December 31, 2011. Within
the maximum debt leverage covenant in the line of credit agreement,
the Company has approximately $4 billion of additional borrowing
capacity in addition to the $5.1 billion of debt outstanding.

Though the Company believes it has adequate sources of liquidity,
significant disruption or volatility in the capital and credit markets
could affect the Company’s ability to access those markets for additional
borrowings or increase costs associated with borrowing funds.

Solvency regulation

Many states have adopted some form of the National Association of
Insurance Commissioners (“NAIC”) model solvency-related laws and
risk-based capital rules (“RBC rules”) for life and health insurance
companies. The RBC rules recommend a minimum level of capital
depending on the types and quality of investments held, the types of
business written and the types of liabilities incurred. If the ratio of the
insurer’s adjusted surplus to its risk-based capital falls below statutory
required minimums, the insurer could be subject to regulatory actions
ranging from increased scrutiny to conservatorship.

In addition, various non-U.S. jurisdictions prescribe minimum surplus
requirements that are based upon solvency, liquidity and reserve coverage
measures. During 2011, the Company’s HMOs and life and health
insurance subsidiaries, as well as non-U.S. insurance subsidiaries, were
compliant with applicable RBC and non-U.S. surplus rules.

Unfunded Pension Plan Liability

As of December 31, 2011, the unfunded pension liability was $1.8 billion,
an increase from December 31, 2010, reflecting a decline in discount rates
of 100 basis points, and lower than expected asset returns, partially offset
by pension contributions of $250 million in 2011. Pension contributions
in 2012 under the Pension Protection Act of 2006 are not expected to
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significantly change from the Company’s planned funding targets, since
discount rates used for funding purposes are based on a 24-month moving
average that is less susceptible to volatility than the rate required to be
used to compute the liability for the financial statements.

Solvency I1

Cigna’s businesses in the European Union will be subject to the directive
on insurance regulation and solvency requirements known as Solvency

Guarantees and Contractual Obligations

II. "This directive will impose economic risk-based solvency requirements
and supervisory rules and is expected to become effective in January 2014,
although certain regulators are requiring companies to demonstrate
technical capability and comply with increased capital levels in advance of
the effective date. Cigna’s European insurance companies are capitalized
at levels consistent with projected Solvency II requirements and in
compliance with anticipated technical capability requirements.

‘The Company is contingently liable for various contractual obligations entered into in the ordinary course of business. The maturities of the
Company’s primary contractual cash obligations, as of December 31, 2011, are estimated to be as follows:

(In millions, on an undiscounted basis) Total  Less than 1 year 1-3 years 4-5 years After 5 years
On-Balance Sheet: el '
Insurance liabilities:
Contractholder deposic funds $ 7,251 $ 724 $ 945 $ 807 $ 4,777
Future policy benefits ’ 11,149 462 1,031 943 8,713
Health Care medical claims payable ~ * it 11,095 1,071 E1H 15 1 8
Unpaid claims and claims expenses 4,617 1,466 869 598 1,684
Short-term debt fEa o 104 104 s - s
Long-term debt 9,202 247 555 1,125 7,275
Otherlong-terin lisbilities 2o Vet b 1,337 S e e 408
Off-Balance Sheet:
Purchase obligations ; N ARl 596 296 e T e
Operating leases 547 108 180 119 140
TOoraL . . 8 36419 $ 5,324 $ 4126 $ 3,788 $ 23,181

On-Balance Sheet

¢ Insurance liabilities. Contractual cash obligations for insurance
liabilities, excluding unearned premiums and fees, represent estimated
net benefit payments for health, life and disability insurance policies
and annuity contracts. Recorded contractholder deposit funds
reflect current fund balances primarily from universal life customers.
Contractual cash obligations for these universal life contracts are
estimated by projecting future payments using assumptions for lapse,
withdrawal and mortality. These projected future payments include
estimated future interest crediting on current fund balances based on
current investment yields less the estimated cost of insurance charges
and mortality and administrative fees. Actual obligations in any single
year will vary based on actual morbidity, mortality, lapse, withdrawal,
investment and premium experience. The sum of the obligations
presented above exceeds the corresponding insurance and contractholder
liabilities of $17 billion recorded on the balance sheet because the
recorded insurance liabilities reflect discounting for interest and the
recorded contractholder liabilities exclude future interest crediting,
charges and fees. The Company manages its investment portfolios
to generate cash flows needed to satisfy contractual obligations. Any
shortfall from expected investment yields could result in increases
to recorded reserves and adversely impact results of operations. The
amounts associated with the sold retirement benefits and individual
life insurance and annuity businesses, as well as the reinsured workers’
compensation and personal accident businesses, are excluded from the
table above as net cash flows associated with them are not expected

to impact the Company. The total amount of these reinsured reserves
excluded is approximately $6 billion.

* Short-term debt represents commercial paper, current maturities of

long-term debt, and current obligations under capital leases.

¢ Long-term debt includes scheduled interest payments. Capital

leases are included in long-term debt and represent obligations for
software licenses.

* Other long-term liabilities. These items are presented in accounts

payable, accrued expenses and other liabilities in the Company’s
Consolidated Balance Sheets. This table includes estimated payments for
GMIB contracts, pension and other postretirement and postemployment
benefit obligations, supplemental and deferred compensation plans,
interest rate and foreign currency swap contracts, and certain tax and
reinsurance liabilities.

Estimated payments of $94 million for deferred compensation, non-
qualified and International pension plans and other postretirement
and postemployment benefit plans are expected to be paid in less than
one year. The Company’s best estimate is that contributions to the
qualified domestic pension plans during 2012 will be approximately
$250 million. The Company expects to make payments subsequent to
2012 for these obligations, however subsequent payments have been
excluded from the table as their timing is based on plan assumptions
which may materially differ from actual activities (see Note 9 to the
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Consolidated Financial Statements for further information on pension
and other postretirement benefit obligations).

The above table also does not contain $52 million of gross liabilities

for uncertain tax positions because the Company cannot reasonably

Off-Balance Sheet:

estimate the timing of their resolution with the respective taxing
authorities. See Note 19 to the Consolidated Financial Statements
for the year ended December 31, 2011 for further information.

* Purchase obligations. As of December 31, 2011, purchase obligations consisted of estimated payments required under contractual arrangements

for future services and investment commitments as follows:

(In millions)

Fixed maturities $ 16
Commercial mortgage loans 162
Real estate 9
Limited liability entities (other long-term investments) 407
Total investment commitments 594
Future service commitments 523
TOTAL PURCHASE OBLIGATIONS $ 1,117

The Company had commitments to invest in limited liability entities
that hold real estate, loans to real estate entities or securities. See
Note 11(D) to the Consolidated Financial Statements for additional
information.

Future service commitments include an agreement with IBM for
various information technology (IT) infrastructure services. The
Company’s remaining commitment under this contract is approximately
$162 million over the next 2 years. The Company has the ability to
terminate this agreement with 90 days notice, subject to termination
fees.

The Company’s remaining estimated future service commitments
primarily represent contracts for certain outsourced business processes
and IT maintenance and support. The Company generally has the

Investment Assets

ability to terminate these agreements, but does not anticipate doing so
at this time. Purchase obligations exclude contracts that are cancelable
without penalty and those that do not specify minimum levels of
goods or services to be purchased.

* Operating leases. For additional information, see Note 21 to the
Consolidated Financial Statements.

Guarantees

The Company, through its subsidiaries, is contingently liable for
various financial and other guarantees provided in the ordinary course
of business. See Note 23 to the Consolidated Financial Statements for
additional information on guarantees.

The Company’s investment assets do not include separate account
assets. Additional information regarding the Company’s investment
assets and related accounting policies is included in Notes 2, 10, 11,
12,13, 14 and 17 1o the Consolidated Financial Statements.

Fixed Maturities

[nvestments in fixed maturities include publicly traded and privately
placed debt securities, mortgage and other asset-backed securities,
preferred stocks redeemable by the investor, hybrid and trading securities.
Fair values are based on quoted market prices when available. When
market prices are not available, fair value is generally estimated using
discounted cash flow analyses, incorporating current market inputs for
similar financial instruments with comparable terms and credit quality.
In instances where there is little or no market activity for the same or
similar instruments, the Company estimates fair value using methods,
models and assumptions that the Company believes a hypothetical
market participant would use to determine a current transaction price.
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The prices the Company used to value investment assets are representative
of prices that would be received to sell the assets at the measurement
date (exit prices) and are classified appropriately in the fair value
hierarchy. The Company performs ongoing analyses of prices used
to value invested assets to determine that they represent appropriate
estimates of fair value. This process involves quantitative and qualitative
analysis that is overseen by the Company’s investment professionals,
including reviews of pricing methodologies, judgments of valuation
inputs, and assessments of the significance of any unobservable inputs,
pricing statistics and trends. These reviews are also designed to ensure
prices do not become stale, have reasonable explanations as to why
they have changed from prior valuations, or require additional review
of other anomalies. The Company also performs sample testing of sales
values to confirm the accuracy of prior fair value estimates. Exceptions
identified during these processes indicate that adjustments to prices
are infrequent and result in immaterial adjustments to the valuations.

The Company’s fixed maturity portfolio continues to be diversified by
issuer and industry type, with no single industry constituting more
than 10% of total invested assets as of December 31, 2011.
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(In millions)

Federal government and agency
State and local government
Fcreigxi government
Corporate

Federal agency mortgage-backed
Other mortgage-backed

Other asset-backed

TOTAL

$ 14,709

As of December 31, 2011, $14.9 billion, or 92%, of the fixed maturities
in the Company’s investment portfolio were investment grade (Baa
and above, or equivalent), and the remaining $1.3 billion were below
investment grade. The majority of the bonds that are below investment
grade are rated at the higher end of the non-investment grade spectrum.
These quality characteristics have not materially changed during the year.

The net appreciation of the Company’s fixed maturity portfolio increased
$696 million during 2011, driven by a decline in market yields. Alchough
asset values are well in excess of amortized cost, there are specific
securities with amortized cost in excess of fair value by approximately
$65 million as of December 31, 2011. See note 11 to the Consolidated
Financial Statements for further information.

Corporate fixed maturities includes private placement investments of
$5.8 billion, which are generally less marketable than publicly-traded
bonds, but yields on these investments tend to be higher than yields
on publicly-traded bonds with comparable credit risk. The Company
performs a credit analysis of each issuer, diversifies investments by
industry and issuer and requires financial and other covenants that allow
the Company to monitor issuers for deteriorating financial strength
and pursue remedial actions, if warranted. Also included in corporate
fixed maturities are investments in companies that are domiciled or
have significant business interests in European countries with the most
significant political or economic concerns (Portugal, Italy, Ireland, Greece,
and Spain). Fixed maturity investments in these companies represent
approximately $350 million at December 31, 2011, have an average

quality rating of BAA and are diversified by industry sector. Financial
institutions comprised less than 5% of investments in these companies.

‘The Company invests in high quality foreign government obligations,
with an average quality rating of AA as of December 31, 2011. These
investments are primarily concentrated in Asia consistent with the
geographic distribution of the international business operations, including
government obligations of South Korea, Indonesia, Taiwan and Hong
Kong. Foreign government obligations also include $136 million of
investments in European sovereign debt, including $8 million in
countries with the most significant political or economic concerns
(Portugal, Italy, Ireland, Greece, and Spain).

The Company’s investment in state and local government securities is
diversified by issuer and geography with no single exposure greater than
$35 million. The Company assesses each issuer’s credit quality based on
a fundamental analysis of underlying financial information and does
not rely solely on statistical rating organizations or monoline insurer
guaraniees. As of December 31, 2011, 97% of the Company’s investments
in these securities were rated A3 or better excluding guarantees by
monoline bond insurers, consistent with December 31, 2010. As of
December 31, 2011, approximately 64% or $1,564 million of the
Company’s total investments in state and local government securities
were guaranteed by monoline bond insurers, providing additional
credit quality support. The quality ratings of these investments with
and without this guaranteed support as of December 31, 2011 were
as follows:

As of December 31, 2011
Fair Value

(In miﬂionf) ’ — Quality Rating With Guarantee Withol:t' Guaraz/xtce
State and local governments S i TAgat$ 1298 S
Aal-Aa3 1,157 1,101

Al-A3 237 29

Baal-Baa3 41 21

Bal-Ba3 . Y

- _ Not available - 2
TOTAL STATE AND LOCAL GOVERNMENTS k| % 1,564 § 1,564

As of December 31, 2011, the Company’s investments in other asset and mortgage-backed securities totaling $1,016 million included $520 miltion
of investment grade private placement securities guaranteed by monoline bond insurers. Quality ratings without considering the guarantees for
these other asset-backed securities were not available.
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As of December 31, 2011, the Company had no direct investments in monoline bond insurers. Guarantees provided by various monoline bond
insurers for certain of the Company’s investments in state and local governments and other asset-backed securities as of December 31, 2011 were:

Guarantor As of December 31, 2011
(In millions) Indirect Exposure
National Public Finanice Guarantee $ 1,261
Assured Guaranty Municipal Corp 610
AMBAC it 174
Financial Guaranty Insurance Co. 39
$ - -~ 2,084

Commercial Mortgage Loans

The Company’s commercial mortgage loans are fixed rate Joans,
diversified by property type, location and borrower to reduce exposure
to potential losses. Loans are secured by high quality commercial
properties and are generally made at less than 75% of the property’s
value at origination of the loan. In addition to property value, debt
service coverage, building tenancy and stability of cash flows are all
important financial underwriting considerations. Property type, location,
quality, and borrower are all important underwriting considerations
as well. The Company holds no direct residential mortgage loans and
does not securitize or service mortgage loans.

The Company completed its annual in depth review of its commercial
mortgage loan portfolio during the second quarter of 201 1. This review
included an analysis of each property’s year-end 2010 financial statements,
rent rolls, operating plans and budgets for 2011, a physical inspection of
the property and other pertinent factors. Based on property values and
cash flows estimated as part of this review, and considering updates for
loans where material changes were subsequently identified, the overall
health of the portfolio improved from 2010, consistent with recovery
in many of the commercial real estate markets.

Based on this review and subsequent portfolio activity, the average
loan-to-value ratio improved to 70% and the debt service coverage ratio

LOAN-TO-VALUE DISTRIBUTION

was estimated to be 1.40 at December 31, 2011. The average loan-to-
value ratio decreased from 74% as of December 31, 2010, and the debt
service coverage ratio increased from 1.38 as of December 31, 2010.
The decrease in average loan-to-value ratio generally reflects increased
valuations for the majority of the underlying properties. Valuation
changes varied by property type as apartments and hotels demonstrated
the strongest recovery, retail and office properties showed modest
improvement and industrial properties exhibited a slight decline. The
slight increase in debt service coverage ratio reflects greater demand
for apartments and hotels, partially offset by slower recovery in leasing
rates on industrial properties and ongoing portfolio activity.

Commercial real estate capital markets remain most active for well
leased, quality commercial real estate located in strong institutional
investment markets. The vast majority of properties securing the
mortgages in Cigna’s mortgage portfolio possess these characteristics.
While commercial real estate fundamentals continued to improve in
2011, the improvement has varied across geographies and property
types. A broad recovery is dependent on continued improvement in
the national economy.

The following table reflects the commercial mortgage loan portfolio as
of December 31, 2011 summarized by loan-to-value ratio primarily
based on the annual loan review completed during the second quarter
of 2011.

Amortized Cost
Loan-to-Value Ratios_ , _ —_ Senior Subordinated Total % of Mortgage Loans
Below 50% Lrea $ 299 $ 43 $ 342 10%
50% to 59% 537 33 570 17%
60% 10'69% 854 51 905 28%
70% to 79% 517 44 561 17%
80% to 89% 397 5 402 12%
90% to 99% o 275 : - 275 8%
100% orabove - = < = e ; . 246 . o R 246 . 8%
TOTALS $ 3,125 $ 176 $ 3,301 100%

As summarized above, $176 million or 5% of the commercial mortgage
loan portfolio is comprised of subordinated notes which were fully
underwritten and originated by the Company using its standard
underwriting procedures and are secured by first mortgage loans. Senior
interests in these first mortgage loans were then sold to other institutional
investors. This strategy allowed the Company to effectively utilize its
origination capabilities to underwrite high quality loans with strong
borrower sponsorship, limit individual loan exposures, and achieve
attractive risk adjusted yields. In the event of a default, the Company
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would pursue remedies up to and including foreclosure jointly with
the holders of the senior interests, but would receive repayment only
after satisfaction of the senior interest.

In the table above, there are four loans in the “100% or above” category
with an aggregate carrying value of $84 million that exceeds the value
of their underlying properties by $6 million. All of these loans have a
current debt service coverage of 1.0 or greater, along with significant
borrower commitment.
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The commercial mortgage portfolio contains approximately 165 loans,
including four impaired loans, totaling $195 million, that are classified
as problem loans, resulting in an aggregate default rate of 5.9%. All
of the remaining loans continue to perform under their contractual
terms. The Company has $529 million of loans maturing in the next
twelve months. Given the quality and diversity of the underlying real
estate, positive debt service coverage and significant borrower cash
investment averaging nearly 30%, the Company remains confident
that the vast majority of borrowers will continue to perform as expected
under the contract terms.

Other Long-Term Investments

‘The Company’s other long-term investments include $963 million in
security partnership and real estate funds as well as direct investments
in real estate joint ventures. The funds typically invest in mezzanine
debt or equity of privately held companies (securities partnerships)
and equity real estate. Given its subordinate position in the capital
structure of these underlying entities, the Company assumes a higher
level of risk for higher expected returns. To mitigate risk, investments
are diversified across approximately 70 separate partnerships, and
approximately 45 general partners who manage one or more of these
partnerships. Also, the funds’ underlying investments are diversified
by industry sector or property type, and geographic region. No single
partnership investment exceeds 8% of the Company’s securities and
real estate partnership portfolio.

Although the total fair values of investments exceeded their carrying
values as of December 31, 2011, the fair value of the Company’s
ownership interest in certain funds that are carried at cost was less
than carrying value by $44 million. Fund investment values continued
to improve, but remained at depressed levels reflecting the impact of
declines in value experienced predominantly during 2008 and 2009
due to economic weakness and disruption in the capital markets,
particularly in the commercial real estate market. The Company expects
to recover its carrying value over the average remaining life of these

investments of approximately 6 years. Given the current economic
environment, future impairments are possible; however, management
does not expect those losses to have a material effect on the Company’s
results of operations, financial condition or liquidity.

Problem and Potential Problem Investments

“Problem” bonds and commercial mortgage loans are either delinquent
by 60 days or more or have been restructured as to terms, which could
include concessions by the Company for modification of interest rate,
principal payment or maturity date. “Potential problem” bonds and
commercial mortgage loans are considered current (no payment more
than 59 days past due), but management believes they have certain
characteristics that increase the likelihood that they may become
problems. The characteristics management considers include, but are
not limited to, the following;

* request from the borrower for restructuring;

* principal or interest payments past due by more than 30 but fewer
than 60 days;

¢ downgrade in credit rating;
» collateral Josses on asset-backed securities; and

* for commercial mortgages, deterioration of debt service coverage
below 1.0 or value declines resulting in estimated loan-to-value ratios
increasing to 100% or more.

The Company recognizes interest income on problem bonds and
commercial mortgage loans only when payment is actually received
because of the risk profile of the underlying investment. The amount
that would have been reflected in net income if interest on non-accrual
investments had been recognized in accordance with the original terms
was not significant for 2011 or 2010.

The following table shows problem and potential problem investments
at amortized cost, net of valuation reserves and write-downs:

December 31, 2011 December 31, 2010

(In millions) erve Gross Reserve Net
Problem bonds 3.8 27 s 86 . $ 6y $ 4
Problem commercial mortgage loans 90 S 86
Foreclosed real estate R P e
TOTAL PROBLEM INVESTMENTS $ 235 $ (43) $ 192
Potential problem bonds % 40 s oy e B
Potential problem commercial mortgage loans 305 i (8) 297
TOTAL POTENTIAL PROBLEM P i it i

INVESTMENTS $ 345§ ug) s 327

(1) At December 31, 2011, includes a $10 million restructured loan classified in Other long-term investments that was previously reported in commercial morigage loans.

Net problem investments represent 1.3% of total investments excluding
policy loans at December 31, 2011. Net problem investments increased
by $74 million during 2011 due primarily to deterioration of commercial
mortgage loans previously considered in good standing or reclassified
from potential problem loans, partially offset by the partial sale of a
foreclosed real estate property.

Net potential problem investments represent .8% of total investments
excluding policy loans at December 31, 2011. Net potential problem
investments decreased by $160 million during 2011, reflecting results

from the annual in-depth commercial mortgage loan portfolio review
and loan modification, payoff, and refinancing activity.

During the second quarter 2011, the Company restructured a $65 million
potential problem mortgage loan into two loans, including a $55 million
loan at current market terms and a $10 million loan at a below market
interest rate. This restructure resulted in a $65 million reduction to
potential problem mortgage loans and a $10 million increase to problem
mortgage loans. See Note 11 to the Consolidated Financial Statements
for further information.
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Commercial mortgage loans are considered impaired when it is probable
that the Company will not collect all amounts due according to the terms
of the original loan agreement. In the above table, problem and potential
problem commercial mortgage loans totaling $195 million (net of valuation
reserves) at December 31, 2011, are considered impaired. During 2011,
the Company recorded a $16 million pre-tax ($11 million after-tax)
increase to valuation reserves on impaired commercial mortgage loans.

(In millions)

See Note 11 to the Consolidated Financial Statements of this Form 10-K
for additional information regarding impaired commercial mortgage loans.

Included in after-tax realized investment results were changes in valuation
reserves and asset write-downs related to commercial mortgage loans
and investments in real estate entities as well as other-than-temporary
impairments on fixed maturity and equity securities as follows:

Credit-related ©

2011 2010

Other _ _

TOTAL®

(1) Credit-related losses include other-than-temporary declines in fair value of fixed maturities and equity securities, and changes in valuation reserves and asser write-downs related to
commercial morigage loans and investments in real estate entities. The amount related to credit losses on fixed maturities for which a portion of the impairment was recognized in

other comprehensive income was immaterial.

(2) Osher-than-semporary impairments on fixed maturities of $17 million in 2011 are included in both the credit related and other categories above. Other-than-temporary impairments

on fixed maturities in 2010 were immaterial.

Investment Outlook

The financial markets continue to be impacted by economic uncertainty
in the United States and Europe, however, asset values increased during
2011, reflecting a decrease in market yields. Future realized and unrealized
investment results will be impacted largely by market conditions that
exist when a transaction occurs or at the reporting date. These future
conditions are not reasonably predictable. Management believes that
the vast majority of the Company’s fixed maturity investments will
continue to perform under their contractual terms, and that declines
in their fair values below carrying value are temporary. Based on the
strategy to match the duration of invested assets to the duration of
insurance and contractholder liabilities, the Company expects to hold
a significant portion of these assets for the long term. Future credit-

Market Risk

related losses are not expected to have a material adverse effect on the
Company’s financial condition or liquidity.

While management believes the commercial mortgage loan portfolio is
positioned to perform well due to its solid aggregate loan-to-value ratio,
strong debt service coverage and minimal underwater positions, broad
commercial real estate market fundamentals continue to be under stress
reflecting a slow economic recovery. Should these conditions remain
for an extended period or worsen substantially, it could result in an
increase in problem and potential problem loans. Given the current
economic environment, future impairments are possible; however,
management does not expect those losses to have a material adverse
effect on the Company’s financial condition or liquidity.

Financial Instruments

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

* Interest-rate risk on fixed-rate, medium-term instruments. Changes
in market interest rates affect the value of instruments that promise a
fixed return and impact the value of liabilities for reinsured GMDB
and GMIB contracts.

* Foreign currency exchange rate risk of the U.S. dollar primarily to
the South Korean won, Euro, Taiwan dollar, and British pound. An
unfavorable change in exchange rates reduces the carrying value of
net assets denominated in foreign currencies.

* Equity price risk for domestic equity securities and for the value of
reinsured GMDB and GMIB contracts resulting from unfavorable
changes in variable annuity account values based on underlying
mutual fund investments. :

For further discussion of reinsured contracts, see Note 6 for GMDB
contracts and Note 10 for GMIB contracts in the Consolidated
Financial Statements.
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'The Company’s Management of Market Risks

"The Company predominantly relies on three techniques to manage its
exposure to market risk:

* Investment/liability matching. The Company 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 the Company
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 and health liabilities.
Longer-term investments generally support products with longer
pay out periods such as annuities and long-term disability liabilities.

* Use of local currencies for foreign operations. The Company
generally conducts its international business through foreign operating
entities that maintain assets and liabilities in local currencies. While
this technique does not reduce the Company’s foreign curtency
exposure of its net assets, it substantially limits exchange rare risk
to those net assets.
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* Use of derivatives. The Company generally uses derivative financial
instruments to minimize certain market risks.

Effect of Market Fluctuations on the Company

The examples that follow illustrate the adverse effect of hypothetical
changes in market rates or prices on the fair value of certain financial
instruments including:

* a hypothetical increase in market interest rates, primarily for fixed
maturities and commercial mortgage loans, partially offset by liabilities
for long-term debt and GMIB contracts;

* 2 hypothetical strengthening of the U.S. dollar to foreign currencies,
primarily for the net assets of foreign subsidiaries denominated in a
foreign currency; and

* a hypothetical decrease in market prices for equity exposures, primarily
for equity securities and GMIB contracts.

In addition, the hypothetical adverse effects of an increase in equity
indices and foreign exchange rates are presented separately for futures
contracts used in the GMDB equity hedge program because their risk
of loss occurs when equity markets rise.

Market scenario for certain non-insurance ﬁnancnal instruments (in mtllwm)

See Notes 2(C) and 12 to the Consolidated Financial Statements for
additional information about financial instruments, including derivative
financial instruments.

Management believes that actual results could differ materially from
these examples because:

* these examples were developed using estimates and assumptions;

* changes in the fair values of all insurance-related assets and liabilities
have been excluded because their primary risks are insurance rather
than market risk;

* changes in the fair values of investments recorded using the
equity method of accounting and liabilities for pension and other
postretirement and postemployment benefit plans (and related assets)
have been excluded, consistent with the disclosure guidance; and

* changes in the fair values of other significant assets and liabilities
such as goodwill, deferred policy acquisition costs, taxes, and various
accrued liabilities have been excluded; because they are not financial
instruments, their primary risks are other than market risk.

The effects of hypothetical changes in market rates or prices on the fair
values of certain of the Company’s financial instruments, subject to
the exclusions noted above (particularly insurance liabilities), would
have been as follows as of December 31:

Loss in fair value

f}

100 basis pointincrease in interest rates
10% strengthening in U.S. dollar to foreign currencncs

10% decrease in market prices for equity exposurw

2011 2010

The effect of a hypothetical increase in interest rates was determined
by estimating the present value of future cash flows using various
models, primarily duration modeling and, for GMIB contracts,
stochastic modeling. The impact of a hypothetical increase to interest
rates at December 31, 2011 was less than that at December 31, 2010
reflecting an increase in the fair value of long-term debt, primarily
due to $2.1 billion of new borrowings in November 2011, partially
offset by an increase to the fair value of the Company’s fixed-income
investments.

The effect of a hypothetical strengthening of the U.S. dollar relative
to the foreign currencies held by the Company was estimated to be
10% of the U.S. dollar equivalent fair value. The Company’s foreign
operations hold investment assers, such as fixed maturities, that are
generally invested in the currency of the related liabilities. Due to
the increase in the fair value of these investments in 2011, which
are primarily denominated in the South Korean won, the effect of a
hypothetical 10% strengthening in U.S. dollar to foreign currencies at
December 31, 2011 was greater than that effect at December 31, 2010.

The effect of a hypothetical decrease in the market prices of equity
exposures was estimated based on a 10% decrease in the equity mutual
fund values underlying GMIB reinsured by the Company, in the equity
futures contracts used to partially hedge the GMIB equity exposures,
and in the value of equity securities held by the Company. See Note 10
to the Consolidated Financial Statements for additional information.

The Company uses futures contracts as part of a GMDB equity hedge
program to substantially reduce the effect of equity market changes on

certain reinsurance contracts that guarantee minimum death benefits
based on unfavorable changes in underlying variable annuity account
values. The hypothetical effect of a 10% increase in the S&P 500,
S&P 400, Russell 2000, NASDAQ), TOPIX (Japanese), EUROSTOXX
and FTSE (British) equity indices and a 10% weakening in the U.S.
dollar to the Japanese yen, British pound and Euro would have been
a decrease of approximately $90 million in the fair value of the futures
contracts outstanding under this program as of December 31, 2011.
A corresponding decrease in liabilities for GMDB contracts would
result from the hypothetical 10% increase in these equity indices and
10% weakening in the U.S. dollar. See Note 6 to the Consolidated
Financial Statements for further discussion of this program and related

GMDB contracts.

As noted above, the Company manages its exposures to market risk by
matching investment characteristics to its obligations.

Stock Market Performance

The performance of equity markets can have a significant effect on the
Company’s businesses, including on:

» risks and exposures associated with GMDB (see Note 6 to the
Consolidated Financial Statements) and GMIB contracts (see Note 10
to the Consolidated Financial Statements); and

* pension liabilities since equity securities comprise a significant portion
of the assets of the Company’s employee pension plans.
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Cautionary Statement for Purposes of the “Safe Harbor” Provisions of the Private Securities

Litigation Reform Act of 1995

Cigna Corporation and its subsidiaries (the “Company”) and its
representatives may from time to time make written and oral forward-
looking statements, including statements contained in press releases, in
the Company’s filings with the Securities and Exchange Commission, in
its reports to sharcholders and in meetings with analysts and investors.
Forward-looking statements may contain information about financial
prospects, economic conditions, trends and other uncertainties. These
forward-looking statements are based on management’s beliefs and
assumptions and on information available to management at the time
the statements are or were made. Forward-looking statements include,
but are not limited to, the information concerning possible or assumed
future business strategies, financing plans, competitive position, potential
growth opportunities, potential operating performance improvements,
trends and, in particular, the Company’s strategic initiatives, litigation
and other legal matters, operational improvement initiatives in the
health care operations, and the outlook for the Company’s full year
2012 and beyond results. Forward-looking statements include all
statements that are not historical facts and can be identified by the use
of forward-looking terminology such as the words “believe”, “expect”,
“plan”, “intend”, “anticipate”, “estimate”, “predict”, “potential”, “may”,
“should” or similar expressions.

By their nature, forward-looking statements: (i) speak only as of the
date they are made, (ii) are not guarantees of future performance or
results and (iii) are subject to risks, uncertainties and assumptions
that are difficult to predict or quantify. Therefore, actual results could
differ materially and adversely from those forward-looking statements
as a result of a variety of factors. Some factors that could cause actual
results to differ materially from the forward-looking statements include:

1. increased medical costs that are higher than anticipated in
establishing premium rates in the Company’s Health Care
operations, including increased use and costs of medical services;

2. increased medical, administrative, technology or other costs
resulting from new legislative and regulatory requirements imposed
on the Company’s businesses;

3. challenges and risks associated with implementing operational
improvement initiatives and strategic actions in the ongoing
operations of the businesses, including those related to: (i) growth
in targeted geographies, product lines, buying segments and
distribution channels, (ii) offering products that meet emerging
market needs, (iii) strengthening underwriting and pricing
effectiveness, (iv) strengthening medical cost and medical
membership results, (v) delivering quality service to members
and health care professionals using effective technology solutions
and (vi) lowering administrative costs;

4. the ability to successfully complete the integration of acquired
businesses, including the acquired HealthSpring businesses by,
among other things, operating Medicare Advantage coordinated
care plans and HealthSpring’s prescription drug plan, retaining
and growing membership, realizing revenue, expense and other
synergies, renewing contracts on competitive terms, successfully
leveraging the information technology platform of the acquired
businesses, and retaining key personnel;

5.  the ability of the Company to execute its growth plans by

66 CIGNA CORPORATION - 2011 Form 10-K

10.

11.

12.

13.

14.

15.

16.

17.

successfully leveraging its capabilities and those of the businesses
acquired in serving the Seniors segment;

the possibility that the acquired HealthSpring business may be
adversely affected by economic, business and/or competitive
factors;

risks associated with pending and potential state and federal class
action lawsuits, disputes regarding reinsurance arrangements,
other litigation and regulatory actions challenging the Company’s
businesses, including disputes related to payments to health care
professionals, government investigations and proceedings, and
tax audits and related litigation;

heightened competition, particularly price competition, that could
reduce product margins and constrain growth in the Company’s
businesses, primarily the Health Care business;

risks associated with the Company’s mail order pharmacy business
that, among other things, include any potential operational
deficiencies or service issues as well as loss or suspension of state
pharmacy licenses;

significant changes in interest rates or sustained deterioration in
the commercial real estate markets;

downgrades in the financial strength ratings of the Company’s
insurance subsidiaries, that could, among other things, adversely
affect new sales and retention of current business; downgrades in
financial strength ratings of reinsurers, that could result in increased
statutory reserves or capital requirements of the Company’s
insurance subsidiaries;

limitations on the ability of the Company’s insurance subsidiaries
to dividend capital to the parent company as a result of downgrades
in the subsidiaries’ financial strength ratings, changes in statutory
reserve or capital requirements or other financial constraints;

inability of the hedge programs adopted by the Company to
substantially reduce equity market and certain interest rate risks
in the run-off reinsurance operations;

adjustments to the reserve assumptions (including lapse, partial
surrender, mortality, interest rates and volatility) used in estimating
the Company’s liabilities for reinsurance contracts covering
guaranteed minimum death benefits under certain variable
annuities;

adjustments to the assumptions (including interest rates, annuity
election rates and amounts collectible from reinsurers) used in
estimating the Company’s assets and liabilities for reinsurance
contracts covering guaranteed minimum income benefits under
certain variable annuities;

significant stock market declines, that could, among other things,
result in increased expenses for guaranteed minimum income
benefit contracts, guaranteed minimum death benefit contracts
and the Company’s pension plans in future periods as well as the
recognition of additional pension obligations;

significant deterioration in economic conditions and significant
market volatility, that could have an adverse effect on the Company’s
operations, investments, liquidity and access to capital markets;



18. significant deterioration in economic conditions and significant
market volatility, that could have an adverse effect on the businesses
of our customers (including the amount and type of health care
services provided to their workforce, loss in workforce and our
customers’ ability to pay their obligations) and our vendors
(including their ability to provide services);

19. adverse changes in state, federal and international laws and
regulations, including health care reform legislation and regulation
that could, among other items, affect the way the Company does
business, increase costs, limit the ability to effectively estimate,
price for and manage medical costs, and affect the Company’s
products, services, market segments, technology and processes;

20. amendments to income tax laws, that could affect the taxation
of employer-provided benefits, the taxation of certain insurance
products such as corporate-owned life insurance, or the financial
decisions of individuals whose variable annuities are covered under
reinsurance contracts issued by the Company;

21. potential public health epidemics, pandemics, natural disasters
and bio-terrorist activity, that could, among other things, cause
the Company’s covered medical and disability expenses, pharmacy
costs and mortality experience to rise significantly, and cause
operational disruption, depending on the severity of the event
and number of individuals affected;

22. risks associated with security or interruption of information systems,
that could, among other things, cause operational disruption;

23. challenges and risks associated with the successful management
of the Company’s outsourcing projects or key vendors; and

24. the unique political, legal, operational, regulatory and other
challenges associated with expanding our business globally.

'This list of important factors is not intended to be exhaustive. Other
sections of the Form 10-K, including the “Risk Factors” section, and
other documents filed with the Securities and Exchange Commission
include both expanded discussion of these factors and additional risk
factors and uncertainties that could preclude the Company from
realizing the forward-looking statements. The Company does not
assume any obligation to update any forward-looking statements,
whether as 2 result of new information, future events or otherwise,
except as required by law.

PART 11
ITEM 7A Quantitative and Qualitative Disclosures About Market Risk

Management’s Annual Report on Internal
Control over Financial Reporting

Management of Cigna Corporation is responsible for establishing
and maintaining adequate internal controls over financial reporting,
The Company’s internal controls were designed to provide reasonable
assurance to the Company’s management and Board of Directors
that the Company’s consolidated published financial statements for
external purposes were prepared in accordance with generally accepted
accounting principles. The Company’s internal control over financial
reporting include those policies and procedures that:

() pertain to the maintenance of records tha, in reasonable derail,
accurately and fairly reflect the transactions and dispositions of
the assets and liabilities of the Company;

(iiy provide reasonable assurance that transactions are recorded
as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that
receipts and expenditures of the Company are being made only
in accordance with authorization of management and directors
of the Company; and

(iif) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisitions, use or disposition of the
Company’s assets that could have a material effect on the financial
statements.

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements.

Management assessed the effectiveness of the Company’s internal controls
over financial reporting as of December 31, 2011. In making this
assessment, Management used the criteria set forth by the Committee
of Sponsoring Organizations of the Treadway Commission (“COSO”)
in Internal Control-Integrated Framework. Based on management’s
assessment and the criteria set forth by COSO, it was determined that
the Company’s internal controls over financial reporting are effective
as of December 31, 2011.

The Company’s independent registered public accounting firm,
PricewaterhouseCoopers, has audited the effectiveness of the Company’s
internal control over financial reporting, as stated in their report located
on page 123 in this Form 10-K.

ITEM 7A Quantitative and Qualitative Disclosures

- About Market Risk

The information contained under the caption “Market Risk” in the MD&A section of this Form 10-K is incorporated by reference.
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ITEM 8 Financial Statements and Supplementary Data

Cigna Corporation
Consolidated Statements of Income

For the years ended December 31,

(In millions, except per share amounts)

2010 2009
Revenues '
$ 18,393 $ 16,041

Premiums and fees

Net investment income 1,105 1,014
Mail order pharmacy revenues 1,420 1,282
Orther revenues 260 120
Realized investment gains (losses)

Other-than-temporary impairments on fixed maturities, net (1) (47)
Other realized investment gains 76 4
Total realized investment gains (losses) 75 (43)
TOTAL REVENUES 21,253 18,414
Benefits and Expenses '

Health Care medical claims expense 8,570 6,927
Other benefit expenses 3,663 3,407
Mail order pharmacy cost of goods sold 1,169 1,036
GMIB fair value (gain) loss 55 (304)
Other operating expenses 5,926 5,450
TOTAL BENEFITS AND EXPENSES 19,383 16,516
Income from Continuing Operations before Income Taxes 1,870 1,898

Income taxes:

Current 331 275

Deferred 190 319
TOTAL TAXES 521 594
Income from Continuing Operations 1,349 1,304
Income from Discontinued Operations, Net of Taxes - 1

Net Income 1,349 1,305

Less: Net Income Attributable to Noncontrolling Interest 4 3

SHAREHOLDERS’ NET INCOME $ 1,345 $ 1,302

Basic Earnings Per Share:
Shareholders’ income from continuing operations

$ 4.93 $ 4.75

Sharcholders’ income from discontinued operations

SHAREHOLDERS’ NET INCOME
Diluted Earnings Per Share:

$ 4.93 $ 4.75

Shareholders’ income from continuing operations

$ 4.89 $ 4.73
Sharcholders’ income from discontinued operations

SHAREHOLDERS’ NET INCOME

Dividends Declared Per Share

$__ 48 8 473
$ 004 $ 0.04

Amounts Attributable to Cigna:
Shareholders’ income from continuing operations $ 1,345 $ 1,301
Shareholders” income from discontinued operations

SHAREHOLDERS’ NET INCOME

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

$ 1,345 $ 1,302
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Cigna Corporation
Consolidated Balance Sheets

As of December 31,
(In millions, except per share amounts) 2010
ASSETS
Investments:
Fixed maturities, at fair value (amortized cost, $14,257; $13,445) $ 14,709
Equity securities, at fair value (cost, $124; $144) 127
Commercial mortgage loans 3,486
Policy loans 1,581
Real estate 112
Other long-term investments 759
Short-term investments - [ 174
Total investments 20,948
Cash and cash equivalents = 1,605
Accrued investment income 235
Premiums, accounts and notes receivable, net 1,318
Reinsurance recoverables 6,495
Deferred policy acquisition costs 1,122
Property and equipment 912
Deferred income taxes, net 782
Goodwill 3,119
Other assets, including other intangibles 1,238
Separate account assets — 7,908
TOTAL ASSETS s $ 45,682
LIABILITIES
Contractholder deposit funds $ 8,509
Future policy benefits 8,147
Unpaid claims and claim expenses . 4,017
Health Care medical claims payable 1,246
Unearned premiums and fees 416
Total insurance and contractholder liabilities 22,335
Accounts payable, accrued expenses and other liabilities 5,936
Short-term debt 552
Long-term debt S T 2,288
Separate account liabilities 7,908
TOTAL LIABILITIES e 39,019
Contingencies — Note 23
SHAREHOLDERS’ EQUITY
Common stock (par value per share, $0.25; shares issued, 366; 351; authorized, 600) 88
Additional paid-in capital ¥ 2,534
Net unrealized appreciation, fixed maturities 529
Ner unrealized appreciation, equity securities 3
Net unrealized depreciation, derivatives (24)
Net translation of foreign currencies 25
Postretirement benefits liability adjustment (1,147)
Accumulated other comprehensive loss (614)
Retained earnings 9,879
Less: treasury stock, at cost (5,242)
TOTAL SHAREHOLDERS’ EQUITY 6,645
Noncontrolling interest 18
TOTAL EQUITY 6,663
Total liabilities and equity $ 45,682
SHAREHOLDERS’ EQUITY PER SHARE $ 24.44

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statemenss.
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Cigna Corporation
Consolidated Statements of Comprehensive Income

and Changes in Total Equity

2011 2010 2009
For the years ended December 31, Comprehensive Total Comprehensive Total Comprehensive Total
(In millions, except per share amounts) Income _]fﬂulsz Income Equity Income Equity
Common Stock, beginning of year e ee $ 88 $ 88
Issuance of common stock i - -
Common Stock, end of year 88 88
Additional Paid-In Capital, beginning of year 2,514 2,502
Effect of issuance of stock for employee benefit plans 20 12
Effects of acquisition of noncontrolling interest - -
Issuance of common stock = - -
Additional Paid-In Capital, end of year 2,534 2,514
Accumulated Other Comprehensive Loss, beginning of year . 61 (618) (1,074)
Implementation effect of updated guidance on other-than-temporary ‘ .
impairments (see Note 2) ‘ . - (18)
Net unrealized appreciation, fixed maturities 3 210 210 % 151 151 $ 543 543
Net unrealized depreciation, equity securities (2) (D (1) (1) (3) (3)
Net unrealized appreciation on securities 208 150 540
Net unrealized appreciation (depreciation), derivatives 1 1 6 6 17) (17)
Net translation of foreign currencies (28) 28 37 37 48 48
Postretirement benefits liability adjustment 360 . 360) (189) (189) 97) 97)
Other comprehensive income (loss) 479 o ’: 4 474
Accumulated Other Comprehensive qus, end of year ] & : S ‘N sﬁ &3} (614) (618)
Retained Earnings, beginning of year 9879 8,625 7:374
Implementation effect of updated guidance on other-than-temporary ‘
impairments (see Note 2) L - 18
Shareholders’ net income 1327 1327 1,345 1,345 1,302 1,302
Effect of issuance of stock for employee benefit plans (53) (80) (58)
Common dividends declared (per share: $0.04; $0.04; $0.04) (19 (11) {11)
Retained Earnings, end of year 11,143 9,879 8,625
Treasury Stock, beginning of year (5.242) (5,192) (5,298)
Repurchase of common stock G(225) (201) =
Other, primarily issuance of treasury stock for employee benefit plans : 181 151 106
Treasury Stock, end of year . B i . 5;286; (5,242) (5,192)
Shareholders’ Comprehensive Income (Loss) and Shareholders’ Equity - . 1,349 6,645 1,776 5,417
Noncontrolling interest, beginning of year 12 6
Net income attributable to noncontrolling interest o1 4 4 3 3
Accumulated other comprehensive income attributable . e
to noncontrolling interest T 2 2 3 3
Acquisition of noncontrolling interest 319) )
Noncontrolling interest, end of year 1 0 6 18 6 12
TOTAL COMPREHENSIVE INCOME AND TOTAL EQUITY _$ 1,149 $ 8, 1,355 $ 6,663 $ 1,782 $ 5,429

The accompanying Notes to the Consolidated Financial Statements are an integral part of these statements.
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Cigna Corporation
Consolidated Statements of Cash Flows

For the years ended December 31,

(In millions) 2011 2010 2009

Cash Flows from Operating Activities S

Net income 11328 5 1349 $ 1,305

Adjustments to reconcile net income to net cash provided by opcrating activities: | o ‘ k
Depreciation and amortization e 345 292 268
Realized investment (gains) losses o (62) (75) 43
Deferred income taxes - 242 190 319
Gains on sales of businesses (excluding discontinued opérations) * e 25) 7 (13) (32)
(Income) from discontinued operations ; e - (1)

Net changes in assets and liabilities, net of non-operating effects: '
Premiums, accounts and notes receivable ) (50) 62 49
Reinsurance recoverables : H 19 ) 37 30
Deferred policy acquisition costs 4 . (2]1) (156) (109)
Other assets ‘ * B 3) 452
Insurance liabilities 325 (357)

Accounts payable, accrued expenses and other liabilities -{272) (1,32{1)
Current income taxes 2 55
Other, net 5 44

NET CASH PROVIDED BY OPERATING ACTIVITIES 1,743 745
Cash Flows from Investing Activities
Proceeds from investments sold:
Fixed maturities 822 ; 927
Equity securities 4 22
Commercial mortgage loans 63 61
Other (primarily short-term and other long-term investments) 1,102 910
Investment maturities and repayments: o :
Fixed maturities 1,084 1,100
Commercial mortgage loans 70 T Y4
Investments purchased:
Fixed maturitics (2.587) ©(2,916)
Equity securities 4 , e (12) (14)
Commercial mortgage loans PR i . (487) (239) (7))
Other (primarily short-term and other long-term investments) L L 0s6) (810) (1,187)
Property and equipment purchases ' . . (300) ’ (307)
Acquisitions and dispositions, net of cash acquired L (539) -
NET CASH USED IN INVESTING ACTIVITH}S - ! (1,342) " (1,485)
Cash Flows from Financing Activities . ’
Deposits and interest credited to contractholder deposit funds : i 1323 : 1,295 Cooes 1,312
Withdrawals and benefit payments from contractholder deposit funds . LE178) (1,205) (1,223)
Change in cash overdraft position ; '\ L e 59 - 53
Repayment of debt ‘ 451) (270) (200)
Net proéeeds on issuance of long-term debt . . ‘» 2,676 543 346
Repurchase of common stock . (201) -
Issuance of common stock 64 30
Common dividends paid (11) (11)
NET CASH PROVIDED BY FINANCING ACTIVITIES - 274 307
Effect of foreign currency rate changes on cash and cash equivalents 6 15
Net increase (decrease) in cash and cash equivalents 681 (418)
Cash and cash equivalents, beginning of year 924 1,342
Cash and cash equivalents, end of year 1,605 $ 924
Supplemental Disclosure of Cash Information:

Income taxes paid, net of refunds 326 $ 220

Interest paid 180 § 158

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

NOTE1

Description of Business

Cigna Corporation is a holding company and is not an insurance
company. Its subsidiaries conduct various businesses, that are
described in this Annual Report on Form 10-K for the fiscal year
ended December 31, 2011 (“Form 10-K”). As used in this document,
“Cigna” and the “Company” may refer to Cigna Corporation itself, one
or more of its subsidiaries, or Cigna Corporation and its consolidated
subsidiaries.

The Company is a global health services organization with insurance
subsidiaries that are major providers of medical, dental, disability,

life and accident insurance and related products and services. In the
U.S., the majority of these products and services are offered through
employers and other groups (e.g. unions and associations) and, in
selected international markets, Cigna offers supplemental health, life
and accident insurance products and international health care coverage
and services to businesses, governmental and non-governmental
organizations and individuals. In addition to its ongoing operations
described above, the Company also has certain run-off operations,
including a Run-off Reinsurance segment.

NOTE 2 Summary of Significant Accounting Policies

A. Basis of Presentation

The Consolidated Financial Statements include the accounts of Cigna
Corporation and its significant subsidiaries. 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 of
America (“GAAP”). Amounts recorded in the Consolidated Financial
Statements necessarily 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. The impact
of a change in estimate is generally included in earnings in the period
of adjustment.

In preparing these Consolidated Financial Statements, the Company
has evaluated events that occurred between the balance sheet date and
February 23, 2012 and determined that, with the exception of the
January 31, 2012 acquisition of HealthSpring, Inc., that is disclosed
in Note 3, there were no other items to disclose.

Certain reclassifications have been made to prior period amounts to
conform to the current presentation. In addition, certain amounts
have been restated as a result of the adoption of new accounting
pronouncements.

Variable interest entities

As of December 31, 2011 and 2010 the Company determined it was
not a primary beneficiary in any variable interest entities.
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B. Changes in Accounting Pronouncements

Deferred acquisition costs

In October 2010, the Financial Accounting Standards Board (“FASB”)
amended guidance (ASU 2010-26) for the accounting of costs to
acquire or renew insurance contracts to require costs such as certain sales
compensation or telemarketing costs that are related to unsuccessful
efforts to acquire or retain business and any indirect costs to be expensed
as incurred. This new guidance must be implemented on January 1, 2012
and any changes to the Company’s Consolidated Financial Statements
may be recognized prospectively for acquisition costs incurred beginning
in 2012 or through retrospective adjustment of comparative prior periods.

The Company expects to implement the new requirements on
January 1, 2012 through retrospective adjustment of prior periods.
The Company’s deferred acquisition costs arise from sales and renewal
activities primarily in its International segment. Because the new
requirements further restrict the types of costs that are deferrable,
more of the Company’s acquisition costs will be expensed as incurred.
The Company expects the cumulative effect of implementing this
new guidance to decrease shareholders’ equity as of January 1, 2011
by a range of $250 million to $300 million. In addition, as certain
acquisition costs will no longer be eligible for deferral under the new
guidance, the Company expects that full-year 2011 shareholders’ net
income on a retrospectively adjusted basis will decrease by approximately
$70 million primarily in its International segment. The Company expects
the effect of the new guidance on shareholders’ net income in 2012 to
be generally comparable to that estimated for 2011. Implementation
of this new guidance will have no impact on the underlying economic
value, revenues or cash flows of the Company’s businesses, nor will it
impact the Company’s liquidity or the statutory surplus of its insurance
subsidiaries. :



Troubled debt restructurings

Effective July 1, 2011, the Company adopted the FASB’s updated
guidance (ASU 2011-02) to clarify for lenders that a troubled debt
restructuring occurs when a debt modification is a concession to
the borrower and the borrower is experiencing financial difficulties.
This guidance was required to be applied retrospectively for
restructurings occurting on or after January 1, 2011. The amendment
also required new disclosures to be provided beginning in the third
quarter of 2011 addressing certain troubled debt restructurings. Adoption
of the new guidance did not have a material effect to the Company’s
results of operations or financial condition. See Note 11 for additional
information related to commercial mortgage loans.

Fair value measurements
In May 2011, the FASB amended guidance (ASU 2011-04) to improve

the comparability of fair value measurements presented and disclosed
in financial statements prepared in accordance with U.S. GAAP and
International Financial Reporting Standards. The amendments are
effective January 1, 2012 and are to be applied prospectively. The
Company expects no material effects at implementation.

The Company adopted the FASB’s updated guidance on fair value
measurements (ASU 2010-06) in the first quarter of 2010, which
requires separate disclosures of significant transfers between levels in
the fair value hierarchy. See Note 10 for additional information.

Amendments to the FASB’s fair value guidance in 2009 had no effect
on the Company’s Consolidated Financial Statements. See Note 10
for additional information.

Other-than-temporary impairments

On April 1, 2009, the Company adopted the FASB’s updated guidance
for evaluating whether an impairment is other than temporary for fixed
maturities with declines in fair value below amortized cost (ASC 320).
A reclassification adjustment from retained earnings to accumulated
other comprehensive income was required for previously impaired
fixed maturities that had a non-credit loss as of the date of adoption,
net of related tax effects.

The cumulative effect of adoption increased the Company'’s retained
earnings in 2009 with an offsetting decrease to accumulated other
comprehensive income of $18 million, with no overall change to
shareholders’ equity. See Note 11 (A) for information on the Company’s
other-than-temporary impairments including additional required
disclosures.

C. Investments

The Company’s accounting policies for investment assets are discussed
bClOW:

Fixed maturities and equity securities

Fixed maturities primarily include bonds, mortgage and other asset-
backed securities and preferred stocks redeemable by the investor.
Equity securities include common stocks and preferred stocks that are
non-redeemable or redeemable only at the option of the issuer. These
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investments are primarily classified as available for sale and are carried
at fair value with changes in fair value recorded in accumulated other
comptrehensive income (loss) within shareholders’ equity. Beginning
April 1, 2009, for fixed maturities with declines in fair value below
amortized cost, the Company assesses its intent to sell or whether it
is more likely than not to be required to sell such fixed maturities
before their fair values recover. If so, an impairment loss is recognized
in net income for the excess of their amortized cost over fair value. In
addition, when the Company determines it does not expect to recover
the amortized cost basis of fixed maturities with declines in fair value
(even if it does not intend to sell or will not be required to sell these
fixed maturities), the credit portion of the impairment loss is recognized
in net income and the non-credit portion, if any, is recognized in a
separate component of shareholders’ equity. The credit portion is the
difference between the amortized cost basis of the fixed maturity and
the net present value of its projected future cash flows. Projected future
cash flows are based on qualitative and quantitative factors, including
probability of default, and the estimated timing and amount of recovery.
For mortgage and asset-backed securities, estimated future cash flows
are based on assumptions about the collateral attributes including
prepayment speeds, default rates and changes in value. Equity securities
and, prior to April 1, 2009, fixed maturities were considered impaired,
and their cost basis was written down to fair value through earnings,
when management did not expect to recover the amortized cost, or if
the Company could not demonstrate its intent or ability to hold the
investment until full recovery. Fixed maturities and equity securities
also include trading and certain hybrid securities that are carried at fair
value with changes in fair value reported in realized investment gains and
losses. The Company has irrevocably elected the fair value option for
these securities to simplify accounting and mitigate volatility in results
of operations and financial condition. Hybrid securities include certain
preferred stock and debt securities with call or conversion options.

Commercial mortgage loans

Mortgage loans held by the Company are made exclusively to commercial
borrowers. Generally, commercial mortgage loans are carried at unpaid
principal balances and are issued at a fixed rate of interest. Commercial
mortgage loans are considered impaired when it is probable that the
Company will not collect amounts due according to the terms of
the original loan agreement. The Company monitors credit risk and
assesses the impairment of loans individually and on a consistent basis
for all loans in the portfolio. Impaired loans are carried at the lower of
unpaid principal or fair value of the undertlying real estate. Valuation
reserves reflect any changes in fair value. The Company estimates the
fair value of the underlying real estate using internal valuations generally
based on discounted cash flow analyses. Certain commercial mortgage
Joans without valuation reserves are considered impaired because the
Company will not collect all interest due according to the terms of the
original agreements, however, the Company expects to recover their
remaining carrying value primarily because it is less than the fair value
of the underlying real estate.

Policy loans

Policy loans are carried at unpaid principal balances plus accumulated
interest. The loans are collateralized by insurance policy cash values
and therefore have no exposure to credit loss.
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Real estate

Investment real estate can be “held and used” or “held for sale”. The
Company accounts for real estate as follows:

* Real estate “held and used” is expected to be held longer than one
year and includes real estate acquired through the foreclosure of
commercial mortgage loans. The Company carries real estate held
and used at depreciated cost less any write-downs to fair value due to
impairment and assesses 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.

* Real estate is “held for sale” when a buyer’s investigation is completed,
a deposit has been received and the sale is expected to be completed
within the next year. Real estate held for sale is carried at the lower of
carrying value or current fair value, less estimated costs to sell, and is
not depreciated. Valuation reserves reflect any changes in fair value.

* The Company 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.

At the time of foreclosure, properties are reclassified from commercial
mortgage loans to real estate or other long-term investments depending
on the ownership of the underlying assets. The Company rehabilitates,
re-leases and sells foreclosed properties. This process usually takes
from three to five years unless management considers a near-term sale
preferable. When foreclosed real estate is recapitalized through a joint
venture including a contribution of new equity from a third-party
investor, the asset is accounted for as an investment in good standing
reported in other long-term investments.

Other long-term investments

Other long-term investments include investments in unconsolidated
entities. These entities include certain limited partnerships and limited
liability companies holding real estate, securities or loans. These
investments are carried at cost plus the Company’s ownership percentage
of reported income or loss in cases where the Company has significant
influence, otherwise the investment is carried at cost. Income from
certain entities is reported on a one quarter lag depending on when
their financial information is received. Also included in other long-term
investments are Joans to unconsolidated real estate entities secured by
the equity interests of these real estate entities, which are carried at
unpaid principal balances (mezzanine loans). These other long-term
investments are considered impaired, and written down to their fair
value, when cash flows indicate that the carrying value may not be
recoverable. Fair value is generally determined based on a discounted
cash flow analysis.

Additionally, other long-term investments include interest rate and
foreign currency swaps carried at fair value. See Note 12 for information
on the Company’s accounting policies for these derivative financial
instruments.

Short-term investments

Investments with maturities of greater than 90 days but less than one
year from time of purchase are classified as short-term, available for
sale and carried at fair value, which approximates cost.
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Derivative financial instruments

The Company applies hedge accounting when derivatives are designated,
qualify and are highly effective as hedges. Effectiveness is formally
assessed and documented at inception and each period throughout
the life of a hedge using various quantitative methods appropriate
for each hedge, including regression analysis and dollar offset. 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 shareholders’ net income.

The Company accounts for derivative instruments as follows:

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

® 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.

® 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, the Company reflects hedge ineffectiveness in shareholders’
net income (generally as part of realized investment gains and losses).

¢ On early termination, the fair value of derivatives that qualified for
hedge accounting are reported in shareholders’ net income.

Net investment income

When interest and principal payments on investments are current, the
Company recognizes interest income when it is earned. The Company
stops recognizing interest income when interest payments are delinquent
based on contractual terms or when certain terms (interest rate or
maturity date) of the investment have been restructured. Net investment
income on these investments is only recognized when interest payments
are actually received. Interest and dividends on trading and hybrid
securities and prepayment penalties on mortgage loans are included
in net investment income when they are earned.

Investment gains and losses

Realized investment gains and losses result from sales, investment asset
write-downs, changes in the fair values of trading and hybrid securities
and certain derivatives, changes in valuation reserves and prepayment
penalties on fixed maturities, based on specifically identified assets.
Realized investment gains and losses on the disposition of certain directly
owned real estate investments are eliminated from ongoing operations
and reported in discontinued operations when the operations and
cash flows of the underlying assets are clearly distinguishable and the
Company has no significant continuing involvement in their operations.

Unrealized gains and losses on fixed maturities and equity securities
carried at fair value (excluding trading and hybrid securities) and
certain derivatives are included in accumulated other comprehensive
income (loss), net of:

* amounts required to adjust future policy benefits for the run-off
settlement annuity business; and

* deferred income taxes.



D.  Cash and Cash Equivalents

Cash equivalents consist of short-term investments with maturities of
three months or less from the time of purchase that are classified as held
to maturity and carried at amortized cost. The Company reclassifies
cash overdraft positions to accounts payable, accrued expenses and
other liabilities when the legal right of offset does not exist.

E. Premiums, Accounts
and Notes Receivable and Reinsurance
Recoverables

Premiums, accounts and notes receivable are reported net of an allowance
for doubtful accounts of $45 million as of December 31, 2011 and
$49 million as of December 31, 2010. Reinsurance recoverables are
estimates of amounts that the Company will receive from reinsurers
and are recorded net of an allowance for unrecoverable reinsurance
of $5 million as of December 31, 2011 and $10 million as of
December 31, 2010. The Company estimates these allowances for
doubtful accounts for premiums, accounts and notes receivable, as
well as for reinsurance recoverables, using management’s best estimate
of collectibility, taking into consideration the aging of these amounts,
historical collection patterns and other economic factors.

E Deferred Policy Acquisition Costs

Acquisition costs include sales compensation, commissions, direct
response marketing, telemarketing, premium taxes and other costs that
the Company incurs in connection with new and renewal business.
Depending on the product line they relate to, the Company records
acquisition costs in different ways. Acquisition costs for:

* 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.

* Supplemental bealth, life and accident insurance (primarily individual
international products) and group health and accident insurance
products are deferred and amortized, generally in proportion to the
ratio of periodic revenue to the estimated total revenues over the
contract periods.

* Other products are expensed as incurred.

For universal life and other individual products, management estimates
the present value of future revenues less expected payments. For group
health and accident insurance products, management estimates the
sum of unearned premiums and anticipated net investment income
less future expected claims and related costs. If management’s estimates
of these sums are less than the deferred costs, the Company reduces
deferred policy acquisition costs and records an expense. The Company
recorded amortization for policy acquisition costs of $334 million
in 2011, $312 million in 2010 and $299 million in 2009 in other
operating expenses. There are no deferred policy acquisition costs
attributable to the sold individual life insurance and annuity and
retirement businesses or the run-off reinsurance and settlement annuity
operations. The accounting for acquisition costs will change in 2012.
See Recent Accounting Pronouncements for additional information.
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G.  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 the Company’s
internal needs, with no plan to marker externally. Costs directly related to
acquiring, developing or modifying internal-use software are capitalized.

The Company calculates depreciation and amortization principally using
the straight-line method generally based on the estimated useful life
of each asset as follows: buildings and improvements, 10 to 40 years;
purchased software, one to five years; internally developed software,
three to seven years; and furniture and equipment (including computer
equipment), three to 10 years. Improvements to leased facilities are
depreciated over the remaining lease term or the estimated life of the
improvement. The Company considers events and circumstances that
would indicate the carrying value of property, equipment or capitalized
software might not be recoverable. If the Company determines the
carrying value of a long-lived asset is not recoverable, an impairment
charge is recorded. See Note 8 for additional information.

H.  Goodwill

Goodwill represents the excess of the cost of businesses acquired over
the fair value of their net assets. Goodwill primarily relates to the Health
Care segment ($2.9 billion) and, to a lesser extent, the International

-segment ($290 million). The Company evaluates goodwill for impairment

at least annually during the third quarter at the reporting unit level,
based on discounted cash flow analyses and writes it down through
results of operations if impaired. Consistent with prior years, the
Company’s evaluations of goodwill associated with the Health Care and
International segments used the best information available at the time,
including reasonable assumptions and projections consistent with those
used in its annual planning process. The discounted cash flow analyses
used a range of discount rates that correspond with the Company’s,
or, in the case of International, the reporting unit’s weighted average
cost of capirtal, consistent with that used for investment decisions
considering the specific and detailed operating plans and strategies
within the segment or reporting unit. The resulting discounted cash
flow analysis indicated an estimated fair value for the Health Care
segment and International’s reporting unit exceeding their carrying
values, including goodwill and other intangibles. Finally, the Company
determined that no events or circumstances occurred subsequent to the
annual evaluation of goodwill that would more likely than not reduce
the fair value of the Health Care segment or International’s reporting
unit below their carrying values. See Note 8 for additional information.

I. Other Assets, including Other Intangibles

Other assets consist of various insurance-related assets and the gain position of
certain derivatives, primarily GMIB assets. The Company’s other intangible
assets include purchased customer and producer relationships, provider
networks, and trademarks. The Company amortizes other intangibles
on an accelerated or straight-line basis over periods from 1 to 30 years.
Management revises amortization periods if it believes there has been a
change in the length of time that an intangible asset will continue to have
value. Costs incurred to renew or extend the terms of these intangible assets
are generally expensed as incurred. See Note 8 for additional information.
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J. Separate Account Assets and Liabilities

Separate account assets and liabilities are contractholder funds maintained
in accounts with specific investment objectives. The assets of these
accounts are legally segregated and are not subject to claims that arise
out of any of the Company’s other businesses. These separate account
assets are cartied at fair value with equal amounts for related separate
account liabilities. The investment income, gains and losses of these
accounts generally accrue to the contractholders and, together with
their deposits and withdrawals, are excluded from the Company’s
Consolidated Statements of Income and Cash Flows. Fees earned for
asset management services are reported in premiums and fees.

K. Contractholder Deposit Funds

Liabilities for contractholder deposit funds primarily 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 and, for universal life fund
balances, mortality charges. In addition, this caption includes premium
stabilization reserves that are insurance experience refunds for group
contracts that are left with the Company to pay future premiums, deposit
administration funds that are used to fund nonpension retiree insurance
programs, retained asset accounts and annuities or supplementary
contracts without significant life contingencies. Interest credited on
these funds is accrued ratably over the contract period.

L. Future Policy Benefits

Future policy benefits are liabilities for the present value of estimated
future obligations under long-term life and supplemental health insurance
policies and annuity products currently in force. These obligations are
estimated using actuarial methods and primarily consist of reserves for
annuity contracts, life insurance benefits, guaranteed minimum death
benefit (“GMDB”) contracts and certain life, accident and health
insurance products in our International operations.

Obligations for annuities represent specified periodic benefits to be
paid to an individual or groups of individuals over their remaining
lives. Obligations for life insurance policies represent benefits to
be paid to policyholders, net of future premiums to be received.
Management estimates these obligations based on assumptions as to
premiums, interest rates, mortality and surrenders, allowing for adverse
deviation. Mortality, morbidity, and surrender assumptions are based
on either the Company’s own experience or actuarial tables. Interest
rate assumptions are based on management’s judgment considering the
Company’s experience and future expectations, and range from 1% to
10%. Obligations for the run-off settlement annuity business include
adjustments for investment returns consistent with requirements of
GAAP when a premium deficiency exists.

Certain reinsurance contracts contain GMDB under variable annuities
issued by other insurance companies. These obligations represent the
guaranteed death benefit in excess of the contractholder’s account values
(based on underlying equity and bond mutual fund investments). These
obligations are estimated based on assumptions regarding lapse, partial
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surrenders, mortality, interest rates (mean investment performance
and discount rate), market volatility as well as investment returns and
premiums, consistent with the requirements of GAAP when a premium
deficiency exists. Lapse, partial surrenders, mortality, interest rates
and volatility are based on management’s judgment considering the
Company’s experience and future expectations. The results of futures
and swap contracts used in the GMDB equity and growth interest rate
hedge programs are reflected in the liability calculation as a component
of investment returns. See also Note 6 for additional information.

M. Unpaid Claims and Claims Expenses

Liabilities for unpaid claims and claim expenses are estimates of payments
to be made under insurance coverages (primarily long-term disability,
workers’ compensation and life and health) for reported claims and
for losses incurred but not yet reported.

The Company develops these estimates for losses incurred but not yet
reported using actuarial principles and assumptions based on historical
and projected claim incidence patterns, claim size, subrogation recoveries
and the length of time over which payments are expected to be made.
The Company consistently applies these actuarial principles and
assumptions each reporting period, with consideration given to the
variability of these factors, and recognizes the actuarial best estimate
of the ultimate liability within a level of confidence, as required by
actuarial standards of practice, which require that the liabilities be
adequate under moderately adverse conditions.

The Company’s estimate of the liability for disability claims reported
but not yet paid is primarily calculated as the present value of expected
benefit payments to be made over the estimated time period that a
policyholder remains disabled. The Company estimates the expected
time period that a policyholder may be disabled by analyzing the rate at
which an open claim is expected to close (claim resolution rate). Claim
resolution rates may vary based upon the length of time a policyholder
is disabled, the covered benefit period, cause of disability, benefit design
and the policyholder’s age, gender and income level. The Company uses
historical resolution rates combined with an analysis of current trends
and operational factors to develop current estimates of resolution rates.
The reserve for the gross monthly disability benefits due to a policyholder
is reduced (offset) by the income that the policyholder receives under
other benefit programs, such as Social Security Disability Income,
workers’ compensation, statutory disability or other group disability
benefit plans. For awards of such offsets that have not been finalized,
the Company estimates the probability and amount of the offset based
on the Company’s experience over the past three to five years.

The Company discounts certain claim liabilities related to group long-
term disability and workers’ compensation because benefit payments may
be made over extended periods. Discount rate assumptions are based
on projected investment returns for the asset portfolios that support
these liabilities and range from 3.80% to 6.25%. When estimates
change, the Company records the adjustment in benefits and expenses
in the period in which the change in estimate is identified. Discounted
liabilities associated with the long-term disability and certain workers’
compensation businesses were $3.2 billion at December 31, 2011 and
$3.1 billion at December 31, 2010.



N.  Health Care Medical Claims Payable

Medical claims payable for the Health Care segment include both
reported claims and estimates for losses incurred but not yet reported.
The Company develops estimates for Health Care medical claims
payable using actuarial principles and assumptions consistently applied
each reporting period, and recognizes the actuarial best estimate of the
ultimate liability within a level of confidence, as required by actuarial
standards of practice, which require that the liabilities be adequate
under moderately adverse conditions.

The liability is primarily calculated using “completion factors” (a measure
of the time to process claims), which are developed by comparing the
date claims were incurred, generally the date services were provided,
to the date claims were paid. The Company uses historical completion
factors combined with an analysis of current trends and operational
factors to develop current estimates of completion factors. The Company
estimates the liability for claims incurred in each month by applying
the current estimates of completion factors to the current paid claims
data. This approach implicitly assumes that historical completion rates
will be a useful indicator for the current period. It is possible that the
actual completion rates for the current period will develop differently
from historical patterns, which could have a material impact on the
Company’s medical claims payable and shareholders’ net income.

Completion factors are impacted by several key items including changes
in: 1) electronic (auto-adjudication) versus manual claim processing,
2) provider claims submission rates, 3) membership and 4) the mix of
products. As noted, the Company uses historical completion factors
combined with an analysis of current trends and operational factors
to develop current estimates of completion factors.

In addition, for the more recent months, the Company also relies on
medical cost trend analysis, which reflects expected claim payment
patterns and other relevant operational considerations. Medical cost
trend is primarily impacted by medical service utilization and unit costs,
which are affected by changes in the level and mix of medical benefits
offered, including inpatient, outpatient and pharmacy, the impact of
copays and deductibles, changes in provider practices and changes in
consumer demographics and consumption behavior.

Despite reflecting both historical and emerging trends in setting reserves,
it is possible that the actual medical trend for the current period will
develop differently from expectations, which could have a material
impact on the Company’s medical claims payable and shareholders’
net income.

For each reporting period, the Company evaluates key assumptions
by comparing the assumptions used in establishing the medical claims
payable to actual experience. When actual experience differs from the
assumptions used in establishing the liability, medical claims payable are
increased or decreased through current period shareholders’ net income.
Additionally, the Company evaluates expected future developments and
emerging trends which may impact key assumptions. The estimation
process involves considerable judgment, reflecting the variability inherent
in forecasting future claim payments. These estimates are highly sensitive
to changes in the Company’s key assumptions, specifically completion
factors, and medical cost trends.
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0. Unearned Premiums and Fees

Premiums for life, accident and health insurance are recognized as
revenue on a pro rata basis over the contract period. Fees for mortality
and contract administration of universal life products are recognized
ratably over the coverage period. The unrecognized portion of these
amounts received is recorded as unearned premiums and fees.

P Accounts Payable, Accrued Expenses
and Other Liabilities

Accounts payable, accrued expenses and other liabilities consist principally
of liabilities for pension, other postretirement and postemployment
benefits (see Note 9), self-insured exposures, management compensation
and various insurance-related items, including experience rated refunds,
the minimum medical loss ratio rebate accrual under Health Care
Reform, amounts related to reinsurance contracts and insurance-related
assessments that management can reasonably estimate. Accounts payable,
accrued expenses and other liabilities also include certain overdraft
positions and the loss position of certain derivatives, primarily for GMIB
contracts (see Note 12). Legal costs to defend the Company’s litigation
and arbitration matters are expensed when incurred in cases that the
Company cannot reasonably estimate the ultimate cost to defend. In
cases that the Company can reasonably estimate the cost to defend,
these costs are recognized when the claim is reported.

Q.  Translation of Foreign Currencies

‘The Company generally conducts its international business through foreign
operating entities that maintain assets and liabilities in local currencies,
which are generally their functional currencies. The Company uses
exchange rates as of the balance sheet date to translate assets and liabilities
into U.S. dollars. Translation gains or losses on functional currencies, net
of applicable taxes, are recorded in accumulated other comprehensive
income (loss). The Company uses average monthly 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 and expenses are recognized when incurred.
Premiums and fees include revenue from experience-rated contracts
that is based on the estimated ultimate claim, and in some cases,
administrative cost experience of the contract. For these contracts,
premium revenue includes an adjustment for experience-rated refunds
which is calculated according to contract terms and using the customer’s
experience (including estimates of incurred but not reported claims).
Beginning in 2011, premium revenue also includes an adjustment
to reflect the estimated effect of rebates due to customers under the
minimum medical loss ratio provisions of Health Care Reform.

Premiums for individual life, accident and health insurance and annuity
products, excluding universal life and investment-related products, are
recognized as revenue when due. Benefits and expenses are matched
with premiums.
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Premiums and fees received for the Company’s Medicare Advantage
Plans and Medicare Part D products from customers and the Centers
for Medicare and Medicaid Services (CMS) are recognized as revenue
ratably over the contract period. CMS provides risk adjusted premium
payments for the Medicare Advantage Plans and Medicare Part D
products, based on the demographics and health severity of enrollees.
The Company recognizes periodic changes to risk adjusted premiums
as revenue when the amounts are determinable and collection is
reasonably assured. Additionally, Medicare Part D includes payments
from CMS for risk sharing adjustments. The risk sharing adjustments,
that are estimated quarterly based on claim experience, compare actual
incurred drug benefit costs to estimated costs submitted in original
contracts and may result in more or less revenue from CMS. Final
revenue adjustments are determined through an annual settlement
with CMS that occurs after the contract year.

Revenue for investment-related products is recognized as follows:

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

* Contract fees, which are based upon related administrative expenses,
are recognized in premiums and fees as they are earned ratably over
the contract period.

Benefits and 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:

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

* Fees for mortality and surrender charges are recognized as assessed,
which is as earned.

* Administration fees are recognized as services are provided.

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

Contract fees and expenses for administrative services only programs
and pharmacy programs and services are recognized as services are
provided. Mail order pharmacy revenues and cost of goods sold are
recognized as each prescription is shipped.

S. Stock Compensation

The Company records compensation expense for stock awards and
options over their vesting periods primarily based on the estimated fair
value at the grant date. Compensation expense is recorded for stock
options over their vesting period based on fair value at the grant date
which is calculated using an option-pricing model. Compensation
expense is recorded for restricted stock grants and units over their
vesting periods based on fair value, which is equal to the market price
of the Company’s common stock on the date of grant. Compensation
expense for strategic performance shares is recorded over the performance
period. For strategic performance shares with payment dependent on
market condition, fair value is determined at the grant date using a

78 CIGNA CORPORATION - 2011 Form 10-K

Monte Carlo simulation model and not subsequently adjusted regardless
of the final outcome. For strategic performance shares with payment
dependent on performance conditions, expense is initially accrued based
on the most likely outcome, but evaluated for adjustment each period
for updates in the expected outcome. At the end of the performance
period, expense is adjusted to the actual outcome (number of shares
awarded times the share price at the grant date).

T. Participating Business

The Company’s participating life insurance policies entitle policyholders
to earn dividends that represent a portion of the earnings of the
Company’s life insurance subsidiaries. Participating insurance accounted
for approximately 1% of the Company’s total life insurance in force at
the end of 2011, 2010 and 2009.

U. Income Taxes

The Company and its domestic subsidiaries file a consolidated
United States federal income tax return. The Company’s foreign
subsidiaries file tax returns in accordance with foreign law. U.S. taxation
of these foreign subsidiaries may differ in timing and amount from
taxation under foreign laws. Reportable amounts, including credits
for foreign tax paid by these subsidiaries, are reflected in the U.S. tax
return of the afhliates’ domestic parent.

The Company recognizes deferred income taxes when the financial
statement and tax-based carrying values of assets and liabilities are
different and recognizes deferred income tax liabilities on the unremitted
earnings of foreign subsidiaries that are not permanently invested
overseas. For subsidiaries whose earnings are considered permanently
invested overseas, income taxes are accrued at the local foreign tax rate.
The Company establishes valuation allowances against deferred tax
assets if it is more likely than not that the deferred tax asset will not be
realized. The need for a valuation allowance is determined based on the
evaluation of various factors, including expectations of future earnings
and management’s judgment. Note 19 contains detailed information
about the Company’s income taxes.

The Company recognizes interim period income taxes by estimating
an annual effective tax rate and applying it to year-to-date results. The
estimated annual effective tax rate is periodically updated throughout
the year based on actual results to date and an updated projection of
full year income. Although the effective tax rate approach is generally
used for interim periods, taxes on significant, unusual and infrequent
items are recognized at the statutory tax rate entirely in the period the
amounts are realized.

V. Earnings Per Share

The Company computes basic earnings per share using the weighted-
average number of unrestricted common and deferred shares outstanding,
Diluted earnings per share also includes the dilutive effect of outstanding
employee stock options and unvested restricted stock granted after
2009 using the treasury stock method and the effect of strategic
performance shares.
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The Company may from time to time acquire or dispose of assets,
subsidiaries or lines of business. Significant transactions are described below.

A.  Acquisition of HealthSpring, Inc.

On January 31, 2012 the Company acquired all of the outstanding
shares of HealthSpring, Inc. (“HealthSpring”) for $55 per share in cash
and Cigna stock awards, representing an estimated cost of approximately
$3.8 billion. HealthSpring provides Medicare Advantage coverage in
11 states and the District of Columbia, as well as a large, narional
stand-alone Medicare prescription drug business. The Company
funded the acquisition with internal cash resources, including cash
generated from the issuance of commercial paper in 2012, as well as
$2.1 billion of additional debt and $650 million of new equity issued
during the fourth quarter of 2011 ($629 million net of underwriting
discount and fees).

B.  Acquisition of FirstAssist

In November 2011, the Company acquired FirstAssisc Group Holdings
Limited (“FirstAssist”) for approximately $115 million, using available
cash on hand. FirstAssist is based in the United Kingdom and provides
travel and protection insurance services that the Company expects will
enhance its individual business in the U.K. and around the world.

In accordance with GAAD, the total purchase price has been allocated to
the tangible and intangible net assets acquired based on management’s
preliminary estimates of their fair values and may change when appraisals
are finalized and as additional information becomes available over
the next several months. Accordingly, approximately $58 million was
allocated to intangible assets, while $56 million has been allocated to
goodwill and is reported in the International segment.

The results of FirstAssist are included in the Company’s Consolidated
Financial Statements from the date of acquisition. The pro forma effect
on total revenues and net income assuming the acquisition had occurred
as of January 1, 2010 were not material to the Company’s total revenues
and shareholders” net income for the years ended December 31, 2011
and 2010.

C. Reinsurance of Run-off Workers’
Compensation and Personal Accident

Business

On December 31, 2010, the Company essentially exited from its
workers’ compensation and personal accident reinsurance business
by purchasing retrocessional coverage from a Bermuda subsidiary of
Enstar Group Limited and transferring administration of this business
to the reinsurer. Under the reinsurance agreement, Cigna is indemnified
for liabilities with respect to its workers’ compensation and personal
accident reinsurance business to the extent that these liabilities do not
exceed 190% of the December 31, 2010 net reserves. The Company
believes that the risk of loss beyond this maximum aggregate is remote.
The reinsurance arrangement is secured by assets held in trust. Cash
consideration paid to the reinsurer was $190 million. The net effect
of this transaction was an after-tax loss of $20 million ($31 million
pre-tax), primarily reported in other operating expenses in the Run-off
Reinsurance segment.

D.  Sale of Workers’ Compensation and Case

Management Business

On December 1, 2010 the Company completed the sale of its workers’
compensation and case management business to GENEX Holdings, Inc.
The Company recognized an after-tax gain on sale of $11 million
($18 million pre-tax) which was reported in other revenues in the
Disability and Life segment. Proceeds of the sale were received in
preferred stock of GENEX Holdings, Inc., resulting in the Company
becoming a minority shareholder in GENEX Holdings, Inc. This
investment is classified in other long-term investments and accounted
for using the equity method of accounting.

E.  Acquisition of Vanbreda International

On August 31, 2010, the Company acquired 100% of the voting stock
of Vanbreda International NV (Vanbreda International), based in
Antwerp, Belgium for a cash purchase price of $412 million. Vanbreda
International specializes in providing worldwide medical insurance
and employee benefits to intergovernmental and non-governmental
organizations, including international humanitarian operations, as well
as corporate clients. Vanbreda International’s market leadership in the
intergovernmental segment complements the Company’s position in
providing global health benefits primarily to multinational companies
and organizations and their globally mobile employees in North America,
Europe, the Middle East and Asia.
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In accordance with GAAP, the total purchase price has been allocated to the tangible and intangible net assets acquired based on management’s
estimates of their fair values. Accordingly, approximately $210 million was allocated to intangible assets, primarily customer relationships. The
weighted average amortization period is 15 years. The condensed balance sheet at the acquisition date was as follows:

(In millions)

Investments $ 39
Cash and cash equivalents 73
Premiums, accounts and notes receivable ' 22
Property and equipment 1
Deferred income taxes 71)
Goodwill 229
Other assets, including other intangibles 220
Total assets acquired 513
Accounts payable, accrued expenses and other liabilities ) ) - : 101
Total liabilities acquired 101
Net assets acquired $ 412
Goodwill was allocated to the International segment. For foreign tax The results of Vanbreda International are included in the Company’s
purposes, the acquisition of Vanbreda International was treated as a Consolidated Financial Statements from the date of acquisition.
stock purchase. Accordingly, goodwill and other intangible assets will The pro forma effect on total revenues and net income assuming the
not be amortized for foreign tax purposes but may reduce the taxability acquisition had occurred as of January 1, 2009 was not material to the
of earnings repatriated to the U.S. by Vanbreda International. Company’s total revenues and shareholders’ net income for the years

ended December 31, 2010 or 2009.

NOTE 4 Earnings Per Share

Basic and diluted earnings per shate wete computed as follows:

(Dollars in millions, except per share amounts) Basic Effect of Dilution Diluted
2011

Shareholders’ income from continuing operations $ 1,327 $ - $ 1,327
Shares (in thousands):

Weighted average 270,691 - 270,691
Common stock equivalents ) 3,558 3,558
Total shares 270,691 3,558 274,249
EPS $ 4.90 $ (0.06) $ 4.84
2010

Shareholders’ income from continuing operations $ 1,345 $ - $ 1,345
Shares (in thousands):

Weighted average 272,866 - 272,866
Common stock equivalents 2,421 2,421
Total shares o 272,866 2,421 275,287
EPS $ 4.93 $ (0.04) $ 4.89
2009 '

Shareholders” income from continuing operations $ 1,301 $ - $ 1,301
Shares (in thousands): .

Weighted average 274,058 - 274,058
Common stock equivalents 1,299 1,299
Total shares 274,058 1,299 275,357
EPS $ 4.75 $ (002 $ 4.73

The following outstanding employee stock options were not included in the computation of diluted earnings per share because their effect would
have increased diluted earnings per share (antidilutive) as their exercise price was greater than the average share price of the Company’s common
stock for the period.

(In millions) 2011 2010 2009

Antidilutive options 6.3 8.8
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Medical claims payable for the Health Care segment reflects estimates of the ultimate cost of claims that have been incurred but not yet reported,
those which have been reported but not yet paid (reported claims in process) and other medical expense payable, which primarily comprises
accruals for provider incentives and other amounts payable to providers. Incurred but not yet reported comprises the majority of the reserve

balance as follows:

(In millions)

2011 2010

Incutred but not yet reported
Reported claims in process

Other medical expense payable

$ 1,067
164
15

MEDICAL CLAIMS PAYABLE

1,246

Activity in medical claims payable was as follows:

(In millions) 2010 2009
Balance at January 1, $ 921 $ 924
Less: Reinsurance and other amounts recoverable 206 211
Balance at January 1, net 715 713
Incurred claims related to:

Current year 8,663 6,970

Prior years (93) (43)
Total incurred 8,570 6,927
Paid claims related to:

Current year 7,682 6,278

Prior years 593 647
Toral paid 8,275 6,925
Balanqe at December 31, net 1,010 715
Add: Reinsurance and other amounts recoverable 236 206
Balance at December 31, $ 1,246 $ 921

Reinsurance and other amounts recoverable reflect amounts due
from reinsurers and policyholders to cover incurred but not reported
and pending claims for minimum premium products and certain
administrative services only business where the right of offset does
not exist. See Note 7 for additional information on reinsurance. For
the year ended December 31, 2011, actual experience differed from
the Company’s key assumptions resulting in favorable incurred claims
related to prior years’ medical claims payable of $126 million, or 1.5%
of the current year incurred claims as reported for the year ended
December 31, 2010. Actual completion factors resulted in a reduction
in medical claims payable of $87 million, or 1.0% of the current year
incurred claims as reported for the year ended December 31, 2010
for the insured book of business. Actual medical cost trend resulted
in a reduction in medical claims payable of $39 million, or 0.5%
of the current year incurred claims as reported for the year ended
December 31, 2010 for the insured book of business.

For the year ended December 31, 2010, actual experience differed
from the Company’s key assumptions, resulting in favorable incurred
claims related to prior years’ medical claims payable of $93 million, or
1.3% of the current year incurred claims as reported for the year ended
December 31, 2009. Actual completion factors resulted in a reduction
of the medical claims payable of $51 million, or 0.7% of the current
year incurred claims as reported for the year ended December 31, 2009
for the insured book of business. Actual medical cost trend resulted
in a reduction of the medical claims payable of $42 million, or 0.6%
of the current year incurred claims as reported for the year ended
December 31, 2009 for the insured book of business.

The corresponding impact of prior year development on shareholders
net income was $53 million for the year ended December 31, 2011
compared with $26 million for the year ended December 31, 2010.
The favorable effects of prior year development on net income in 2011
and 2010 primarily reflect low medical services utilization trend. The
change in the amount of the incurred claims related to prior years in
the medical claims payable liability does not directly correspond to
an increase or decrease in the Company’s shareholders’ net income
recognized for the following reasons:

First, the Company consistently recognizes the actuarial best estimate
of the ultimate liability within a level of confidence, as required by
actuarial standards of practice, which require that the liabilities be
adequate under moderately adverse conditions. As the Company
establishes the liability for each incurral year, the Company ensures that
its assumptions appropriately consider moderately adverse conditions.
When a portion of the development related to the prior year incurred
claims is offset by an increase determined appropriate to address
moderately adverse conditions for the current year incurred claims, the
Company does not consider that offset amount as having any impact
on shareholders’ net income.

Second, while changes in reserves for the Company’s guaranteed
cost products do directly affect shareholders’ net income, changes in
reserves for the Company’s retrospectively experience-rated business
do not always impact shareholders’ net income. For the Company’s
retrospectively experience-rated business only adjustments to medical
claims payable on accounts in deficit affect shareholders’ net income.
An increase or decrease to medical claims payable on accounts in deficit,
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in effect, accrues to the Company and directly impacts sharcholders’
net income. An account is in deficit when the accumulated medical
costs and administrative charges, including profit charges, exceed the
accumulated premium received. Adjustments to medical claims payable

on accounts in surplus accrue directly to the policyholder with no impact
on the Company’s shareholders’ net income. An account is in surplus
when the accumulated premium received exceeds the accumulated
medical costs and administrative charges, including profit charges.

NOTE 6 Guaranteed Minimum Death Benefit Contracts

The Company'’s reinsurance operations, which were discontinued in
2000 and are now an inactive business in run-off mode, reinsured a
guaranteed minimum death benefit (“GMDB”), also known as variable
annuity death benefits (“VADBe”), under certain variable annuities
issued by other insurance companies. These variable annuities are
essentially investments in mutual funds combined with a death benefit.
The Company has equity and other market exposures as a result of this
product. In periods of declining equity markets and in periods of flat
equity markets following a decline, the Company’s liabilities for these
guaranteed minimum death benefits increase. Conversely, in periods
of rising equity markets, the Company’s liabilities for these guaranteed
minimum death benefits decrease.

In 2000, the Company determined that the GMDB reinsurance
business was premium deficient because the recorded future policy
benefit reserve was less than the expected present value of future claims
and expenses less the expected present value of future premiums and
investment income using revised assumptions based on actual and
expected experience. The Company tests for premium deficiency by
reviewing its reserve each quarter using current market conditions and
its long-term assumptions. Under premium deficiency accounting,
if the recorded reserve is determined insufficient, an increase to the
reserve is reflected as a charge to current period income. Consistent with
GAAD the Company does not recognize gains on premium deficient
long duration products.

See Note 12 for further information on the Company’s dynamic
hedge programs that are used to reduce certain equity and interest
rate exposures associated with this business.

The Company had future policy benefit reserves for GMDB contracts
of $1.2 billion as of December 31, 2011, and $1.1 billion as of
December 31, 2010. The determination of liabilities for GMDB requires
the Company to make critical accounting estimates. The Company
estimates its liabilities for GMDB exposures using an internal model
run using many scenarios and based on assumptions regarding lapse,
future partial surrenders, claim mortality (deaths that result in claims),
interest rates (mean investment performance and discount rate) and
volatility. Lapse refers to the full surrender of an annuity prior to a
contractholder’s death. Future partial surrender refers to the fact that
most contractholders have the ability to withdraw substantially all of
their mutual fund investments while retaining the death benefit coverage
in effect at the time of the withdrawal. Mean investment performance
for underlying equity mutual funds refers to market rates expected
to be earned on the hedging instruments over the life of the GMDB
equity hedge program, and for underlying fixed income mutual funds
refers to the expected market return over the life of the contracts.
Market volatility refers to market fluctuation. These assumptions are
based on the Company’s experience and future expectations over the
long-term period, consistent with the long-term nature of this product.
The Company regularly evaluates these assumptions and changes its
estimates if actual experience or other evidence suggests that assumptions
should be revised. If actual experience differs from the assumptions
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(including lapse, future partial surrenders, claim mortality, interest
rates and volatility) used in estimating these liabilities, the result could
have a material adverse effect on the Company’s consolidated results
of operations, and in certain situations, could have a material adverse
effect on the Company’s financial condition.

The following provides information about the Company’s reserving
methodology and assumptions for GMDB as of December 31, 2011:

* The reserves represent estimates of the present value of net amounts
expected to be paid, less the present value of net future premiums.
Included in net amounts expected to be paid is the excess of the
guaranteed death benefits over the values of the contractholders’ accounts
(based on underlying equity and bond mutual fund investments).

» The reserves include an estimate for partial surrenders that essentially
lock in the death benefit for a particular policy based on annual election
rates that vary from 0% to 15% depending on the net amount at risk
for each policy and whether surrender charges apply.

¢ The assumed mean investment performance (“growth interest rate”)
for the underlying equity mutual funds for the portion of the liability
that is covered by the Company’s growth interest rate hedge program
is based on the market-observable LIBOR swap curve. The assumed
mean investment performance for the remainder of the undetlying
equity mutual funds considers the Company’s GMDB equity hedge
program using futures contracts, and is based on the Company’s view
that short-term interest rates will average 4.75% over future periods,
but considers that current short-term rates are less than 4.75%.
The mean investment performance assumption for the underlying
fixed income mutual funds (bonds and money market) is 5% based
on a review of historical returns. The investment performance for
underlying equity and fixed income mutual funds is reduced by fund
fees ranging from 1% to 3% across all funds.

* The volatility assumption is based on a review of historical monthly
returns for each key index (e.g. S&P 500) over a period of at least
ten years. Volatility represents the dispersion of historical returns
compared to the average historical return (standard deviation) for
cach index. The assumption is 16% to 25%, varying by equity fund
type; 4% to 10%, varying by bond fund type; and 2% for money
market funds. These volatility assumptions are used along with the
mean investment performance assumption to project future return
scenarios.

* The discount rate is 5.75%, which is determined based on the
underlying and projected yield of the portfolio of assets supporting
the GMDB liability.

* The claim mortality assumption is 65% to 89% of the 1994 Group
Annuity Mortality table, with 1% annual improvement beginning
January 1, 2000. The assumption reflects that for certain contracts,
a spousal beneficiary is allowed to elect to continue a contract by
becoming its new owner, thereby postponing the death claim rather
than receiving the death benefit currently. For certain issuers of these



contracts, the claim mortality assumption depends on age, gender,
and net amount at risk for the policy.

© The lapse rate assumption is 0% to 24%, depending on contract type,
policy duration and the ratio of the net amount at risk to account value.

During 2011, the Company completed its normal review of reserves
(including assumptions) and recorded additional other benefit expenses
of $70 million ($45 million after-tax) to strengthen GMDB reserves.
The reserve strengthening was driven primarily by:

* adverse impacts of $34 million ($22 million after-tax) due to volatile
equity market conditions. Volatility risk is not covered by the hedging
programs. Also, the equity market volatility reduced the effectiveness
of the hedging program for equity market exposures, in part because
the market does not offer futures contracts that exactly match the
diverse mix of equity fund investments held by contractholders.

* adverse interest rate impacts of $23 million ($15 million after-tax)
reflecting management’s consideration of the anticipated impact of
continuing low current short-term interest rates. This evaluation
also led management to lower the mean investment performance
assumption for equity funds from 5% to 4.75% for those funds not
subject to the growth interest rate hedge program.

-(.I" millions)
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* adverse impacts of overall market declines in the third quarter of
$13 million ($8 million after-tax), that include an increase in the
provision for expected future partial surrenders and declines in the
value of contractholders’ non-equity investments such as bond funds,
neither of which are included in the hedge programs.

During 2010, the Company performed its periodic review of assumptions
resulting in a charge of $52 million pre-tax ($34 million after-tax) to
strengthen GMDB reserves. During 2010 current short-term interest
rates had declined from the level anticipated at December 31, 2009,
leading the Company to increase reserves. This interest rate risk was
not even partially hedged at that time. The Company also updated
the lapse assumption for policies that have already taken or may take
a significant partial withdrawal, which had a lesser reserve impact.

During 2009, the Company reported a charge of $73 million pre-tax
($47 million after-tax) to strengthen GMDB reserves. The reserve
strengthening primarily reflected an increase in the provision for future
partial surrenders due to market declines, adverse volatility-related impacts
due to turbulent equity market conditions, and interest rate impacts.

Activity in future policy benefit reserves for these GMDB contracts
was as follows:

Balance at January 1,
Add: Unpaid claims
‘Less: Reintsurance and other samounts recoverable

Balance at January 1, net
Add: Incurred benefits
Less: Paid benefits

Ending balance, net
Less: Unpaid claims ’
Addi Réinsurance and other amounts récoverable’

2010 2009

$ 1285 $ 1,609
36 34

53 83

1,268 1,560

20) (122)

124 170

1,124 1,268

37 36

51 53

Balance at December 31,

$ 1,138 $ 1,285

Benefits paid and incurred are net of ceded amounts. Incurred benefits
reflect the (favorable) or unfavorable impact of a rising or falling equity
market on the liability, and include the charges discussed above. Losses
or gains have been recorded in other revenues as a result of the GMDB
equity and growth interest rate hedge programs to reduce equity market
and certain interest rate exposures.

The majority of the Company’s exposure arises under annuities that
guarantee that the benefit received at death will be no less than the highest
historical account value of the related mutual fund investments on a
contractholder’s anniversary date. Under this type of death benefit, the
Company is liable to the extent the highest historical anniversary account
value exceeds the fair value of the related mutual fund investments at
the time of a contractholder’s death. Other annuity designs that the
Company reinsured guarantee that the benefit received at death will be:

* the contractholder’s account value as of the last anniversary date
(anniversary reset); or

* no less than net deposits paid into the contract accumulated at a
specified rate or net deposits paid into the contract.
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The table below presents the account value, net amount at risk and average attained age of underlying contractholders for guarantees in the event
of death, by type of benefit as of December 31. The net amount at risk is the death benefit coverage in force or the amount that the Company
would have to pay if all contractholders died as of the specified date, and represents the excess of the guaranteed benefit amount over the fair

value of the underlying mutual fund investments.

(Dollars in millions)

Highest anniversary annuity value

Account value

Net amount at risk

Average attained age of contractholders (weighted by exposure)
Anniversary value reset ‘

Account value

Net amount at risk

Average attained age of contractholders (weighted by exposure)
Other '

Account value

Net amount at risk

Average attained age of contractholders (weighted by exposure)
Total

Account value

Net amount at risk

Average atrained age of contractholders (weighted by exposure)

Number of contractholders (approx.)

2011 2010

13,336

$ 4372

70

$ 1,39

$ 52

63

$ 1,864

$ 755

69

S BTSB S 165%
B S5%T 8 5179
A 70

... 480000 530,000

The Company has also written reinsurance contracts with issuets of variable annuity contracts that provide annuitants with certain guarantees
related to minimum income benefits. All reinsured GMIB policies also have a GMDB benefit reinsured by the Company. See Note 10 for further

information.

NOTE7 Reinsurance

‘The Company’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 is also used in acquisition
and disposition transactions where the underwriting company is not
being acquired. Reinsurance does not relieve the originating insurer of
liability. The Company regularly evaluates the financial condition of
its reinsurers and monitors its concentrations of credit risk.

Retirement benefits business

The Company had reinsurance recoverables of $1.6 billion as of
December 31, 2011, and $1.7 billion as of December 31, 2010 from
Prudential Retirement Insurance and Annuity Company resulting
from the 2004 sale of the retirement benefits business, which was
primarily in the form of a reinsurance arrangement. The reinsurance
recoverable, that is reduced as the Company’s reinsured liabilities are
paid or directly assumed by the reinsurer, is secured primarily by fixed
maturities equal to or greater than 100% of the reinsured liabilities.
These fixed maturities are held in a trust established for the benefit of
the Company. As of December 31, 2011, the fair value of trust assets
exceeded the reinsurance recoverable.

Individual life and annuity reinsurance

The Company had reinsurance recoverables of $4.2 billion as of
December 31, 2011 and $4.3 billion as of December 31, 2010 from
The Lincoln National Life Insurance Company and Lincoln Life &
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Annuity of New York resulting from the 1998 sale of the Company’s
individual life insurance and annuity business through indemnity
reinsurance arrangements. The Lincoln National Life Insurance Company
and Lincoln Life & Annuity of New York must maintain a specified
minimum credit or claims paying rating or they will be required to fully
secure the outstanding recoverable balance. As of December 31, 2011,
both companies had ratings sufficient to avoid triggering a contractual
obligation.

Other Ceded and Assumed Reinsurance

Ceded Reinsurance: Ongoing operations

The Company’s insurance subsidiaries have reinsurance recoverables
from various reinsurance arrangements in the ordinary course of business
for its Health Care, Disability and Life, and International segments
as well as the corporate-owned life insurance business. Reinsurance
recoverables of $277 million as of December 31, 2011 are expected
to be collected from more than 70 reinsurers. The highest balance that
a single reinsurer carried as of December 31, 2011 was $57 million.
No other single reinsurer’s balance amounted to more than 12% of
the total recoverable for ongoing operations.

The Company reviews its reinsurance arrangements and establishes
reserves against the recoverables in the event that recovery is not
considered probable. As of December 31, 2011, the Company’s
recoverables related to these segments were net of a reserve of $4 million.



Assumed and Ceded reinsurance: Run-off Reinsurance
segment

The Company’s Run-off Reinsurance operations assumed risks related
to GMDB contracts, GMIB contracts, workers' compensation, and
personal accident business. The Run-off Reinsurance operations also
purchased retrocessional coverage to reduce the risk of loss on these
contracts. In December 2010, the Company entered into reinsurance
arrangements to transfer the remaining liabilities and administration
of the workers’ compensation and personal accident businesses to a
subsidiary of Enstar Group Limited. Under this arrangement, the new
reinsurer also assumes the future risk of collection from prior reinsurers.
See Note 3 for further details regarding this arrangement.

Liabilities related to GMDB, workers’ compensation and personal
accident are included in future policy benefits and unpaid claims.
Because the GMIB contracts are treated as derivatives under GAAP,
the asset related to GMIB is recorded in the Other assets, including
other intangibles caption and the liability related to GMIB is recorded
in Accounts payable, accrued expenses, and other liabilities on the
Company’s Consolidated Balance Sheets (see Notes 10 and 23 for
additional discussion of the GMIB assets and liabilities).

The reinsurance recoverables for GMDB, workers’ compensation,
and personal accident total $252 million as of December 31, 2011.
Of this amount, approximately 93% are secured by assets in trust or
letters of credit.

The Company reviews its reinsurance arrangements and establishes
reserves against the recoverables in the event that recovery is not
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considered probable. As of December 31, 2011, the Company’s
recoverables related to this segment were net of a reserve of $1 million.

The Company’s payment obligations for underlying reinsurance
exposures assumed by the Company under these contracts are based on
the ceding companies’ claim payments. For GMDB, claim payments
vary because of changes in equity markets and interest rates, as well as
mortality and contractholder behavior. Any of these claim payments
can extend many years into the future, and the amount of the ceding
companies’ ultimate claims, and therefore, the amount of the Company’s
ultimate payment obligations and corresponding ultimate collection
from retrocessionaires, may not be known with certainty for some time.

Summary

The Company’s reserves for underlying reinsurance exposures assumed
by the Company, as well as for amounts recoverable from reinsurers/
retrocessionaires for both ongoing operations and the run-off reinsurance
operation, are considered appropriate as of December 31, 2011, based
on current information. However, it is possible that future developments
could have a material adverse effect on the Company’s consolidated results
of operations and, in certain situations, such as if actual experience differs
from the assumptions used in estimating reserves for GMDB, could
have a material adverse effect on the Company’s financial condition. The
Company bears the risk of loss if its retrocessionaires do not meet or
are unable to meet their reinsurance obligations to the Company.

In the Company’s Consolidated Income Statements, Premiums and fees
were presented net of ceded premiums, and Total benefits and expenses
were presented net of reinsurance recoveries, in the following amounts:

(In millions) 2011 2010 2009
Premiums and Fees
Short-duration contracts:
Direct : 8 16611 $ 13,886
Assumed 496 1,076
Ceded (187) (192)
16,920 14,770
Lofig-duration contracts: : g
Direct 1,687 1,499
Assumed 36 33
Ceded: )
Individual life insurance and annuity business sold .~ (195) 209
Other (55) (52)
. 1,473 1,271
TOTAL _ $ 18,393 $ 16,041
Individual life insurance and annuity business sold $ 321 $ 322
Other ' i il 156 178
TOTAL $ 477 $ 500

The decrease in assumed premiums in 2011 as compared to 2010
primarily reflects the effect of the Company’s exit from a large, low-
margin assumed government life insurance program. The decrease in
assumed premiums in 2010 as compared to 2009 primarily reflects
the effect of the Company’s exit from two large, non-strategic assumed
government life insurance programs as well as the transfer of policies

assumed in the acquisition of Great-West Healthcare directly to one of
the Company’s insurance subsidiaries in 2010. The effects of reinsurance
on written premiums and fees for short-duration contracts were not
materially different from the recognized premium and fee amounts
shown in the table above.
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NOTE 8 Goodwill, Other Intangibles, and Property and Equipment

Goodwill primarily relates to the Health Care segment ($2.9 billion) acquisition of FirstAssist. The fair values of the Company’s Health Care
and, to a lesser extent, the International segment ($290 million) and segment and International’s reporting unit are substantially in excess of
increased by $45 million during 2011 primarily as a result of the their carrying values therefore the risk for future impairment is unlikely.

Other intangible assets were comprised of the following at December 31:

Weighted
Average
Accumulated Net Carrying  Amortization
(Dollars in millions) Cost Amortization Value  Period (Years

2011

Customer relationships

Other

Tortal reported in other assets, including other intangibles

Internal-use software reported in property and equipment:.
TOTAL OTHER INTANGIBLE ASSETS

2010 ‘

Customer relationships $ 587 $ 277 $ 310 12
Other ' ‘ . 70 22 48 14
Total reported in other assets, including other intangibles 657 299 358

Tnternal-use software reported in property and equipment’ " L BT9 875 504> 5
TOTAL OTHER INTANGIBLE ASSETS $ 2,036 $ 1,174 $ 862

The increase in intangible assets in 2011 primarily relates to the acquisition of FirstAssist.

Property and equipment was comprised of the following as of December 31:

Accumulated Net Carrying
(Dollars in millions) Cost Amortization Value

2011

Internal-use software

Other property and equipment
TOTAL PROPERTY AND EQUIPMENT

2010 .

Internal-use software $ 1,379 $ 875 $ 504
Other property and equipment : 1,190 782 408
TOTAL PROPERTY AND EQUIPMENT $ 2,569 $ 1,657 $ 912

Depreciation and amortization was comprised of the following for the years ended December 31:

(Dollars in millions) 2011 2010 2009
Internal-use software : 161 § 0147
Other property and equipment 99 91
Depreciation and amortization of propetty and equipment. 260 238
Other intangibles 32 30

TOTAL DEPRECIATION AND AMORTIZATION 292" % 268

it

The Company estimates annual pre-tax amortization for intangible assets, including internal-use software, over the next five calendar years to be
as follows: $231 million in 2012, $186 million in 2013, $139 million in 2014, $83 million in 2015, and $68 million in 2016.
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NOTE 9 Pension and Other Postretirement Benefit Plans

A. Pension and Other Postretirement Benefit
Plans

The Company and certain of its subsidiaries provide pension, health
care and life insurance defined benefits to eligible retired employees,
spouses and other eligible dependents through various domestic and
foreign plans. The effect of its foreign pension and other postretirement
benefit plans is immaterial to the Company’s results of operations,
liquidity and financial position. Effective July 1, 2009, the Company
froze its primary domestic defined benefit pension plans. A curtailment

(In millions)

of benefits occurred as a result of this action since it eliminated the
accrual of benefits for the future service of active employees enrolied in
these domestic pension plans. Accordingly, the Company recognized a
pre-tax curtailment gain of $46 million ($30 million after-tax) in 2009.

The Company measures the assets and liabilities of its domestic pension
and other postretirement benefit plans as of December 31. The following
table summarizes the projected benefit obligations and assets related
to the Company’s domestic and international pension and other
postretirement benefit plans as of, and for the year ended, December 31:

Other Postretirement Benefits

Pension Benefits

Change in benefit obligation
Benefit obligation, January 1
Service cost

Interest cost

Loss from past experience
Benefits paid from plan assets
Benefits paid - other

Benefit obligation, December 31

Change in plan assets

Fair value of plan assets, January 1
Actual return on plan assets
Benefits paid

Conrributions

Fair value of plan assets, December 31

Funded Status

2011 2011 2010

The postretirement benefits liability adjustment included in accumulated other comprehensive loss consisted of the following as of December 31:

(In millions)

Pension Benefits Other Postretirement Benefits

Unrecognized net gain (loss)

Unrecognized prior service cost

POSTRETIREMENT BENEFITS LIABILITY ADJUSTMENT

2011 2010 2011 2010
)8 (1,805) (30
G

During 2011, the Company’s postretirement benefits liability adjustment increased by $558 million pre-tax ($360 million after-tax) resulting in
a decrease to shareholders’ equity. The increase in the liability was primarily due to a decrease in the discount rate and actual investment returns

significantly less than expected in 2011.

Pension benefits

‘The Company's pension plans were underfunded by $1.8 billion in
2011 and $1.5 billion in 2010 and had related accumulated benefit
obligations of $5.1 billion as of December 31, 2011 and $4.7 billion
as of December 31, 2010.

The Company funds its qualified pension plans at least at the minimum
amount required by the Employee Retirement Income Security Act of
1974 and the Pension Protection Act of 2006. For 2012, the Company
expects to make minimum required and voluntary contributions totaling
approximately $250 million. Future years” contributions will ultimately
be based on a wide range of factors including but not limited to asset
returns, discount rates, and funding targets.
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Components of net pension cost for the years ended December 31 were as follows:

(In millions) 2010 2009
Service cost $ 2 $ 43
Interest cost 240 250
Expected long-term return on plan assets (253) (239)
Amortization of: »

Net loss from past experience 28 34-

Prior service cost - 4
Curtailment - (46)
NET PENSION COST $ 17 $ 38

The Company expects to recognize pre-tax losses of $59 million in
2012 from amortization of past experience. This estimate is based on a
weighted average amortization period for the frozen and inactive plans
of approximately 29 years, as this period is now based on the average
expected remaining life of plan participants.

Other postretirement benefits

Unfunded retiree health benefit plans had accumulated benefit
obligations of $302 million at December 31, 2011, and $296 million
at December 31, 2010. Retiree life insurance plans had accumulated
benefit obligations of $150 million as of December 31, 2011 and
$148 million as of December 31, 2010.

Components of net other postretirement benefit cost for the years
ended December 31 were as follows:

(In millions) 2010 2009
Service cost $ 1 §
Interest cost 22 24
Expected long-term retutn on plan assets ¢ 8] T
Amortization of:

Ner gain from past experience e 5)

Prior service cost (18) (18)
NET OTHER POSTRETIREMENT BENEFIT COST $ 4 $ T

The Company expects to recognize in 2012 pre-tax gains of $12 million
related to amortization of prior service cost and no pre-tax losses from
amortization of past experience. The original amortization period is based
on an average remaining service period of active employees associated
with the other postretirement benefit plans of approximately 9 years.
The weighted average remaining amortization period for prior service
cost is approximately 2.5 years.

The estimated rate of future increases in the per capita cost of health
care benefits is 8% in 2012, decreasing by 0.5% per year to 5% in
2018 and beyond. This estimate reflects the Company’s curtent 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
have changed 2011 reported amounts as follows:

(In millions) Increase Decrease
Effect on rotal service and interest cost 8 1 $ ¢
Effect on postretirement benefit obligation $ 13 $ (11)

Plan assets

The Company’s current target investment allocation percentages (37%
equity securities, 30% fixed income, 15% securities partnerships, 10%
hedge funds and 8% real estate) are developed by management as
guidelines, although the fair values of each asset category are expected
to vary as a result of changes in market conditions. The pension plan
asset portfolio has been most heavily weighted towards equity securities,
consisting of domestic and international investments, in an effort to
earn a higher rate of return on pension plan investments over the long-
term payout period of the pension benefit obligations. During 2011,
the Company modified its target investment allocations, reducing the
target allocation to equity securities and increasing allocations to fixed
income and other alternative investments, including hedge funds. The
further diversification of the pension plan assets from equity securities
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into other investments is intended to mitigate the volatility in returns,
while also providing adequate liquidity to fund benefit distributions.

As of December 31, 2011, pension plan assets included $3.0 billion
invested in the separate accounts of Connecticut General Life Insurance
Company (“CGLIC”) and Life Insurance Company of North America,
which are subsidiaries of the Company, as well as an additional
$0.4 billion invested directly in funds offered by the buyer of the

retirement benefits business.

The fair values of plan assets by category and by the fair value hierarchy
as defined by GAAP are as follows. See Note 10 for a description of
how fair value is determined, including the level within the fair value
hierarchy and the procedures the Company uses to validate fair value
measurements.



December 31, 2011
(In millions)

Plan assets at fair value:

Fixed maturities:
Federal government and agency
Corporate
Mortgage and other asset-backed

Fund investments and pooled separate accounts ")

TOTAL FIXED MATURITIES

Equity securities:
Domestic

International, including funds and pooled separate accounts

TOTAL EQUITY SECURITIES
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Quoted Prices in Significant

Active Markets for  Significant Other Unobservable

Identical Assets Observable Inputs Inputs
(Level 1) (Level 2) Total

(kyel 3)

Real estate and mortgage loans, including pooled separate accounts
Securities partnerships

Hedge funds

Guaranteed deposit account contract

Cash equivalents

TOTAL PLAN ASSETS AT FAIR VALUE

(1) A pooled separate account has several participating benefit plans and each owns a share of the total pool of investments.

Quoted Prices in Significant
Active Markets for  Significant Other Unobservable
December 31, 2010 Identical Assets Observable Inputs Inputs
(In millions) (Level 1) (Level 2) (Level 3) Total
Plan assets at fair value: e
Fixed maturities:
Federal government and agency = $ - $ 8 $ - $ 8
Corporate - 158 24 182
Mortgage and other asset-backed - 4 - 4
Fund investments and pooled separate accounts ) - 372 2 374
TOTAL FIXED MATURITIES - 542 26 568
Equity securities:
Domestic 1,445 - 20 1,465
International, including funds and pooled separate accounts ¥ 208 218 - 426
TOTAL EQUITY SECURITIES 1,653 218 20 1,891
Real estate and mortgage loans, including pooled separate accounts - - 240 240
Securities partnerships - - 347 347
Guaranteed deposit account contract - - 24 24
Cash equivalents - 93 - 93
TOTAL PLAN ASSETS AT FAIR VALUE $ 1,653 $ 853 $ 657 $ 3,163

(1) A pooled separate account has several participating benefit plans and each owns a share of the rotal pool of investments.

Plan assets in Level 1 include exchange-listed equity securities. Level 2
assets primarily include:

« fixed income and international equity funds priced using their daily
net asset value which is the exit price; and

* fixed maturities valued using recent trades of similar securities or
pricing models as described below.

Because many fixed maturities do not trade daily, fair values are often
derived using recent trades of securities with similar features and
characteristics. When recent trades are not available, pricing models

are used to determine these prices. These models calculate fair values
by discounting future cash flows at estimated market interest rates.
Such market rates are derived by calculating the appropriate spreads
over comparable U.S. Treasury securities, based on the credit quality,
industry and structure of the asset.

Plan assets classified in Level 3 include securities partnerships, equity
real estate and hedge funds generally valued based on the pension plan’s
ownership share of the equity of the investee including changes in the
fair values of its underlying investments.
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The following table summarizes the changes in pension plan assets classified in Level 3 for the years ended December 31, 2011 and December 31, 2010.
Actual return on plan assets in this table may include changes in fair value that are attributable to both observable and unobservable inputs.

Fixed Guaranteed

Maturities Real Estate Deposit

& Equity & Mortgage Securities Account
(In millions) Securities Loans Partnerships _Hedge Funds Contract Total
Balance at January 1, 2011 $ 46 - § 240 - $ 347 $ - $ 2% % 657

Actual return on plan assets:
Assets still held at the reporting date 1 44 66 (2) 3 112
Assets sold during the period 18 - - - - 18
T_b_MLACTUAL RETURN ON PLAN ASSETS - 19 44 : 66 2) . -3 ; 130
Purchases, sales, settlements, net (33) 21 (99) 150 12 51
Transfers into/out of Level 3 (6) 2) - - - _(8)
Balance at December 31, 2011 $ 26 $ 303  $ 314 $ 148 $ 39 % 830
Fixed

Maturities & Real Estate & Securities Guaranteed Deposit
(In millions) Equity Securities _Mortgage Loans Partnerships  Account Contract Total
Balance at January 1, 2010 $ 167 $ 160 $ 257 $ 29 $ 613

Actual return on plan assets:

Assets still held at the reporting date (15) 16 53 ' 2 56
Assets sold during the period 14 - - - 14
Total actual return on plan assets €} 16 53 2 70
Purchases, sales, settlements, net (119) 64 37 (7) (25)
Transfers into/out of Level 3 §3) - - - (D)
Balance at December 31, 2010 $ 46 $ 240 $ 347 $ 24 $ 657

The assets related to other postretirement benefit plans are invested in
deposit funds with interest credited based on fixed income investments
in the general account of CGLIC. As there are significant unobservable
inputs used in determining the fair value of these assets, they are
classified as Level 3. During 2011, these assets earned a return of
$1 million, offset by a net withdrawal from the fund of $2 million,
while during 2010, they earned a return of $1 million, offset by a net
withdrawal of $2 million.

Assumptions for pension and other postretirement
benefit plans

Management determined the present value of the projected benefit
obligation and the accumulated other postretirement benefit obligation
and related benefit costs based on the following weighted average
assumptions as of and for the years ended December 31:

Discount rate:
Pension benefit obligation
Other postretirement benefit obligation
Pension benefit cost
- Other postretirement benefit cost
Expected long-term return on plan assets:
Pension benefit cost
Other postretirement benefit cost
Expected rate of compensation increase:
Other postretirement benefit obligation

Otheér postretirement benefit cost

Discount rates are set by applying actual annualized yields at various
durations from the Citigroup Pension Liability curve, without adjustment,
to the expected cash flows of the postretirement benefits liabilities. The
Company believes that the Citigroup Pension Liability curve is the most
representative curve to use because it is derived from a broad array of
bonds in various industries throughout the domestic market for high
quality bonds. Further, Citigroup monitors the bond portfolio to ensure
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that only high quality issues are included. Accordingly, the Company
does not believe that any adjustment is required to the Citigroup curve.

Expected long-term rates of return on plan assets were developed
considering actual long-term historical returns, expected long-term
market conditions, plan asset mix and management’s investment
strategy, which includes a significant allocation to domestic and foreign



equity securities as well as real estate, securities partnerships and hedge
funds. Expected long-term market conditions take into consideration
certain key macroeconomic trends including expected domestic and
foreign GDP growth, employment levels and inflation. Based on the
Company’s current outlook, the expected return assumption is considered
reasonable. The actual investment allocation at December 31, 2011
is more heavily weighted towards equity securities than targeted. The
Company expects the allocation of equity securities to move closer
to target during 2012 as additional attractive alternative investments
(securities partnerships and hedge funds) can be identified.

Benefit payments
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To measure pension costs, the Company uses a market-related asset
valuation for domestic pension plan assets invested in non-fixed income
investments. The market-related value of these pension assets recognizes
the difference between actual and expected long-term returns in the
portfolio over 5 years, a method that reduces the short-term impact
of market fluctuations on pension cost. At December 31, 2011, the
market-related asset value was approximately $3.4 billion compared
with a market value of approximately $3.3 billion.

The following benefit payments, including expected future services, are expected to be paid in:

Other Postretirement Benefits

Net of Medicare
(In millions) Pension Benefits Gross Part D Subsidy
2012 $ 516 $ 43 $ 39
2013 $ 338 $ 41 $ 39
2014 $ 340 $ 40 $ 38
2015 $ 327 $ 39 $ 38
2016 $ 323 $ 38 $ 37
2017-2021 $ 1,577 $ 169 $ 162

B. 401(k) Plans

The Company sponsors a 401(k) plan in which the Company matches
a portion of employees’ pre-tax contributions. Another 401(k) plan
with an employer match was frozen in 1999. Participants in the active
plan may invest in various funds that invest in the Company’s common
stock, several diversified stock funds, a bond fund or a fixed-income
fund. In conjunction with the action to freeze the domestic defined

NOTE 10 Fair Value Measurements

benefit pension plans, effective January 1, 2010, the Company increased
its matching contributions to 401(k) plan participants.

The Company may elect to increase its matching contributions if the
Company’s annual performance meets certain targets. A substantial
amount of the Company’s matching contributions are invested in the
Company’s common stock. The Company’s expense for these plans was
$72 million for 2011, $69 million for 2010 and $36 million for 2009.

The Company carries certain financial instruments at fair value in
the financial statements including fixed maturities, equity securities,
short-term investments and derivatives. Other financial instruments are
measured at fair value under certain conditions, such as when impaired.

Fair value is defined as the price at which an asset could be exchanged
in an orderly transaction between market participants at the balance
sheet date. A liability’s fair value is defined as the amount that would
be paid to transfer the liability to a market participant, not the amount
that would be paid to settle the liability with the creditor.

Fair values are based on quoted market prices when available. When
market prices are not available, fair value is generally estimated using
discounted cash flow analyses, incorporating current market inputs
for similar financial instruments with comparable terms and credit
quality. In instances where there is little or no market activity for
the same or similar instruments, the Company estimates fair value
using methods, models and assumptions that the Company believes
a hypothetical market participant would use to determine a current
transaction price. These valuation techniques involve some level of
estimation and judgment by the Company which becomes significant
with increasingly complex instruments or pricing models.

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

The prices the Company uses to value its investment assets are
representative of prices that would be received to sell the assets at the
measurement date (exit prices) and are classified appropriately in the
fair value hierarchy. The Company performs ongoing analyses of prices
used to value invested assets to determine that they represent appropriate
estimates of fair value. This process involves quantitative and qualitative
analysis that is overseen by the Company’s investment professionals,
including reviews of pricing methodologies, judgments of valuation
inputs, and assessments of the significance of any unobservable inputs,
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pricing statistics and trends. These reviews are also designed to ensure
prices do not become stale, have reasonable explanations as to why
they have changed from prior valuations, or require additional review
of other anomalies. The Company also performs sample testing of sales
values to confirm the accuracy of prior fair value estimates. Exceptions
identified during these processes indicate that adjustments to prices
are infrequent and result in immaterial adjustments to valuations.

December 31, 2011
(In millions)

Financial assets at fair value:

Fixed maturities:
Federal government and agency
State and local government
Foreign government
Corporate
Federal agency mortgage-backed
Other mortgage-backed
Other asset-backed

‘Total fixed maturities "

Equity securities

Subtotal
Short-term investments
GMIB assets @
Other derivative assets &

TOTAL FINANCIAL ASSETS AT FAIR VALUE, EXCLUDING
SEPARATE ACCOUNTS

Financial liabilities at fair value:
GMIB liabilities
QOther derivative liabilities @

TOTAL FINANCIAL LIABILITIES AT FAIR VALUE

Financial Assets and Financial Liabilities Carried
at Fair Value

‘The following tables provide information as of December 31, 2011 and
December 31, 2010 about the Company’s financial assets and liabilities
carried at fair value. Similar disclosures for separate account assets, which
are also recorded at fair value on the Company’s Consolidated Balance
Sheets, are provided separately as gains and losses related to these assets
generally accrue directly to policyholders. In addition, Note 9 contains
similar disclosures for the Company’s pension plan assets.

Quoted Prices in Significant

Active Markets for  Significant Other Unobservable

Identical Assets Observable Inputs Inputs
(Level 1) (Level 2) (Level 3) Total

(1) Fixed maturities include $826 million of net appreciation required to adjust future palzzy bmqﬁt; ﬁzr the rzm-oﬁr :ettlement annuity bu;mm mc/udmg $115 million of appreciation

for securities classified in Level 3.

(2) The GMIB assets represent retrocessional contracts in place from two external reinsurers which cover 55% of the exposures on these contracts.

(3) Other derivative assets include $10 million of interest rate and foreign currency swaps qualifying as cash flow hedges and 335 million of interest rate swaps not designated as accounting
hedges. Other derivative liabilities reflect foreign currency and interest rate swaps qualifying as cash flow hedges. See Note 12 for additional information.
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Quoted Prices in Significant
Active Markets for  Significant Other Unobservable
December 31, 2010 Identical Assets Observable Inputs Inputs
(In millions) (Level 1) (Level 2) (Level 3) Total
Financial assets at fair value: Sen
Fixed maturities:
Federal government and agency $000133 $ 550 $ 4 $ 687
State and local government - 2,467 - 2,467
Foreign government '- 1,137 17 1,154
Corporate - 9,080 364 9,444
Federal agency mortgage-backed - 10 - 10
Other mortgage-backed - 85 3 88
Other asset-backed - 348 511 859
Total fixed maturiries ! 133 13,677 899 14,709
Equity securities 6 87 34 127
Subtotal 139 13,764 933 14,836
Short-term investments - 174 - ' 174
GMIB assets @ - - 480 480
Other derivative assets & - 19 - 19
TOTAL FINANCIAL ASSETS AT FAIR VALUE, EXCLUDING
SEPARATE ACCOUNTS $ 139 $ 13,957 $ 1,413 $ 15,509
Financial liabilities at fair value:
GMIB liabilities $ - $ - $ 903 $ 903
Other derivative liabilities @ ) - 32 - 32
TOTAL FINANCIAL LIABILITIES AT FAIR VALUE $ - $ 32 $ 903 $ 935

(1) Fixed maturities include $443 million of net appreciation required to adjust future policy benefits for the run-off settlement annuity business including 374 million of appreciation

Jor securities classified in Level 3.

(2) The GMIB assets represent retrocessional contracts in place from two external reinsurers which cover 55% of the exposures on these contracts.

(3) Other derivative assets include 316 million of interest rate and foreign currency swaps qualifying as cash flow hedges and $3 million of interest rate swaps not designated as accounting
hedges. Other derivative liabilities reflect foreign currency and interest rate swaps qualifying as cash flow hedges. See Note 12 for additional information.

Level 1 Financial Assets

Inputs for instruments classified in Level 1 include unadjusted quoted
prices for identical assets in active markets accessible at the measurement
date. Active markets provide pricing data for trades occurring at least
weekly and include exchanges and dealer markets.

Assets in Level 1 include actively-traded U.S. government bonds and
exchange-listed equity securities. Given the narrow definition of Level 1
and the Company’s investment asset strategy to maximize investment
returns, a relatively small portion of the Company’s investment assets
are classified in this category.

Level 2 Financial Assets and Financial Liabilities

Inputs for instruments classified in Level 2 include quoted prices
for similar assets or liabilities in active markets, quoted prices from
those willing to trade in markets that are not active, or other inputs
that are market observable or can be corroborated by market data
for the term of the inscrument. Such other inputs include market
interest rates and volatilities, spreads and yield curves. An instrument
is classified in Level 2 if the Company determines that unobservable
inputs are insignificant.

Fixed maturities and equity securities. Approximately 93% of the
Company’s investments in fixed maturities and equity securities are
classified in Level 2 including most public and private corporate debt and
equity securities, federal agency and municipal bonds, non-government

asset and mortgage-backed securities and preferred stocks. Because many
fixed maturities and preferred stocks do not trade daily, fair values are
often derived using recent trades of securities with similar features and
characteristics. When recent trades are not available, pricing models
are used to determine these prices. These models calculate fair values
by discounting furure cash flows at estimated market interest rates.
Such market rates are derived by calculating the appropriate spreads
over comparable U.S. Treasury securities, based on the credit quality,
industry and structure of the asset. Typical inputs and assumptions
to pricing models include, but are pot limited to, a combination of
benchmark yields, reported trades, issuer spreads, liquidity, benchmark
securities, bids, offers, reference data, and industry and economic events.
For mortgage-backed securities, inputs and assumptions may also
include characteristics of the issuer, collateral attributes, prepayment
speeds and credit rating,

Nearly all of these instruments are valued using recent trades or pricing
models. Less than 1% of the fair value of investments classified in
Level 2 represents foreign bonds that are valued, consistent with local
market practice, using a single unadjusted market-observable input
derived by averaging multiple broker-dealer quotes.

Short-term investments are carried at fair value, which approximates
cost. On a regular basis the Company compares market prices for these
securities to recorded amounts to validate that current carrying amounts
approximate exit prices. The short-term nature of the investments and
cotroboration of the reported amounts over the holding period support
their classification in Level 2.
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Other derivatives classified in Level 2 represent over-the-counter
instruments such as interest rate and foreign currency swap contracts.
Fair values for these instruments are determined using market observable
inputs including forward currency and interest rate curves and
widely published market observable indices. Credit risk related to the
counterparty and the Company is considered when estimating the fair
values of these derivatives. However, the Company is largely protected
by collateral arrangements with counterparties, and determined that
no adjustment for credit risk was required as of December 31, 2011
or December 31, 2010. The nature and use of these other derivatives
are described in Note 12.

(In millions)

Level 3 Financial Assets and Financial Liabilities

Certain inputs for instruments classified in Level 3 are unobservable
(supported by little or no market activity) and significant to their
resulting fair value measurement. Unobservable inputs reflect the
Company’s best estimate of what hypothetical market participants
would use to determine a transaction price for the asset or liability at
the reporting date.

'The Company classifies certain newly-issued, privately-placed, complex
or illiquid securities, as well as assets and liabilities relating to GMIB,
in Level 3.

Fixed maturities and equity securities. Approximately 6% of fixed
maturities and equity securities are priced using significant unobservable
inputs and classified in this category, including:

December 31, 2011 December 31, 2010

Other asset and mortgage-backed secutities - valued using pricing models
Corporate and government bonds - valued using pricing models
Corporate bonds - valued at transaction price

Equity securities - valued at transaction price

TOTAL

Fair values of mortgage and asset-backed securities and corporate bonds
are determined using pricing models that incorporate the specific
characreristics of each asset and related assumptions including the
investment type and structure, credit quality, industry and maturity
date in comparison to current market indices, spreads and liquidity
of assets with similar characteristics. For mortgage and asset-backed
securities, inputs and assumptions to pricing may also include collateral
atcributes and prepayment speeds. Recent trades in the subject security
or similar securities are assessed when available, and the Company
may also review published research, as well as the issuer’s financial
statements, in its evaluation. Certain subordinated corporate bonds
and private equity investments are valued at transaction price in the
absence of market data indicating a change in the estimated fair values.

Guaranteed minimum income benefit contracts. Because cash flows
of the GMIB liabilities and assets are affected by equity markets and
interest rates but are without significant life insurance risk and are
settled in lump sum payments, the Company reports these liabilities
and assets as derivatives at fair value. The Company estimates the fair
value of the assets and liabilities for GMIB contracts using assumptions
regarding capital markets (including market returns, interest rates and
market volatilities of the underlying equity and bond mutual fund
investments), future annuitant behavior (including mortality, lapse,
and annuity election rates), and non-performance risk, as well as risk
and profit charges. As certain assumptions used to estimate fair values
for these contracts are largely unobservable (primarily related to future
annuitant behavior), the Company classifies GMIB assets and liabilities
in Level 3. The Company considered the following in determining the
view of a hypothetical market participant:

* that the most likely transfer of these assets and liabilities would
be through a reinsurance transaction with an independent insurer
having a market capitalization and credit rating similar to that of
the Company; and

o that because this block of contracts is in run-off mode, an insurer
looking to acquire these contracts would have similar existing contracts
with related administrative and risk management capabilities.
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These GMIB assets and liabilities are calculated with a complex internal
model using many scenarios to determine the fair value of net amounts
estimated to be paid, less the fair value of net future premiums estimated
to be received, adjusted for risk and profit charges that the Company
anticipates a hypothetical market participant would require to assume
this business. Net amounts estimated to be paid represent the excess
of the anticipated value of the income benefits over the values of the
annuitants’ accounts at the time of annuitization. Generally, market
return, interest rate and volatility assumptions are based on market
observable information. Assumptions related to future annuitant behavior
reflect the Company’s belief that a hypothetical marker participant would
consider the actual and expected experience of the Company as well as
other relevant and available industry resources in setting policyholder
behavior assumptions. The significant assumptions used to value the
GMIB assets and liabilities as of December 31, 2011 were as follows:

* The market return and discount rate assumptions are based on the
market-observable LIBOR swap curve.

* The projected interest rate used to calculate the reinsured income
benefits is indexed to the 7-year Treasury Rate at the time of
annuitization (claim interest rate) based on contractual terms. That
rate was 1.35% at December 31, 2011 and must be projected for
future time periods. These projected rates vary by economic scenario
and are determined by an interest rate model using current interest
rate curves and the prices of instruments available in the market
including various interest rate caps and zero-coupon bonds. For a
subset of the business, there is a contractually guaranteed floor of
3% for the claim interest rate.

* The market volatility assumptions for annuitants’ underlying mutual
fund investments that are modeled based on the S&P 500, Russell
2000 and NASDAQ Composite are based on the market-implied
volatility for these indices for three to seven years grading to historical
volatility levels thereafter. For the remaining 52% of underlying mutual
fund investments modeled based on other indices (with insufficient
market-observable data), volatility is based on the average historical
level for each index over the past 10 years. Using this approach,



volatility ranges from 16% to 36% for equity funds, 4% to 12% for
bond funds, and 1% to 2% for money market funds.

The mortality assumption is 70% of the 1994 Group Annuity Mortality
table, with 1% annual improvement beginning January 1, 2000.

The annual lapse rate assumption reflects experience that differs by
the company issuing the underlying variable annuity contracts, ranges
from 1% to 12% at December 31, 2011, and depends on the time
since contract issue and the relative value of the guarantee.

The annual annuity election rate assumption reflects experience
that differs by the company issuing the underlying variable annuity
contracts and depends on the annuitant’s age, the relative value
of the guarantee and whether a contractholder has had a previous
opportunity to elect the benefit. Immediately after the expiration
of the waiting period, the assumed probability that an individual
will annuitize their variable annuity contract is up to 80%. For the
second and subsequent annual opportunities to elect the benefit,
the assumed probability of election is up to 35%. Actual data is still
emerging for the Company as well as the industry and the estimates
are based on this limited data.

The nonperformance risk adjustment is incorporated by adding an
additional spread to the discount rate in the calculation of both (1)
the GMIB liability to reflect a hypothetical market participant’s
view of the risk of the Company not fulfilling its GMIB obligations,
and (2) the GMIB asset to reflect a hypothetical market participant’s
view of the reinsurers’ credit risk, after considering collateral. The
estimated market-implied spread is company-specific for each party
involved to the extent that company-specific market data is available
and is based on industry averages for similarly-rated companies when
company-specific data is not available. The spread is impacted by
the credit default swap spreads of the specific parent companies,
adjusted to reflect subsidiaries’ credit ratings relative to their parent
company and any available collateral. The additional spread over
LIBOR incorporated into the discount rate ranged from 20 to 160

(In millions)

Balance at January 1, 2011

Gains (losses) included in income:
GMIB fair value gain/(loss)
Other

Total gains (losses) included in shareholders’ net income

Gains included in other comprehensive income
Gains required to adjust future policy benefits for settlement annuities
Purchascs, issuances, Settlements:

Purchases

Sales

Settlements

Total purchases, sales and seutlements

Transfers into/(out of) Level 3:
Transfers into Level 3

Transfers out of Level 3

Total transfers into/(out of ) Level 3

Balance at December 31, 2011

Total gains (losses) included in shareholders’ net income attributable
to instruments held at the reporting date

(1) Amounts do not accrue to sharebolders.

PART II
ITEM 8 Financial Statements and Supplementary Data

basis points for the GMIB liability and from 50 to 125 basis points
for the GMIB reinsurance asset for that portion of the interest rate
curve most relevant to these policies.

* The risk and profit charge assumption is based on the Company’s
estimate of the capital and return on capital that would be required
by a hypothetical market participant.

The Company regularly evaluates each of the assumptions used in
establishing these assets and liabilities by considering how a hypothetical
market participant would set assumptions at each valuation date. Capital
markets assumptions are expected to change at each valuation date
reflecting currently observable market conditions. Other assumptions
may also change based on a hypothetical market participant’s view of
actual experience as it emerges over time or other factors that impact the
net liability. If the emergence of future experience or future assumptions
differs from the assumptions used in estimating these assets and liabilities,
the resulting impact could be material to the Company’s consolidated
results of operations, and in certain situations, could be material to
the Company’s financial condition.

GMIB liabilities are reported in the Company’s Consolidated Balance
Sheets in Accounts payable, accrued expenses and other liabilities.
GMIB assets associated with these contracts represent net receivables
in connection with reinsurance that the Company has purchased from
two external reinsurers and are reported in the Company’s Consolidated
Balance Sheets in Other assets, including other intangibles.

Changes in Level 3 Financial Assets and Financial
Liabilities Carried at Fair Value

The following tables summarize the changes in financial assets
and financial liabilities classified in Level 3 for the years ended
December 31, 2011 and 2010. These tables exclude separate account assets
as changes in fair values of these assets accrue directly to policyholders.
Gains and losses reported in this table may include changes in fair
value that are attributable to both observable and unobservable inputs.

Fixed
Maturities &

GMIB Net

G (234)

039

CIGNA CORPORATION - 2011 Form 10-K 95



PART 11
ITEM 8 Financial Statements and Supplementary Data

Fixed
Maturities &

(In millions) Equity Securities GMIB Assets  GMIB Liabilities GMIB Net
Balance at January 1, 2010 $ 845 $ 482 $ (903) $ (421)
Gains (losses) included in income:

GMIB fair value gain/(loss) - 57 (112) (55)

Other 27 - - -
Total gains (losses) included in shareholders’ net income 27 57 (112) (55)
Gains included in other comprehensive income 10 - - -
Gains required to adjust future policy benefits for settlement annuities 34 - - -
Purchases, issuances, settlements:

Purchases 39 - - -

Sales 1) - - -

Settlements (112) (59) 112 53
Total purchases, sales, and settlements (74) (59) 112 53
Transfers into/(out of) Level 3:

Transfers into Level 3 155 - - -

Transfers out of Level 3 (64) - - -
Total transfers into/(out of) Level 3 91 - - _
Balance at December 31, 2010 $ 933 $ 480 $ (903) $ (423)
Total gains (losses) included in sharcholders’ net income attributable
to instruments held ar the reporting date $ 18 $ 57 $ (112) $ (55)

(1) Amounts do not accrue to shareholders.

As noted in the tables above, total gains and losses included in net
income are reflected in the following captions in the Consolidated
Statements of Income:

* Realized investment gains (losses) and net investment income for
amounts related to fixed maturities and equity securities; and

* GMIB fair value (gain) loss for amounts related to GMIB assets
and liabilities.

Reclassifications impacting Level 3 financial instruments are reported
as transfers into or out of the Level 3 category as of the beginning of
the quarter in which the transfer occurs. Therefore gains and losses
in income only reflect activity for the quarters the instrument was

classified in Level 3.

Transfers into or out of the Level 3 category occur when unobservable
inputs, such as the Company’s best estimate of what a market participant
would use to determine a current transaction price, become more or
less significant to the fair value measurement. For the years ended
December 31, 2011 and 2010, transfer activity between Level 3 and
Level 2 primarily reflects changes in the level of unobservable inputs
used to value certain private corporate bonds, principally related to
credit risk of the issuers.

The Company provided reinsurance for other insurance companies that
offer a guaranteed minimum income benefit, and then retroceded a
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portion of the risk to other insurance companies. These arrangements
with third-party insurers are the instruments still held at the reporting
date for GMIB assets and liabilities in the table above. Because these
reinsurance arrangements remain in effect at the reporting date, the
Company has reflected the total gain or loss for the period as the total
gain or loss included in income attributable to instruments still held at
the reporting date. However, the Company reduces the GMIB assets
and liabilities resulting from these reinsurance arrangements when
annuitants lapse, die, elect their benefit, or reach the age after which
the right to elect their benefit expires.

Under FASB’s guidance for fair value measurements, the Company’s
GMIB assets and liabilities are expected to be volatile in future periods
because the underlying capital markets assumptions will be based largely
on market-observable inputs at the close of each reporting period
including interest rates and market-implied volatilities.

GMIB fair value losses of $234 million for 2011 were primarily due to
a decline in both the interest rate used for projecting claim exposure
(7-year Treasury rates) and the rate used for projecting market returns
and discounting (LIBOR swap curve).

GMIB fair value losses of $55 million for 2010, were primarily due
to declining interest rates, partially offset by increases in underlying
account values resulting from favorable equity and bond fund returns,
which resulted in decreased exposures.
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Separate account assets

Fair values and changes in the fair values of separate account assets generally accrue directly to the policyholders and are excluded from the
COmpany’S revenues and expenses. At December 31, Sepal’a[e account assets were as fOllOWS:

Quoted Prices in Significant
Active Markets for  Significant Other Unobservable
2011 Identical Assets Observable Inputs Inputs
(In millions) (Level 1) ’ (Level 2) (Level 3) Total
Guaranteed separate accounts (See Note 23)

S F R g
Non-guaranteed separate accounts 'V - 38 ‘1 G b,

TOTAL SEPARATE ACCOUNT ASSETS ; . i
(1) Non-guaranteed separate accounts include $3.0 billion in assets supporting the Companys pension plan mcludmg $702 million da::zﬁed in l evel 3

Quoted Prices in Significant

Active Markets for  Significant Other Unobservable

2010 Identical Assets Observable Inputs Inputs
(In millions) ) (Level 1) (Level 2) (Level 3) Total
Guaranteed separate accounts (See Note 23) $ 286 $ 1,418 $ - $ 1,704
Non-guaranteed separate accounts ¥ 1,947 3,663 594 6,204
TOTAL SEPARATE ACCOUNT ASSETS $ 2,233 $ 5,081 $ 594 $ 7,908

(1) Non-guaranteed separate accounts include $2.8 billion in assets supporting the Companys pension plan, including $557 million classified in Level 3.

Separate account assets in Level 1 include exchange-listed equity
securities. Level 2 assets primarily include:

* corporate and structured bonds valued using recent trades of similar
securities or pricing models that discount future cash flows at estimated
market interest rates as described above; and

* actively-traded institutional and retail mutual fund investments and separate

Separate account assets classified in Level 3 include investments primarily
in securities partnerships, real estate and hedge funds generally valued
based on the separate account’s ownership share of the equity of the
investee including changes in the fair values of its underlying investments.

The following tables summarize the change in separate account assets
reported in Level 3 for the years ended December 31, 2011 and 2010.

accounts priced using the daily net asset value which is the exit price.

(In millions) _ — -
Balance at January 1, 2011 o8 594

Policyholder gains ¥ 114

Purchases, issuances, settlements: :

Purchases

Sales

Settlements

Total purchases, sales and setdements

Transfers into/(out of) Level 3:
Transfers into Level 3

Transfers out of Level 3

Total transfers into/(out of ) Level 3:

Balance at December 31, 2011
(1) Included in this amount are gains of $96 million attributable to instruments still held at the reporting dase.
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(In millions)

Balance at January 1, 2010 $ 550
Policyholder gains 71
Purchases, issuances, settlements:
Purchases 211
Sales (145)
Settlements (76)
Total purchases, sales and settlements (10)
Transfers into/(out of) Level 3:
Transfers into Level 3 9
Transfers out of Level 3 (26)
Total transfers into/(out of) Level 3: (17)
Balance at December 31, 2010 $ 594

(1) Included in this amount are gains of $53 million attributable to instruments still beld at the reporting date.

Assets and Liabilities Measured at Fair Value under
Certain Conditions

Some financial assets and liabilities are not carried at fair value each
reporting period, but may be measured using fair value only under certain
conditions, such as investments in commercial mortgage loans and real
estate entities when they become impaired. During 2011, impaired
commercial mortgage loans and real estate entities representing less
than 1% of rotal investments were written down to their fair values,
resulting in after-tax realized investment losses of $15 million.

During 2010, impaired commercial mortgage loans and real estate
entities representing less than 1% of total investments were written
down to their fair values, resulting in after-tax realized investment
losses of $25 million.

These fair values were calculated by discounting the expected future
cash flows at estimated market interest rates. Such market rates were

(In millions)

derived by calculating the appropriate spread over comparable U.S.
Treasury rates, based on the characteristics of the underlying real estate,
including its type, quality and location. The fair value measurements
were classified in Level 3 because these cash flow models incorporate
significant unobservable inputs.

Fair Value Disclosures for Financial Instruments
Not Carried at Fair Value

Most financial instruments that are subject to fair value disclosure
requirements are carried in the Company’s Consolidated Financial
Statements at amounts that approximate fair value. The following table
provides the fair values and carrying values of the Company’s financial
instruments not recorded at fair value that are subject to fair value
disclosure requirements at December 31, 2011 and December 31, 2010.

Commercial mortgage loans
Contractholder deposit funds, excluding universal life products
Long-term debt, including current maturities, excluding capital leases

The fair values presented in the table above have been estimated using
market information when available. The following is a description
of the valuation methodologies and inputs used by the Company to
determine fair value.

Commercial mortgage loans. The Company estimates the fair vatue of
commercial mortgage loans generally by discounting the contractual
cash flows at estimated matket interest rates that reflect the Company’s
assessment of the credit quality of the loans. Market interest rates are
derived by calculating the appropriate spread over comparable U.S.
Treasury rates, based on the property type, quality rating and average
life of the loan. The quality ratings reflect the relative risk of the
loan, considering debt service coverage, the loan-to-value ratio and
other factors. Fair values of impaired mortgage loans are based on the
estimated fair value of the underlying collateral generally determined
using an internal discounted cash flow model.

Contractholder deposit funds, excluding universal life products.
Generally, these funds do not have stated maturities. Approximately
50% of these balances can be withdrawn by the customer at any time
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December 31, 2011 December 31, 2010
Fair Value Carrying Value Fair Value Carrying Value
3380  § $ 3470 $ 3,486
$ 1,001 $ 989

$ 2,926 $ 2,709

without prior notice or penalty. The fair value for these contracts
is the amount estimated to be payable to the customer as of the
reporting date, which is generally the carrying value. Most of the
remaining contractholder deposit funds are reinsured by the buyers
of the individual life insurance and annuity and retirement benefits
businesses. The fair value for these contracts is determined using the
fair value of these buyers assets supporting these reinsured contracts.
The Company had a reinsurance recoverable equal to the carrying value
of these reinsured contracts.

Long-term debt, including current maturities, excluding capital
leases. The fair value of long-term debt is based on quoted market
prices for recent trades. When quoted marker prices are not available,
fair value is estimated using a discounted cash flow analysis and the
Company’s estimated current borrowing rate for debrt of similar terms
and remaining maturities.

Fair values of off-balance sheet financial instruments were not material.
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A. Fixed Maturities and Equity Securities

Securities in the following table are included in fixed maturities and equity securities on the Company’s Consolidated Balance Sheets. These
securities are carried at fair value with changes in fair value reported in other realized investment gains (losses) and interest and dividends reported
in net investment income. The Company’s hybrid investments include certain preferred stock or debr securities with call or conversion features.

(In millions) - 2011 2010
Included in fixed maturities: ' S

Trading securities (amortized cost: $2; $3) $ 2 $ 3

Hybrid securities (amortized cost: $26; $45) 28 52
TOTAL s 30 $ 55
Included in equity securities:

Hybrid securities (amortized cost: $90; $108) $ 65 $ 86

Fixed maturities included $79 million at December 31, 2011 and
$98 million at December 31, 2010, which were pledged as collateral to
brokers as required under certain futures contracts. These fixed maturities
were primarily federal government securities at December 31, 2011
and primarily corporate securities at December 31, 2010.

The following information about fixed maturities excludes trading and
hybrid securities. The amortized cost and fair value by contractual maturity
periods for fixed maturities were as follows at December 31, 2011:

(In millions) Amortized Cost Fair Value
Due in one year or less $ 955 $ 967
Due after one year through five years 4,719 5,060
Due after five years through ten years 4,997 5,581
Due after ten years 2,699 3,565
Mortgage and other asset-backed securities 859 1,014
TOTAL $ 14,229 $ 16,187

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 the Company may extend maturity dates.

(In millions)

Federal government and agency

Gross unrealized appreciation (depreciation) on fixed maturities by
type of issuer is shown below (excluding trading securities and hybrid
securities with a fair value of $30 million at December 31, 2011 and
$55 million at December 31, 2010).

December 31, 2011

Unrealized Unrealized
Amortized Cost Appreciation Deg reciation Fair Value
8 e g 1958

5 '(l; $ '405 »',::«‘g:g\‘s:;'s**xs(;‘gq}‘:

State and local government 274
Foreign government e Gy
Corporate 1,070 .
Federal agency mortgage-backed - :
Other mortgage-backed I() L
Other asset-backed 160
TOTAL
December 31, 2010

Unrealized Unrealized
(In millions) Amortized Cost Appreciation Depreciation Fair Value
Federal government and agency $ 459 $ 229 $ (1) $ 687
State and local government 2,305 172 (10) 2,467
Foreign government 1,095 63 4) 1,154
Corporate 8,697 744 (49) 9,392
Federal agency mortgage-backed 9 1 - 10
Other mortgage-backed 80 10 (3) 87
Other asset-backed 752 117 (12) 857
TOTAL $ 13,397 $ 1,336 $ 79 $ 14,654
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The above table includes invesements with a fair value of $3 billion supporting the Company’s run-off settlement annuity business, with gross unrealized
appreciation of $851 million and gross unrealized depreciation of $25 million at December 31, 2011. Such unrealized amounts are required to support future
policy benefit liabilities of this business and, as such, are not included in accumulated other comprehensive income. At December 31, 2010, investments
supporting this business had a fair value of $2.5 billion, gross unrealized appreciation of $476 million and gross unrealized depreciation of $33 million.

As of December 31, 2011, the Company had commitments to purchase $16 million of fixed maturities bearing interest at a fixed market rate.

Review of declines in fair value

Management reviews fixed maturities with a decline in fair value from cost for impairment based on criteria that include:

* length of time and severity of decline;

* financial health and specific near term prospects of the issuer;

* changes in the regulatory, economic or general market environment of the issuer’s industry or geographic region; and

* the Company’s intent to sell or the likelihood of a required sale prior to recovery.

Excluding trading and hybrid securities, as of December 31, 2011, fixed maturities with a decline in fair value from amortized cost (which were

primarily investment grade corporate bonds) were as follows, including the length of time of such decline:

December 31, 2011

Unrealized Number of

(Dollars in millions)

Fixed maturities:

One year or less:
Investment grade
Below investment grade

More than one year:
Investment grade

Below investment grade

As of December 31, 2011, the unrealized depreciation of investment grade fixed maturities is primarily due to increases in market yields since
purchase. Excluding trading and hybrid securities, equity securities with a fair value lower than cost were not material at December 31, 2011.

B.  Commercial Mortgage Loans

Mortgage loans held by the Company are made exclusively to commercial borrowers and are diversified by property type, location and borrower.
Loans are secured by high quality, primarily completed and substantially leased operating properties, generally carried at unpaid principal balances
and issued at a fixed rate of interest.

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

(In millions) 2011 2010
Property type

Office buildings 80 1014 $ 1,043
Apartment buildings 705 835
Industrial - 670 619
Hotels

Retail facilities
Other

TOTAL
Geographic region
Pacific

South Atlantic
New England
Central

Middle Atlantic
Mountain

TOTAL
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At December 31, 2011, scheduled commercial mortgage loan maturities
were as follows (in millions): $529 in 2012, $525 in 2013, $329 in
2014, $372 in 2015 and $1,546 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, 2011, the Company had commitments to extend
credit under commercial mortgage loan agreements of $162 million

that were diversified by property type and geographic region.

Credit quality

The Company applies a consistent and disciplined approach to evaluating
and monitoring credit risk, beginning with the initial underwriting of a
mortgage loan and continuing throughout the investment holding period.
Mortgage origination professionals employ an internal rating system
developed from the Company’s experience in real estate investing and
mortgage lending. A quality rating, designed to evaluate the relative risk
of the transaction, is assigned at each loan’s origination and is updated

PART II
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each year as part of the annual portfolio loan review. The Company
monitors credit quality on an ongoing basis, classifying each loan as
a loan in good standing, potential problem loan or problem loan.

Quality ratings are based on internal evaluations of each loan’s specific
characteristics considering a number of key inputs, including real
estate market-related factors such as rental rates and vacancies, and
property-specific inputs such as growth rate assumptions and lease
rollover statistics. However, the two most significant contributors to
the credit quality rating are the debt service coverage and loan-to-value
ratios. The debt service coverage ratio measures the amount of property
cash flow available to meet annual interest and principal payments on
debt. A debt service coverage ratio below 1.0 indicates that there is not
enough cash flow to cover the loan payments. The loan-to-value ratio,
commonly expressed as a percentage, compares the amount of the loan
to the fair value of the underlying property collateralizing the loan.

The following tables summarize the credit risk profile of the Company’s
commercial mortgage loan portfolio using carrying values classified
based on loan-to-value and debt service coverage ratios, as of
December 31, 2011 and 2010:

December 31, 2011
Loan-to-Value Ratios Debt Service Coverage Ratio
(In millions) 1.30x or Greater 1.20x to 1.29x 1.10x to 1.19x 1.00x to 1.09x  Less than 1.00x Total
BeIoW 50% ’ " . L g u iﬁ . %u 8 Ll e &
50% to 59%
60% to 69%

70% to 79%
80% to 89%
90% to 99%

100% or above
TOTAL

December 31, 2010
Loan-to-Value Ratios Debt Service Coverage Ratio
(In millions) 1.30x or Greater 1.20x to 1.29x 1.10x to 1.19x 1.00x to 1.09x  Less than 1.00x Total
Below 50% $ 24 ¢ -8 -8 -8 29 8 353
50% to 59% 409 54 56 - - 519
60% to 69% 533 73 5 28 25 664
70% to 79% 138 79 57 55 11 340
80% to 89% 267 186 165 151 69 838
90% to 99% 15 54 181 185 135 570
100% or above . - - 47 43 112 202
TOTAL $ 1,686 $ 446 $ 511 $ 462 $ 381 $ 3,486

The Company’s annual in-depth review of its commercial mortgage
loan investments is the primary mechanism for identifying emerging
risks in the portfolio. The most recent review was completed by the
Company’s investment professionals in the second quarter of 2011
and included an analysis of each underlying property’s most recent
annual financial statements, rent rolls, operating plans, budgets,
a physical inspection of the property and other pertinent factors.
Based on historical results, current leases, lease expirations and rental
conditions in each market, the Company estimates the current year
and future stabilized property income and fair value, and categorizes
the investments as loans in good standing, potential problem loans or
problem loans. Based on property valuations and cash flows estimated

as part of this review, and considering updates for loans where material
changes were subsequently identified, the portfolio’s average loan-to-
value ratio improved to 70% at December 31, 2011, decreasing from
74% as of December 31, 2010. The portfolio’s average debt service
coverage ratio was estimated to be 1.40 at December 31, 2011, a slight
increase from 1.38 at December 31, 2010.

Quality ratings are adjusted between annual reviews if new property
information is received or events such as delinquency or a borrower
request for restructure cause management to believe that the Company’s
estimate of financial performance, fair value or the risk profile of the
underlying property has been impacted.
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During the twelve months ended December 31, 2011, the Company
restructured a $65 million potential problem mortgage loan. The
original loan was modified into two notes, including a $55 million
loan at current market terms and a $10 million loan issued at a below
market interest rate. This modification was considered a troubled debt
restructuring because the borrower was experiencing financial difficulties
and a concession was granted as the second loan was issued at a below
market interest rate. No valuation reserve was required because the fair
value of the underlying property exceeds the total outstanding loans.
As a part of this restructuring, both the borrower and the Company
have committed to fund additional capital for leasing and capital
requirements.

Other loans were modified during the twelve months ended
December 31, 2011, but were not considered troubled debt restructures.
The impact of modifications to these loans was not material to the
Company’s results of operations, financial condition or liquidity.

Potential problem mortgage loans are considered current (no payment
more than 59 days past due), but exhibit certain characteristics that
increase the likelihood of future default. The characteristics management
considers include, bur are not limited to, the deterioration of debt
service coverage below 1.0, estimated loan-to-value ratios increasing
to 100% or more, downgrade in quality rating and request from the
borrower for restructuring. In addition, loans are considered potential
problems if principal or interest payments are past due by more than
30 buc less than 60 days. Problem mortgage loans are either in default
by 60 days or more or have been restructured as to terms, which could
include concessions on interest rate, principal payment or maturity

date. The Company monitors each problem and potential problem
mortgage loan on an ongoing basis, and updates the loan categorization
and quality rating when warranted.

Problem and potential problem mortgage loans, net of valuation
reserves, totaled $336 million at December 31, 2011 and $383 million
at December 31, 2010. At December 31, 2011, mortgage loans
collateralized by industrial properties represent the most significant
component of problem and potential problem mortgage loans, with
no significant concentration by geographic region. There were no
significant concentrations by property type or geographic region at
December 31, 2010.

Impaired commercial mortgage loans

A commercial mortgage loan is considered impaired when it is probable
that the Company will not collect all amounts due (principal and
interest) according to the terms of the original loan agreement. The
Company assesses each loan individually for impairment, utilizing the
information obtained from the quality review process discussed above.
Impaired loans are carried at the lower of unpaid principal balance or
the fair value of the underlying real estate. Certain commercial mortgage
loans without valuation reserves are considered impaired because the
Company will not collect all interest due according to the terms of
the original agreements; however, the Company does expect to recover
their remaining carrying value primarily because it is less than the fair
value of the underlying real estate.

The carrying value of the Company’s impaired commercial mortgage
loans and related valuation reserves were as follows:

(In millions)

Impaired commercial mortgage
loans with valuation reserves

Impaired commercial mortgage
loans with no valuation reserves

TOTAL

The average recorded investment in impaired loans was $176 million
during 2011 and $169 million during 2010. The Company recognizes
interest income on problem mortgage loans only when payment is
actually received because of the risk profile of the underlying investment.
Interest income that would have been reflected in net income if interest
on non-accrual commercial mortgage loans had been received in

(In millions)

2010
Gross Reserves Net
$ 47 $ (12) $ 35
60 - 60
$ 107 $ (12) $ 95

accordance with the original terms was not significant for 2011 or
2010. Interest income on impaired commercial mortgage loans was
not significant for 2011 or 2010.

The following table summarizes the changes in valuation reserves for
commercial mortgage loans:

Reserve balance, January 1,
Increase in valuation reserves
Charge-offs upon sales and repayments, net of recoveries

Transfers to foreclosed real estate

RESERVE BALANCE, DECEMBER 31,
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As of December 31, 2011 and 2010, real estate investments consisted primarily of office and industrial buildings in California. Investments
with a carrying value of $49 million as of December 31, 2011 and 2010 were non-income producing during the preceding twelve months. As
of December 31, 2011, the Company had commitments to contribute additional equity of $9 million to real estate investments.

D. Other Long-Term Investments

As of December 31, other long-term investments consisted of the following:

(In millions)

2010

‘Real estate entities
Securities partnerships
Interest rate and foreign currency swaps

Mezzanine loans

Other

TOTAL L,058
Investments in real estate entities and securities partnerships with a E. Short-Term Investments and Cash
carrying value of $171 million at December 31, 2011 and $169 million Equivalents

at December 31, 2010 were non-income producing during the preceding
twelve months.

As of December 31, 2011, the Company had commitments to contribute:

* $165 million to limited liability entities that hold either real estate
or loans to real estate entities that are diversified by property type
and geographic region; and

* $242 million to entities chat hold securities diversified by issuer and
maturity date.

The Company expects to disbusse approximately 50% of the committed
amounts in 2012.

E Concentration of Risk

Short-term investments and cash equivalents included corporate
securities of $4.1 billion, federal government securities of $164 million
and money market funds of $40 million as of December 31, 2011.
The Company’s shore-term investments and cash equivalents as of
December 31, 2010 included corporate securities of $1.1 billion,
federal government securities of $137 million and money market
funds of $40 million. The increase during 2011 is primarily due to
proceeds from the Company’s debt and equity issuances that were
used to partially fund the HealthSpring acquisition. See Note 3 for
further information.

As of December 31, 2011 and 2010, the Company did not have a concentration of investments in a single issuer or borrower exceeding 10%

of shareholders’ equity.

NOTE 12 Derivative Financial Instruments

'The Company has written and purchased reinsurance contracts under
its run-off reinsurance segment that are accounted for as free standing
derivatives. The Company also uses derivative financial instruments
to manage the equity, foreign currency, and certain interest rate risk
exposures of its run-off reinsurance segment. In addition, the Company
uses derivative financial instruments to manage the characreristics of
investment assets to meet the varying demands of the related insurance
and contractholder liabilities. See Note 2 for information on the
Company’s accounting policy for derivative financial instruments.
Derivatives in the Company’s separate accounts are excluded from
the following discussion because associated gains and losses generally
accrue directly to separate account policyholders.

Collateral and termination features. The Company routinely monitors
exposure to credit risk associated with derivatives and diversifies the
portfolio among approved dealers of high credit quality to minimize this
risk. Certain of the Company’s over-the-counter derivative instruments
contain provisions requiring either the Company or the counterparty

to post collateral or demand immediate payment depending on the
amount of the net liability position and predefined financial strength
or credit rating thresholds. Collateral posting requirements vary by
counterparty. The net liability positions of these derivatives were not
material as of December 31, 2011 or 2010.

Derivative instruments associated with the Company’s
run-off reinsurance segment

Guaranteed Minimum Income Benefits (GMIB)

Purpose. The Company has written reinsurance contracts with issuers
of variable annuity contracts that provide annuitants with certain
guarantees of minimum income benefits resulting from the level of
variable annuity account values compared with a contractually guaranteed
amount (“GMIB liabilities”). According to the contractual terms of the
written reinsurance contracts, payment by the Company depends on
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the actual account value in the underlying mutual funds and the level
of interest rates when the contractholders elect to receive minimum

income payments. The Company has purchased retrocessional coverage -

for a portion of these contracts to reduce a portion of the risks assumed

(“GMIB assets”).

Accounting policy. Because cash flows are affected by equity markets
and interest rates, but are without significant life insurance risk and are
sertled in lump sum payments, the Company accounts for these GMIB
liabilities and assets as written and purchased options at fair value.
These derivatives are not designated as hedges and their fair values are
reported in other liabilities (GMIB liability) and other assets (GMIB
asset), with changes in fair value reported in GMIB fair value (gain) loss.

Cash flows. Under the terms of these written and purchased contracts,
the Company periodically receives and pays fees based on either

Fair Value Effect on the Financial Statements (In millions)

contractholders’ account values or deposits increased at a contractual
rate. The Company will also pay and receive cash depending on changes
in account values and interest rates when contractholders first elect
to receive minimum income payments. These cash flows are reported
in operating activities.

Volume of activity. The potential undiscounted future payments for
the written options (GMIB liability, as defined in Note 23) was
$1,244 million as of December 31, 2011 and $1,134 million as
of December 31, 2010. The potential undiscounted future receipts
for the purchased options (GMIB asset) was $684 million as of
December 31, 2011 and $624 million as of December 31, 2010.

The following table provides the effect of these derivative instruments
on the financial statements for the indicated periods:

Other Assets, Accounts Payable, Accrued Expenses
including other intangibles and Other Liabilities GMIB Fair Value (Gain) Loss
As of December 31, As of December 31, For the years ended December 31,
Instrument 2011 2010 2011 2010 2011 2010
Written options (GMIB liability) 5 1,333 $ 903 8 504 $ 112

Purchased options (GMIB asset)
TOTAL

GMDB and GMIB Hedge Programs

Purpose. The Company also uses derivative financial instruments under
a dynamic hedge program designed to substantially reduce domestic
and international equity market exposures resulting from changes in
variable annuity account values based on underlying mutual funds for
certain reinsurance contracts that guarantee minimum death benefits
(“GMDB?”). During the first quarter of 2011, the Company expanded
this hedge program to include a portion (approximately one-quarter)
of the equity market exposures associated with its GMIB business
(“GMDB and GMIB equity hedge program”). The Company also
implemented a dynamic hedge program to reduce the exposure to changes
in interest rate levels on the growth rate for approximately one-third
of its GMDB and one-quarter of its GMIB businesses (“GMDB and
GMIB growth interest rate hedge program”). These hedge programs
are dynamic because the Company will regularly rebalance the hedging
instruments within established parameters as equity and interest rate
exposures of these businesses change.

The Company manages these hedge programs using exchange-traded
equity, foreign currency, and interest rate futures contracts, as well as
interest rate swap contracts. These contracts are generally expected to
rise in value as equity markets and interest rates decline, and decline
in value as equity markets and interest rates rise.

Accounting policy. These hedge programs are not designated as accounting
hedges. Although these hedge programs effectively reduce equity

market, foreign currency, and interest rate exposures, changes in the
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fair values of these futures and swap contracts may not exactly offset
changes in the portions of the GMDB and GMIB liabilities covered by
these hedges, in part because the market does not offer contracts that
exactly match the targeted exposure profile. Changes in fair value of
these futures contracts, as well as interest income and interest expense
relating to the swap contracts are reported in other revenues. The fair
values of the interest rate swaps are reported in other assets and other
liabilities. Amounts reflecting corresponding changes in liabilities for
GMDB contracts are included in benefits and expenses.

Cash flows. The Company receives or pays cash daily in the amount
of the change in fair value of the futures contracts. The Company
periodically exchanges cash flows between variable and fixed interest
rates under the interest rate swap contracts. Cash flows relating co these
contracts are included in operating activities.

Volume of activity. 'The notional value of the equity and currency
futures contracts used in the GMDB and GMIB equity hedge program
was $994 million as of December 31, 2011, and $878 million as of
December 31, 2010. Equity futures consist primarily of S&P 500,
S&P 400, Russell 2000, NASDAQ), TOPIX (Japanese), EUROSTOXX
and FTSE (British) equity indices. Currency futures consist of Euros,
Japanese yen and British pounds. The notional value of the interest rate
swaps used in the GMDB and GMIB growth interest rate hedge program
was $240 million as of December 31, 2011. The notional value was
$29 million for U.S. Treasury and $598 million for Eurodollar interest
rate futures contracts used by this program as of December 31, 2011.
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The following tables provide the effect of these derivative instruments on the financial statements for the indicated periods:

Fair Value Effect on the Financial Statements (In millions)

Other Revenues

For the years ended December 31,

2011 2010

Equity and currency futures for GMDB exposures e 45 $ (157)
Equity and currency futures for GMIB exposures o 4

TOTAL EQUITY AND CURRENCY FUTURES 8 4y $__us”)

Other assets,

including other intangibles Other Revenues

For the year ended

A§ pf December ?2, 2011 December 31, 2011

Interest rate swaps b 33 $ 39

Interest rate futures i 2)

TOTAL INTEREST RATE SWAPS AND FUTURES 33 $ 37

Interest rate derivatives for GMDB exposures $ 31

Interest rate derivatives for GMIB exposures i i 6

TOTAL INTEREST RATE SWAPS AND FUTURES ey $ 37

(1) Balance sheet presentation of amounts receivable or payable relating to futures daily variation margin are not fair values and are excluded from this table.

See Notes 6 and 10 for further details regarding these businesses.

Derivative instruments used in the Company’s
investment risk management

Derivative financial instruments are also used by the Company as
a part of its investment strategy 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 retusns and withdrawals).
Derivatives are typically used in this strategy to minimize interest rate
and foreign currency risks.

Investment Cash Flow Hedges

Purpose. The Company uses interest rate, foreign cutrency, and
combination (interest rate and foreign currency) swap contracts to

hedge the interest and/or foreign currency cash flows of its fixed
maturity bonds to match associated insurance liabilities.

Accounting policy. Using cash flow hedge accounting, fair values
are reported in other long-term investments or other liabilities and
accumulated other comprehensive income and amortized into net
investment income or reported in other realized investment gains and
losses as interest or principal payments are received. Net interest cash
flows are reported in operating activities.

Cash flows. Under the terms of these various contracts, the Company
periodically exchanges cash flows between variable and fixed interest
rates and/or between two currencies for both principal and interest.
Foreign currency swaps are primarily Euros, Australian dollars, Canadian
dollars, Japanese yen, and British pounds, and have terms for periods
of up to 10 years.

Volume of activity. The following rable provides the notional values of
these derivative instrumencs for the indicated periods:

Notional Amount (In millions)

As of December 31,
Instrument i 2011 2010
Interest rate swaps ~$ 134 $ 153
Foreign currency swaps ST 159
Combination interest rate and foreign currency swaps - 64 64
TOTAL 3 33 $ 376
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The following table provides the effect of these derivative instruments on the financial statements for the indicated periods:

Fair Value Effect on the Financial Statements (In millions)

Accounts Payable, Accrued Expenses

Gain (Loss) Recognized in Other

Other Long-Term Investments and Other Liabilities Comprehensive Income ¥
As of December 31, As of December 31, For the years ended December 31,
Instrument ‘ 2011 2010 2011 2010 2011 2010
Interest rate swaps s 9 $ 10 . $ - B $ 2

Foreign currency swaps

Combination interest rate and
foreign currency swaps

TOTAL

(1) Other comprehensive income for foreign currency swaps excludes amounts required to adjust future policy benefits for the run-off settlement annuity business.

For the years ended December 31, 2011 and 2010, the amount of gains (losses) reclassified from accumulated other comprehensive income into
income was not material. No gains (losses) were recognized due to ineffectiveness and there were no amounts excluded from the assessment of

hedge ineffectiveness.

NOTE 13 Variable Interest Entities

When the Company becomes involved with a variable interest entity
and when the nature of the Company’s involvement with the entity
changes, in order to determine if the Company is the primary beneficiary
and must consolidate the entity, it evaluates:

* the structure and purpose of the entity;
* the risks and rewards created by and shared through the entity; and

* the entity’s participants’ ability to direct its activities, receive its benefits
and absorb its losses. Participants include the entity’s sponsors, equity
holders, guarantors, creditors and servicers.

In the normal course of its investing activities, the Company makes
passive investments in securities that are issued by variable interest
entities for which the Company is not the sponsor or manager. These
investments are predominantly asset-backed securities primarily
collateralized by foreign bank obligations or mortgage-backed securities.
The asset-backed securities largely represent fixed-rate debt securities
issued by trusts that hold perpetual floating-rate subordinated notes
issued by foreign banks. The mortgage-backed securities represent senior
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interests in pools of commercial or residential mortgages created and
held by special-purpose entities to provide investors with diversified
exposure to these assets. The Company owns senior securities issued by
several entities and receives fixed-rate cash flows from the underlying
assets in the pools. The Company is not the primary beneficiary and
does not consolidate any of these entities because cither:

¢ it had no power to direct the activities that most significantly impact
the entities’ economic performance; or

¢ it had neither the right to receive benefits nor the obligation to absorb
losses that could be significant to these variable interest entities.

The Company has not provided, and does not intend to provide,
financial support to these entities. The Company performs ongoing
qualitative analyses of its involvement with these variable interest entities
to determine if consolidation is required. The Company’s maximum
potential exposure to loss related to these entities is limited to the
carrying amount of its investment reported in fixed maturities and
equity securities, and its aggregate ownership interest is insignificant
relative to the total principal amount issued by these entities.
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Note 14  Investment Income and Gains and Losses

A. Net Investment Income

The components of pre-tax net investment income for the years ended December 31 were as follows:

(In millions) 2011 2010 2009
Fixed maturities ‘ e 817 $ 788 $ 748
Equity securities 6 6 7
Commercial mortgage loans 221 223
Policy loans 90 92
Real estate (2) (0)]
Other long-term investments 29 (30)
Short-term investments and cash 11 10

1,143 1,049
Less investment expenses 38 35
NET INVESTMENT INCOME $ 1,105 $ 1,014

Net investment income for separate accounts (which is not reflected in the Company’s revenues) was $207 million for 2011, $163 million for

2010, and $22 million for 2009.

B. Realized Investment Gains and Losses

The following realized gains and losses on investments for the years ended December 31 exclude amounts required to adjust future policy benefits

for the run-off settlement annuity business.

(In millions) 2010 2009
Fixed maturities $ 87 $ 2
Equity securities 5 12
Commercial mortgage loans (23) (20)
Real estate 3 -
Other investments, including derivatives 3 (37)
Realized investment gains (losses), before income taxes 75 (43)
Less income taxes (benefits) 25 (17)
NET REALIZED INVESTMENT GAINS (LOSSES) $ 50 $ (26)
Included in pre-tax realized investment gains (losses) above were asset write-downs and changes in valuation reserves as follows:

(In millions) 2011 2010 2009
Credit related © . 2 $ 38 $ 93
Other 1 13
TQTAL @ $ 39 $ 106

(1) Credit-related losses include other-than-temporary declines in fair value of fixed maturities and equity securities, and changes in valuation reserves and asset write-downs related to
commercial mortgage loans and investments in real estate entities. The amount related to credit losses on fixed maturities for which a portion of the impairment was recognized in

other comprehensive income were immaterial.

(2)  Other-than-temporary impairments on fixed maturities of $26 million in 2011 and $47 million in 2009 are included in both the credit-related and other categories above. Other-

than-temporary impairments on fixed maturities in 2010 were immaterial.

The Company recognized pre-tax losses of $7 million in 2011, compared with pre-tax gains of $7 million in 2010 and $13 million in 2009 on

hybrid securities.

Realized investment gains in 2011 in other investments, including derivatives, primarily represent gains on sale of real estate properties held in joint
ventures. Realized investment losses in 2009 in other investments, including derivatives, primarily represent impairments of real estate entities.
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Realized investment gains and (losses) that are not reflected in the Company’s revenues for the years ended December 31 were as follows:

(In millions)

2011 2010 2009

Separate accounts

Investment gains required to adjust future policy benefits for the run-off settlement annuity business

210 8§ 191 8 (25)
8 3 18§ 51

g

Sales information for available-for-sale fixed maturities and equity securities, for the years ended December 31 were as follows:

(In millions)

Proceeds from sales
Gross gains on sales

Gross losses on sales

2011’ 2010 2009
876 $ 826 $ 949
$ 46 $ 51

$ )] $ 9

NOTE 15 Debt

(In millions)

2011 2010

Short-term:
Commercial paper
Current maturities of long-term debt

TOTAL SHORT-TERM DEBT

Long-term:

Uncollateralized debt:

2.75% Notes due 2016
5.375% Notes due 2017
6.35% Notes due 2018

8.5% Notes due 2019
4.375% Notes due 2020
5.125% Notes due 2020
6.37% Notes due 2021

4.5% Notes due 2021

4% Notes due 2022

7.65% Notes due 2023

8.3% Notes due 2023
7.875% Debentures due 2027
8.3% Step Down Notes due 2033
6.15% Notes due 2036
5.875% Notes due 2041
5.375% Notes due 2042
Other

TOTAL LONG-TERM DEBT

On November 10, 2011, the Company issued $2.1 billion of long-term
debr as follows: $600 million of 5-Year Notes due November 15, 2016
at a stated interest rate of 2.75% ($600 million, net of discount,
with an effective interest rate of 2.936% per year), $750 million of
10-Year Notes due February 15, 2022 at a stated interest rate of 4%
(8743 million, net of discount, with an effective interest rate of 4.346%
per year) and $750 million of 30-Year Notes due February 15, 2042
at a stated interest rate of 5.375% ($750 million, net of discount,
with an effective interest rate of 5.542% per year). Interest is payable
on May 15 and November 15 of each year beginning May 15, 2012
for the 5-Year Notes and February 15 and August 15 of each year
beginning February 15, 2012 for the 10-Year and 30-Year Notes. The
proceeds of this debt were used to fund the HealthSpring acquisition
in January 2012.
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The Company may redeem these Notes, at any time, in whole or in
pany may y
part, at a redemption price equal to the greater of:

* 100% of the principal amount of the Notes to be redeemed; or

* the present value of the remaining principal and interest payments
on the Notes being redeemed discounted at the applicable Treasury
Rate plus 30 basis points (5-Year 2.75% Notes due 2016), 35 basis
points (10-Year 4% Notes due 2022), or 40 basis points (30-Year
5.375% Notes due 2042).

In June 2011, the Company entered into a new five-year revolving
credit and letter of credit agreement for $1.5 billion, which permits
up to $500 million to be used for letters of credit. This agreement is
diversified among 16 banks, with 3 banks each having 12% of the



commitment and the remaining 13 banks with 64% of the commitment.
The credit agreement includes options that are subject to consent
by the administrative agent and the committing banks, to increase
the commitment amount to $2 billion and to extend the term past
June 2016. The credit agreement is available for general corporate
purposes, including as a commercial paper backstop and for the
issuance of letters of credit. This agreement includes certain covenants,
including a financial covenant requiring the Company to maintain
a total debt o adjusted capital ratio at or below 0.50 to 1.00. As of
December 31, 2011, the Company had $4 billion of borrowing capacity
within the maximum debt coverage covenant in the agreement in
addition to the $5.1 billion of debt outstanding. There were letters of
credit of $118 million issued as of December 31, 2011.

In March 2011, the Company issued $300 million of 10-Year Notes due
March 15, 2021 at a stated interest rate of 4.5% ($298 million, net
of discount, with an effective interest rate of 4.683% per year) and
$300 million of 30-Year Notes due March 15, 2041 at a stated interest
rate of 5.875% ($298 million, net of discount, with an effective
interest rate of 6.008% per year). Interest is payable on March 15 and
September 15 of each year beginning September 15, 2011. The proceeds
of this debt were used for general corporate purposes, including the
repayment of debt maturing in 2011.

The Company may redeem these Notes, at any time, in whole or in
y may Y
part, at a redemption price equal to the greater of:

* 100% of the principal amount of the Notes to be redeemed; or

* the present value of the remaining principal and interest payments
on the Notes being redeemed discounted at the applicable Treasury
Rate plus 20 basis points (10-Year 4.5% Notes due 2021) or 25 basis
points (30-Year 5.875% Notes due 2041).

During 2011, the Company repaid $449 million in maturing long-
term debr.

In the fourth quarter of 2010, the Company entered into the following
transactions related to its long-term debt:

¢ In December 2010 the Company offered to settle its 8.5% Notes due
2019, including accrued interest from November 1 through the
settlement date. The tender price equaled the present value of the
remaining principal and interest payments on the Notes being
redeemed, discounted at a rate equal to the 10-year Treasury Rate
plus a fixed spread of 100 basis points. The tender offer priced at
a vield of 4.128% and principal of $99 million was tendered, with

NOTE 16 Common and Preferred Stock
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$251 million remaining outstanding. The Company paid $130 million,
including accrued interest and expenses, to settle the Notes, resulting
in an after-tax loss on early debt extinguishment of $21 million.

* In December 2010 the Company offered to settle its 6.35% Notes due
2018, including accrued interest from September 16 through the
sertlement date. The tender price equaled the present value of the
remaining principal and interest payments on the Notes being
redeemed, discounted at a rate equal to the 10-year Treasury Rate
plus a fixed spread of 45 basis points. The tender offer priced at a
yield of 3.923% and principal of $169 million was tendered, with
$131 million remaining outstanding. The Company paid $198 million,
including accrued interest and expenses, to settle the Notes, resulting
in an after-tax loss on early debrt extinguishment of $18 million.

¢ In December 2010, the Company issued $250 million of 4.375%
Notes ($249 million nert of debr discount, with an effective interest
rate of 5.1%). The difference between the stated and effective interest
rates primarily reflects the effect of treasury locks. See Note 12 to the
Consolidated Financial Statements for further information. Interest
is payable on June 15 and December 15 of each year beginning
December 15, 2010. These Notes will mature on December 15, 2020.
The proceeds of this debt were used to fund the tender offer for the
8.5% Senior Notes due 2019 and the 6.35% Senior Notes due 2018
described above.

In May 2010, the Company issued $300 million of 5.125%
Notes ($299 million, net of debt discount, with an effective interest
rate of 5.36% per year). Interest is payable on June 15 and December 15
of each year beginning December 15, 2010. These Notes will mature
on June 15, 2020. The proceeds of this debt were used for general
COIporate purposes.

The Company may redeem the Notes issued in 2010 at any time, in
whole or in part, at a redemption price equal to the greater of:

* 100% of the principal amount of the Notes to be redeemed; or

* the present value of the remaining principal and interest payments
on the Notes being redeemed discounted at the applicable Treasury
Rate plus 25 basis points.

Maturities of debt and capital leases are as follows (in millions): $4
in 2012, $6 in 2013, $23 in 2014, none in 2015, $600 in 2016 and
the remainder in years after 2016. Interest expense on long-term
debt, short-term debt and capital leases was $202 million in 2011,
$182 million in 2010, and $166 million in 2009.

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

(Shares in thousands) 2011 2010
Common: Par value $0.25
600,000 shares authorized
Ourtstanding - January 1 271,880 274,257
Issuance of Common Stock 15,200 -
Issued for stock option and other benefit plans 3,735 3,805
Repurchase of common stock (5,282) (6,182)
Outstanding - December 31 285,533 271,880
Treasury stock 80,612 79,066
{SSUED - DECEMBER 31 366,145 350,946
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On November 16, 2011, the Company issued 15.2 million shares
of its common stock at $42.75 per share. Proceeds of $650 million
($629 million net of underwriting discount and fees) were used to
fund the HealthSpring acquisition in January 2012.

The Company maintains a share repurchase program, which was
authorized by its Board of Directors. The decision to repurchase shares
depends on market conditions and alternative uses of capital. The
Company has, and may continue from time to time, to repurchase
shares on the open market through a Rule 10b5-1 plan that permits
a company to repurchase its shares at times when it otherwise might

be precluded from doing so under insider trading laws or because of
self-imposed trading blackout periods.

During 2011, and through February 23, 2012, the Company repurchased
5.3 million shares for approximately $225 million. The total remaining
share repurchase authorization as of February 23, 2012 was $522 million.
The Company repurchased 6.2 million shares for $201 million during 2010.

The Company has authorized a total of 25 million shares of $1 par
value preferred stock. No shares of preferred stock were outstanding
at December 31, 2011 or 2010.

NOTE 17 Accumulated Other Comprehensive Income (Loss)

Accumulated other comprehensive income (loss) excludes amounts required to adjust future policy benefits for the run-off settlement annuity

business.

Changes in accumulated other comprehensive income (loss) were as follows:

2011
(In millions)

Tax (Expense)

Net unrealized appreciation, securities:

Net unrealized appreciation on securities arising during the year

Reclassification adjustment for losses (gains) included in shareholders’ net income

fit . After-Tax

Net unrealized appreciation, securities

Net unrealized appreciation, derivatives

Net translation of foreign currencies

Postretirement benefits liability adjustment:

Reclassification adjustment for amortization of net losses from past experience and prior

service costs

Net change arising from assumption and plan changes and experience

Net postretirement benefits liability adjustment

2010 Tax (Expense)

(In millions) Pre-Tax Benefit After-Tax
Net unrealized appreciation, securities:

Net unrealized appreciation on securities arising during the year $ 319 $  (109) $ 210
Reclassification adjustment for {gains) included in net income 92) 32 (60)
Net unrealized appreciation, securities $ 227 $ 77) $ 150
Net unrealized appreciation, derivatives $ - 8 $ 2 $ 6
Net translation of foreign currencies $ 48 $ (a1) $ 37
Postretirement benefits liability adjustment:

Reclassification adjustment for amortization of net losses from past experience and prior

service costs $ 10 $ (4) $ 6
Net change arising from assumption and plan changes and experience 31y - 116 (195)
Net postretirement benefits liability adjustment $ (301) $ 112 $ (189)
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2009 Tax (Expense)

(In millions) Pre-Tax Benefit After-Tax
Net unrealized appreciation, securities:

Nert unrealized appreciation on securities arising during the year $ 843 $ (292) $ 551

Reclassification adjustment for (gains) included in net income

(14) 3 (11)

Net unrealized appreciation, securities $ 829 $ (289) $ 540
Net unrealized depreciation, derivatives $ (30) $ 13 $ (17)
Net translation of foreign currencies $ 76 $ (28) $ 48
Postretirement benefits liability adjustment:

Reclassification adjustment for amortization of net losses from past experience and prior service costs ~ $ 7 $ (3) $ 4
Curtailment gain (46) 16 (30)
Reclassification adjustment included in shareholders’ net income (39) 13 (26)
Net change arising from assumption and plan changes and experience (107) 36 (71)'
Net postretirement benefits liability adjustment $ (146) $ 49 $ 97)

NOTE 18 Shareholders’ Equity and Dividend Restrictions

State insurance departments and foreign jurisdictions that regulate
certain of the Company’s subsidiaries prescribe accounting practices
{(which differ in some respects from GAAP) to determine statutory
ne¢ income and surplus. The Company’s life insurance and HMO

company subsidiaries are regulated by such statutory requirements. The
statutory net income for the years ended, and statutory surplus as of,
December 31 of the Company’s life insurance and HMO subsidiaries
were as follows:

(In mitlions) 2010 2009
Net income $ 1,697 $ 1,088
Surplus $ 5,107 $ 4,728

As of December 31, 2011, statutory surplus for each of the Company’s
life insurance and HMO subsidiaries is sufficient to meet the minimum
required by regulators. As of December 31, 2011, the Company’s life
insurance and HMO subsidiaries had investments on deposit with state
departments of insurance with statutory carrying values of $306 million.
The Company’s life insurance and HMO subsidiaries are also subject
to regulatory restrictions that limit the amount of annual dividends or
other distributions (such as loans or cash advances) insurance companies

NOTE 19 Income Taxes

may extend to the parent company without prior approval of regulatory
authorities. The maximum dividend distribution that the Company’s
life insurance and HMO subsidiaries may make during 2012 without
prior approval is approximately $0.9 billion. Restricted net assets of the
Company as of December 31, 2011, were approximately $7.2 billion.
One of the Company’s life insurance subsidiaries is permitted to loan
up to $600 million to the parent company without prior approval.

A. Income Tax Expense

The components of income taxes for the years ended December 31 were as follows:

(In millions)

Current taxes
U.S. income
Foreign income

State income

Deferred taxes (benefits)
U.S. income

Foreign income

State income

TOTAL INCOME TAXES

2010 2009

$ 267 $ 211
45 48

19 16

331 275

182 279

15 39

) 1

190 319

$ 521 $ 594
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Total income taxes for the years ended December 31 were different from the amount computed using the nominal federal income tax rate of

35% for the following reasons:

(In millions) 2011 2010 2009
Tax expense at nominal rate : $ 68 4 $ 655 $ 664
Tax-cxempt interest income e . (31 (31)
Effect of permanently invested foreign earnings e 3 (31) (23)
Dividends received deduction . : (‘ﬁ (3) 3)
Resolution of federal tax matters 30) - (27)
State income tax (ner of federal income tax benefir) g 9 12
Change in valuation allowance 4 : (94) )
Other - 19 16 4
TOTAL INCOME TAXES $ 640 s 521§ 594

Effect of Permanently Invested Foreign Earnings

The Company accrues income taxes on certain undistributed earnings
of its South Korea and Hong Kong subsidiaries using the foreign
jurisdiction tax rates, as compared to the higher U.S. statutory tax
rate. These undistributed earnings include those amounts which
management has determined to be permanently invested overseas. The
Company continues to evaluate this permanent investment strategy
for additional foreign jurisdictions.

B. Deferred Income Taxes

As a result, shareholders’ net income for the year ended
December 31, 2011, increased by $23 million that included $19 million
attributable to South Korea and $4 million for Hong Kong. Sharcholders
net income increased by $31 million in 2010 and $23 million in 2009
from using this method to record income taxes. The 2010 increase
included $20 million attributable to South Korea and $11 million
for Hong Kong, while the 2009 increase was all ateributable to South
Korea. Permanent investment of earnings from these foreign operations
has resulted in cumulative unrecognized deferred tax liabilities of
$77 million through December 31, 2011.

Deferred income tax assets and liabilities as of December 31 are shown below.

(In millions)

Deferred tax assets

Employee and retiree benefit plans
Investments, net

Other insurance and contractholder liabilities
Deferred gain on sale of businesses

Policy acquisition expenses

Loss carryforwards

Other accrued liabilitics

Bad debt expense

Other

2011 2010
$ 746

100

443 391
46 58
140 143

Deferred tax assets before valuation allowance

Valuation allowance for deferred rax assets

Deferred tax assets, net of valuation allowance

Deferred tax liabilities

Depreciation and amortization

Foreign operations, net

Unrealized appreciation on investments and foreign currency translation

Total deferred rax liabilities

NET DEFERRED INCOME TAX ASSETS

$ 782

Management believes consolidated taxable income expected to be
generated in the future will be sufficient to support realization of the
Company’s net deferred tax assets. This determination is based upon
the Company’s consistent overall earnings history and future earnings
expectations. Other than deferred tax benefits attributable to operating
loss carryforwards, a majority of which were recognized during 2011,
there are no time constraints within which the Company's deferred
tax assets must be realized.
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The Company’s deferred tax asset is net of a federal, state, and beginning
in 2011, a foreign valuation allowance. The foreign valuation allowance
of $15 million was recorded in connection with the Company’s
acquisition of FirstAssist, though had minimal impact of shareholder’s
net income. The valuation allowance reflects management’s assessment
that certain deferred tax assets may not be realizable.



C. Uncertain Tax Positions

PART II
ITEM 8 Financial Statements and Supplementary Data

A reconciliation of unrecognized tax benefits for the years ended December 31 is as follows:

(in millions) S _2_0_1_{_ 2010 2009
Balance at January 1, gty $ 214 $ 164
Increase (decrease) due to prior year positions e (I 13) (55) 5
Increase due to current year positions 7 34 76
Reduction related to settlements with taxing authorities a7y (13) (28)
Reducrion related to lapse of applicable statute of limitations 2 (3) (3)
BALANCE AT DECEMBER 31, $ 52 $ 177 $ 214

Unrecognized tax benefits decreased during 2011 due primarily to
completion of the 2007 and 2008 IRS examination.

‘The December 31, 2011 unrecognized tax benefit balance included
$21 million that would increase shareholders’ net income if recognized.
The Company has determined it at Jeast reasonably possible that within
the next twelve months there could be a significant increase in the level
of unrecognized tax benefits should there be adverse developments
relative to certain IRS specific matters. These changes are not expected
to have a material impact on shareholders’ net income.

The Company classifies net interest expense on uncertain tax positions
and any applicable penalties as a component of income tax expense, but
excludes these amounts from the liability for uncertain tax positions.
‘The Company’s liability for net interest and penalties was $2 million at
December 31, 2011, $14 million at December 31, 2010 and $13 million
at December 31, 2009. The 2011 decline included $11 million associated
with the completion of the 2007 and 2008 IRS examinations.

During the first quarter of 2011, the IRS completed its examination of
the Company’s 2007 and 2008 consolidated federal income tax returns,
resulting in an increase to shareholders’ net income of $24 million
($33 million reported in income tax expense, partially offset by a
$9 million pre-tax charge). The increase in shareholders™ net income
included a reduction in net unrecognized tax benefits of $11 million
and a reduction of interest expense of $11 million (reported in income
tax expense).

During the first quarter of 2009, the IRS completed its examination of
the Company’s 2005 and 2006 consolidated federal income tax returns,
resulting in an increase to shareholders’ net income of $21 million
($20 million in continuing operations and $1 million in discontinued
operations). The increase reflected a reduction in net unrecognized tax
benefits of $8 million, ($17 million reported in income tax expense,
partially offset by 2 $9 million pre-tax charge) and a reduction of
interest and penalties of $13 million (reported in income rax expense).

D. Federal Income Tax Examinations,
Litigation and Other Matters

"The Company has a continuing dispute with the IRS for tax years 2004
through 2006 concerning the appropriate reserve methodology for
certain reinsurance contracts. Trial was held before the United States Tax
Court for the 2004 tax year in September 2011; the Court’s decision
is expected in 2012. Prior to trial, the RS conceded the adjustments,
but did not agree with the Company’s reserve methodology. Though
the IRS concession was a favorable development, that significantly
limits exposure, the Company has continued to pursue the litigation
in order to establish that its methodology is appropriate and can be
applied prospectively. The IRS raised the same issue in its audit of
the Company’s 2005 and 2006 tax returns. As a result, the Company
filed a petition with the United States Tax Court for these years on
September 19, 2011. The Company continues to believe that it will
prevail in both the 2004 and 2005-2006 litigation.

During the fourth quarter of 2011, the IRS issued a notice of deficiency
relating to the 2007 and 2008 tax years. The Company disagrees with
such IRS action. On January 11, 2012 the Company filed a petition
in the United States Tax Court and believes that the ultimate outcome
will not impact results of operations or liquidity.

The IRS is expected to begin examination of the Company’s 2009
and 2010 consolidated federal income tax returns in early 2012. The
Company conducts business in numerous states and foreign jurisdictions,
and may be engaged in multiple audit proceedings at any given time.
Generally, no further state or foreign audit activity for years prior to
2004 is expected.

The Patienc Protection & Affordable Care Act, including the
Reconciliation Act of 2010, included provisions limiting the tax
deductibility of certain future retiree benefit and compensation related
payments. The effect of these provisions reduced shareholders’ net
income in 2011 by $8 million. The Company will continue to evaluate
the tax effect of these provisions.
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NOTE 20 Employee Incentive Plans

The People Resources Committee (“the Committee”) of the Board of
Directors awards stock options, restricted stock, deferred stock and,
beginning in 2010, strategic performance shares to certain employees.
To a very limited extent, the Committee has issued common stock
instead of cash compensation and dividend equivalent rights as part

(In millions)

of restricted and deferred stock units. The Company issues shares
from Treasury stock for option exercises, awards of restricted stock
and payment of deferred and restricted stock units.

Compensation c