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Honorable Joseph Torti, ITI

Chairman, Financial Condition (E) Committee, NAIC
Deputy Director and Superintendent of Insurance
Rhode Island Division of Insurance

1511 Pontiac Avenue, Bldg #69-2

Cranston, Rhode Island 02920

Honorable John M. Huff

Chair, Midwestern Zone, NAIC
Director of Insurance

Missouri Department of Insurance
301 West High Street, Room 530
Jefferson City, Missouri 65101

Honorable Bruce R. Ramge
Director of Insurance

Nebraska Department of Insurance
941 “O” Street, Suite 400

Lincoln, Nebraska 68508

Dear Sirs:

Lincoln, Nebraska
August 1, 2013

Pursuant to your instruction and authorizations, and in accordance with statutory

requirements, an examination has been conducted of the financial condition and business affairs of:

FARMERS MUTUAL INSURANCE COMPANY OF NEBRASKA

1220 Lincoln Mall
Lincoln, Nebraska 68508

(hereinafter also referred to as the “Company™) and the report of such examination is respectfully

presented herein.



INTRODUCTION

The Company was last examined as of December 31, 2007 by the State of Nebraska. The
current financial condition examination covers the intervening period to, and including, the close
of business on December 31, 2012, and includes such subsequent events and transactions as were
considered pertinent to this report. The State of Nebraska participated in this examination and

assisted in the preparation of this report.

SCOPE OF EXAMINATION

This examination was conducted pursuant to and in accordance with both the NAIC
Financial Condition Examiners Handbook (Handbook) and Section §44-5904(1) of the Nebraska
Insurance statutes. The Handbook requires that examiners plan and perform the examination to
evaluate the financial condition and identify prospective risks of the Company by obtaining
information about the Company including, but not limited to: corporate governance, identifying
and assessing inherent risks within the Company, and evaluating system controls and procedures
used to mitigate those risks. The examination also included assessing the principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation and management’s compliance with Statutory Accounting Principles and Annual
Statement Instructions, when applicable to domestic state regulations.

A general review was made of the Company’s operations and the manner in which its
business has been conducted in order to determine compliance with statutory and charter
provisions. The Company’s history was traced and has been set out in this report under the
caption “Description of Company”. All items pertaining to management and control were

reviewed, including provisions for disclosure of conflicts of interest to the Board of Directors



and the departmental organization of the Company. The Articles of Incorporation and By-Laws
were reviewed, including appropriate filings of any changes or amendments thereto. The
minutes of the meetings of the policyholders, Board of Directors, and committees held during the
examination period were read and noted. Attendance at meetings, proxy information, election of
Directors and Officers, approval of investment transactions and authorizations of salaries were
also noted.

The fidelity bond and other insurance coverages protecting the Company’s property and
interests were reviewed, as were plans for employee welfare and pension. Certificates of
Authority to conduct the business of insurance in the various states were inspected and a survey
was made of the Company’s general plan of operation.

Data reflecting the Company's growth during the period under review, as developed from
the Company's filed annual statements, is reflected in the financial section of this report under
the caption "Body of Report".

The Company's reinsurance facilities were ascertained and noted, and have been
commented upon in this report under the caption "Reinsurance". Accounting records and
procedures were tested to the extent deemed necessary through the risk-focused examination
process. The Company’s method of claims handling and procedures pertaining to the adjustment
and payment of incurred losses were also noted.

All accounts and activities of the Company were considered in accordance with the risk-
focused examination process. This included a review of workpapers prepared by KPMG, LLP,
the Company’s external auditors, during their audit of the Company’s accounts for the years
ended December 31, 2010 and 2011. Portions of the auditor’s workpapers have been

incorporated into the workpapers of the examiners and have been utilized in determining the



scope and areas of emphasis in conducting the examination. This utilization was performed
pursuant to Title 210 (Rules of the Nebraska Department of Insurance), Chapter 56, Section 013.
Any failure of items to add to the totals shown in schedules and exhibits appearing

throughout this report is due to rounding.

DESCRIPTION OF COMPANY

HISTORY

The Company was incorporated under the laws of the State of Nebraska as an assessment
fire association on September 1, 1891, and commenced business on November 1st of that year.
During the period of the early 1930's, several small county mutual assessment companies in
Nebraska merged into Farmers Mutual Insurance Company, which at the time remained an
assessment fire association.

On June 1, 1960, the Company's By-Laws were amended to change the plan of operation
to a non-assessable mutual insurance company.

Under the provisions of its charter and in conformity with Nebraska statutes, the
Company is authorized to write the kinds of insurance prescribed by Section 44-201, Subsections
4,5,7,8,9,10, 11, 12, 13, 14, 16, 18, and 20 of the Nebraska Insurance Code.
MANAGEMENT AND CONTROL

Board of Directors

The business of the Company is conducted on the mutual plan. The Articles of
Incorporation state, “the affairs of this Company shall be conducted by a Board of Directors
consisting of nine members, divided into three groups of three members each... to serve on the

Board of Directors for a period of three years”. Members of the Company's Board of Directors



serving at December 31, 2012, were as follows:

Name and Residence Principal Occupation Term Expires
Byron L. Boslau Chairman of the Board of Directors 2014
Lincoln, Nebraska and Chief Executive Officer of
the Company

Gregory E. Allen Senior Vice President of 2014
Lincoln, Nebraska Operations of the Company
Robert T. Grimit Attorney - Retired 2014
Lincoln, Nebraska
James B. Dobler Executive Vice President, Secretary, 2015
Lincoln, Nebraska and General Counsel of the Company
Dr. James K. States Dentist - Retired 2015
North Platte, Nebraska
Paul R. Waggoner Insurance Agent 2015
Alma, Nebraska
Timothy G. Petersen Rancher 2016
Cambridge, Nebraska
Paul D. Adams Accountant - Retired 2016
Lincoln, Nebraska
Mark T. Walz President, Treasurer & Chief Operating 2016
Lincoln, Nebraska Officer of the Company

Officers

The By-Laws state, “the Board of Directors shall annually elect a Chairman of the Board
and a President, either of whom may be designated by the Board as the Chief Executive Officer,
a Secretary, a Treasurer, such Vice-Presidents and other officers as the Board shall from time to
time determine. One person may hold any two such offices at the same time”.

Executive Officers elected and serving the Company at December 31, 2012 were as

follows:



Name

Byron L. Boslau
James B. Dobler
Mark T. Walz

Office

Chairman of the Board and Chief Executive Officer
Executive Vice President, Secretary, and General Counsel
President, Treasurer, and Chief Operations Officer

Administrative Officers appointed by the Executive Committee and serving at

December 31, 2012 were as follows:
Name

Gregory E. Allen
Travis E. Lebo
James A Fredrickson
Chad M. Dlouhy
Aaron K. Glause
Leslie R. Hileman
Ann L. Parr

Dale K. Theisen
Marlene K. Wagner
Lisa M. Finkner

Committees

Title

Sr. Vice President - Operations

Sr. Vice President - Underwriting & Actuarial Services
Vice President, Claims

Vice President, Underwriting

Vice President, Policy Development

Vice President, Agencies

Vice President and Assistant General Counsel

Vice President, Information Systems

Vice President, Investments

Chief Financial Officer

The By-Laws state, “the Board of Directors shall select from among its number an

Executive Committee which shall have the general management of the business in the absence of

the Board and shall perform such other duties as may be prescribed by the Board. Standing or

temporary committees may be appointed by the Board from its own number by the Board with

such powers and subject to such conditions as may be prescribed by the Board”.

Members of the Executive Committee and other standing committees elected by the

Board at December 31, 2012 are as follows:

Executive Committee

Byron L. Boslau, Chairman
James B. Dobler, Secretary
Gregory E. Allen

Robert T. Grimit

Mark T. Walz

Reinsurance Committee

Byron L. Boslau, Chairman
James B. Dobler, Secretary
Gregory E. Allen

Mark T. Walz



Employee Benefits Committee Investment Committee

Byron L. Boslau, Chairman Byron L. Boslau, Chairman
James B. Dobler, Secretary James B. Dobler, Secretary
Mark T. Walz Mark T. Walz

Compensation Committee

Robert T. Grimit, Chairman Byron L. Boslau
Paul D. Adams James K. States

TERRITORY AND PLAN OF OPERATION
As evidenced by current or continuous Certificates of Authority, the Company was

licensed to transact the business of insurance in the following states at December 31, 2012:

Illinois Indiana Towa
Kansas Nebraska North Dakota
South Dakota

Business is produced under the general agency system in the States of Nebraska and
South Dakota. The Company has contracts with 276 agencies and 1,168 agents in Nebraska and
98 agencies and 463 agents in South Dakota.

Nebraska is divided into eight claims districts. South Dakota is divided into five claims
districts. A Director of Field Operations, three Regional Managers, ten District Managers, and
four Claim Supervisors have under their direct supervision, special agents who are assigned to
various territories. There is also a Telephone Claims Manager and two Telephone Claims
Supervisors located in the Lincoln home office. All are salaried personnel responsible for

adjusting losses and promoting good agency relations.



REINSURANCE
Ceded
Under a property excess of loss reinsurance agreement with Endurance Reinsurance
Corporation of America (Endurance Re), business classified as fire, allied lines, earthquake,
inland marine, glass, and the property portion of homeowners and farmowners multiple peril are
ceded under this excess per risk treaty whereby the Company’s first, second, third, and fourth

layers provide coverage in excess of the Company's $500,000 retention as follows:

Layer Limits
1" $ 625,000xs$ 500,000 per occurrence
Y $1,000,000 xs $1,125,000 per occurrence
3¢ $1,000,000 xs $2,125,000 per occurrence
4* $2,000,000 xs $3,125,000 per occurrence

The reinsurer's liability shall not exceed $1,875,000 under the first layer, $2,000,000
under the second and third layers, and $4,000,000 under the fourth layer on all risks involved in
one loss occurrence.

Under a property catastrophe excess of loss agreement, with subscribing reinsurers,
accumulated excess property losses and property losses caused by a single loss event, including
the comprehensive portion of auto losses, are covered for the lines of business cited under the
excess per risk agreement. An outline of this coverage by layer is shown below, subject to the
Company’s $10,000,000 retention with no an annual aggregate deductible. The limit for all loss

events commencing during the agreement period is also shown by layer.

Layer Limits
1 95% of $10,000,00 xs $10,000,000 or 95% of $20,000,000 all loss events
o™ 95% of $10,000,000 xs $20,000,000 or 95% of $20,000,000 all loss events
3 100% of $35,000,000 xs $30,000,000 or 95% of $70,000,000 all loss events
4" 100% of $115,000,000 xs $65,000,000 or 95% of $230,000,000 all loss events



One automatic reinstatement per layer is allowed under this treaty.
The Company retains net for its own account, with respect to each loss event, the

]St

remaining 5% of such ultimate net loss under the 1* and 2™ layers. During 2012 the Company’s
loss experience prompted the purchase of a third event excess of loss contract in the 1* layer as
outlined above which also provided for one automatic reinstatement.

Under a casualty excess of loss reinsurance agreement with Endurance Re, per
occurrence reinsurance coverage is provided in two layers, and applies to those policies written
and classified by the Company as auto liability, farmowners liability, homeowners liability,
OLT, CPL, and dwelling owners liability. The Company shall retain the first $500,000 of
ultimate net loss as respects any one loss occurrence, not to exceed $2,500,000 (1* layer
$1,000,000 xs $500,000; 2™ layer $1,000,000 xs $1,500,000).

Personal umbrella liability policies are reinsured net of the Company's retention of 2.5%
of the first $1,000,000 per occurrence under a continuous reinsurance contract with Endurance
Re. The reinsurer indemnifies the Company for the remaining 97.5% of the first $1,000,000, and
100% of the next $4,000,000 any one loss occurrence.

Under a property and casualty aggregate excess of loss agreement, the subscribing
reinsurers agree to indemnify the Company in respect to the liability which may accrue to the
Company under all policies in force as of the effective date of the agreement, or issued or
renewed by the Company in respect to all property and casualty business written by the
Company at or after the effective date. The reinsurers shall indemnify the Company for the
amount by which the aggregate of the Company’s ultimate net loss during the term of the
agreement exceeds 77.5% of the Company’s net earned premium for the term of this agreement

which is renewed on a calendar year basis. The Reinsurers limit of liability in the aggregate for



ultimate net loss under the agreement shall not exceed 100% of $10,000,000.
Assumed
Reinsurance assumed business, as shown in Schedule F of the Company's 2012 Annual
Statement, is in a run-off position.
General
All contracts reviewed are renewed on an annual calendar year basis, and contained
standard insolvency, arbitration, errors and omissions, and termination clauses. All contracts

contained the clauses necessary to assure reinsurance credits could be taken.
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GROWTH

BODY OF REPORT

The following comparative data reflects the growth of the Company for the period

covered by this examination:

2008

Admitted assets $426,968,713
Loss reserves 60,834,336
Unearned

premiums 82,736,324
Total liabilities 177,099,714
Unassigned funds

(surplus) 248,868,999
Premiums earned 183,604,090
Losses incurred 129,764,877
Underwriting

gain (loss) (8,353,211)
Net investment

gain 13,218,305
Net income 4,036,230
FINANCIAL STATEMENTS

The following statement of admitted assets and liabilities, together with the

2009

68,783,873

84,895,835
180,734,433

256,171,173
191,906,897
141,374,449
(13,772,874)

13,367,809
2,816,126

2010

$437,905,606 $438,728,732

65,643,596

87,183,617
182,677,025

253,325,648
194,380,983
151,352,419
(22,809,502)

18,474,345
(619,651)

2011

$433,766,296
54,402,755

92,824,866
179,532,537

249,369,184
200,725,285
156,567,014

(23,658,541)

12,329,442

(10,548,072)

2012

$461,819,466
45,394,487

104,979,826
192,096,956

268,722,510
212,338,837
129,659,393

4,326,946

12,841,157
18,164,315

accompanying statement of income, reflects the financial condition of the Company at December

31,2012, and its transactions for the year 2012 as determined through this examination. A

reconciliation of the surplus account for the period under review is also included.
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FINANCIAL STATEMENT
December 31, 2012

Bonds
Common stocks
Home office real estate
Cash, cash equivalents,
and short-term investments

Subtotals, cash and invested assets

Investment income due and accrued

Uncollected premiums and agents'
balances in course of collection

Amounts recoverable from reinsurers

Funds held by reinsured companies

Federal income tax recoverable

Net deferred tax asset

Guaranty funds on deposit

EDP equipment

Furniture and equipment

Corporate owned life insurance

Company owned automobiles

State income tax recoverable

Prepaid pension asset

Intangible pension asset

Prepaid expenses

Balance receivable reinsurance
assumed

Other assets

Totals

Net
Assets Not Admitted
Assets Admitted Assets
$267,333,578 $267,333,578
71,700,661 71,700,661
20,922,830 20,922,830
37,708,179 37,708,179
$397,665,248 $397,665,248
3,262,075 3,262,075
27,900,659 $ 87,880 27,812,779
3,114,631 3,114,631
100,000 100,000
2,082,841 2,082,841
15,375,916 15,375,916
150 150
270,914 270,914
85,815 85,815
11,834,330 11,834,330
516,661 516,661
300,000 300,000
5,173,766 5,173,766
428,774 428,774
42,928 42,928
582 582
170,000 170.000
$468.325200  $6,505.824  $461,819,466

12



Liabilities, Surplus and Other Funds

Losses
Reinsurance payable on paid losses
Loss adjustment expenses

Commissions payable, contingent commissions and other similar charges

Other expenses

Taxes, licenses and fees

Unearned premiums

Advance premium

Ceded reinsurance premiums payable
Amounts withheld or retained by company
Payable for securities

Additional minimum pension liability
Other liabilities

Total liabilities
Special surplus funds:
Guaranty fund
Unassigned funds (surplus)
Surplus as regards policyholders

Total

13

$ 45,394,487
795
6,409,461
7,544,844
14,096,707
1,363,885
104,979,826
4,853,130
3,889,405
43,014
2,245,495
428,774
847,133

$192.096.956
$ 1,000,000
268,722,510

$269,722,510

$461,819,466



STATEMENT OF INCOME - 2012

Underwriting Income

Premiums earned
Deductions:
Losses incurred
Loss expenses incurred
Other underwriting expenses incurred
Total underwriting deductions
Net underwriting gain

Investment Income

Net investment income earned
Net realized capital gain

Net investment gain

Other Income

Finance and service charges not included in premiums

Miscellaneous income

Total other income

Net income before federal income taxes

Federal income taxes incurred

Net income

14

$212,338,837

$129,659,393
18,899,093
59,453,405

$208.011,891

$ 4326946

¥ 9,917,620
2,923,537

$ 12.841.157

$ 338,470
689

$§ 339.159

$ 17,507,262
657.053

18,164,315



CAPITAL AND SURPLUS ACCOUNT
2008 2009 201 2011 2012

Surplus, beginning ~ $255,048,882 $249.868,999 $257.171,173 $256,051,707 $254.233,759

Net income $ 4,036,230 § 2,816,126 § (619,651) $(10,548,072)$ 18,164,315
Change in net

unrealized capital

gains (losses) (6,971,058) 2,046,003  (3,462,837) 2,923,242 424,989
Change in net

deferred income tax 1,152,190 1,213,142 1,572,157 5,037,402  (2,951,969)
Change in

non-admitted assets 160,356  (2,164,051) (273,761) (330,099) (148,584)
Change in provision

for reinsurance (279,000) 279,000
Excess of additional

minimum pension

liability over

intangible pension

asset (3,278,601) 3,111,954 (61,433) 244,991
SSAP 10R

paragraph 10.e. 1,726,059 2,138,516
Correction of error in

previously issued

financial statements (1,283,928)
Net change for

the year (5,179.883)_  7.302,174 _ (1.119.466)__ (1.817.948) 15,488,751

Surplus, ending $249.868,999 $257,171,173 $256,051,707 $254,233,759 $269,722.510
EXAMINATION CHANGES IN FINANCIAL STATEMENTS

Unassigned funds (surplus) in the amount of $269,722,510, as reported in the Company’s
2012 Annual Statement has been accepted for examination purposes. Examination findings, in
aggregate, were considered to have no material effect on the Company’s Financial Condition.
COMPLIANCE WITH PREVIOUS RECOMMENDATIONS

No recommendations were made as a result of the previous examination.
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COMMENTARY ON CURRENT EXAMINATION FINDINGS
Custodial Agreement
It was noted in review of the Company’s custodial agreement with U.S. Bank, that the
agreement is not in compliance with Nebraska Rules & Regulations, Title 210, Chapter 81. It is
recommended that the Company amend its current custodial agreement with U.S. Bank to
comply with the required provisions of Title 210 (Rules of the Nebraska Department of

Insurance), Chapter 81.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

The following comments and recommendations have been made as a result of this
examination:
Custodial Agreement - The Company’s custodial agreements with U.S. Bank is not in
compliance with Nebraska Rules & Regulations, Title 210, Chapter 81. It is recommended that

the Company amend its current custodial agreements with U.S. Bank to comply with the required
provisions of Title 210 (Rules of the Nebraska Department of Insurance), Chapter 81.

16
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State of Nebraska,

County of Lancaster,

Tadd K. Wegner, being duly sworn, states as follows:

1. I have authority to represent the Department of Insurance of the State of Nebraska in the examination of Farmers

Mutual Insurance Company of Nebraska.

2. The Department of Insurance of the State of Nebraska is accredited under the National Association of Insurance
Commissioners Financial Regulation Standards and Accreditation.

3. I have reviewed the examination work papers and examination report, and the examination Farmers Mutual
Insurance Company of Nebraska was performed in a manner consistent with the standards and procedures
required by the Department of Insurance of the State of Nebraska.

The affiant says nothing further.

Examiner-in-Charge's Signature /

Subscribed and swom before me by MM hsy on this IQ*“ day of A...M_ 2013 .

GENERAL NOTARY - Stato of Netraska
(SEAL) SUSAN D. WILLIAMS

mondideme iy Comm. Exp, Sept. 16, 2013

Notary Public

My commission expires , llg_l 013 [date].




