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Alexandria, VA 
February 14, 2019 

 
Honorable Bruce R. Ramge 
Director of Insurance 
Nebraska Department of Insurance 
1135 M Street, Suite 300  
Lincoln, Nebraska 68501 
 
 
Dear Sir: 
 
 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: 

  5 STAR LIFE INSURANCE COMPANY 
 
which has its Statutory Home Office located at 

 
5445 Red Rock Lane 
Lincoln, NE 68516 

 
with its Principal Executive Office located at 

 
909 N. Washington Street 

Alexandria, VA 22314 
 
(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, 2012 by the State of Louisiana.  

The current financial condition examination covers the intervening period to, and including, the 

close of business on December 31, 2017, 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. 
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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 includes 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 shareholder, Board of Directors and committees, held during the 

examination period, were read and noted.  Attendance at meetings, proxy information, election 

of Directors and Officers, and approval of investment transactions were also noted. 

 The fidelity bond and other insurance coverages protecting the Company’s property and 

interests were reviewed.  Certificates of Authority to conduct the business of insurance in the 
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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 Johnson 

Lambert LLP, the Company’s external auditors, during their audit of the Company’s accounts for 

the years ended December 31, 2017.  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 organized May 24, 1943 as a service insurer providing funeral 

expense and hospitalization coverage.   Originally, the Company’s name was Economy Service 

Insurance Company, which was domiciled in Lake Providence, Louisiana.  In 1967, the 
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Company ceased issuing service policies.  In 1968, the Company changed its name to United 

Agents Life Insurance Company of America.  In 1969, the Company’s Articles of Incorporation 

were amended to change the purpose of the Company to engage in the business of Life and 

Accident and Health Insurance. 

 The Bankers General Life Insurance Company was merged into the Company in 1984.  

In 1985 the Company’s name was changed from United Agents Life Insurance Company of 

America to Western Fidelity Insurance Company.  On February 14, 1994, the Company was 

acquired by JMJ Financial Corporation. 

 Effective July 1, 1996, the Company was acquired by Armed Forces Benefit Services, 

Inc.  Prior to the change in control, all business was ceded to National Group Life Insurance 

Company, New Era Life Insurance Company, and New Era Life Insurance Company of the 

Midwest, essentially rendering the Company a “shell”.  Subsequent to the change in ownership, 

Article I of the Company’s Articles of Incorporation was amended changing the Company’s 

name from Western Fidelity Insurance Company to AFBA Life Insurance Company. 

 The Company’s Certificate of Authority was amended effective October 26, 2000 for a 

name change from AFBA Life Insurance Company to 5 Star Life Insurance Company.  The 

Company re-domesticated to Nebraska on December 18, 2017.  The Company markets its 

ordinary life products to individual and business markets and underwrites the products for the 

Armed Forces Benefit Association (AFBA).  

MANAGEMENT AND CONTROL 
 

Holding Company 

The Company is a member of an insurance holding company system as defined by 

Nebraska Statute.  An organizational listing flowing from the ‘Ultimate Controlling Person”, as 
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reported in the 2017 Annual Statement, is represented by the following (subsidiaries are denoted 

through the use of indentations, and unless otherwise indicated, all subsidiaries are 100% 

owned): 

 Armed Forces Benefit Association 
  Armed Forces Benefit Association Investment Trust 
   5 Star Financial, LLC 
    5 Star Life Insurance Company 
     5 Star General Agency, LLC 
 

Shareholder 

  According to Article II of the Articles of Incorporation, “the number of shares the 

corporation is authorized to issue is Fifteen Thousand (15,000) shares of common stock of the 

par value of One Hundred Sixty-Six Dollars and Sixty-Seven Cents ($166.67) each.” 

  The Company paid a cash dividend of $500,000 to the parent, 5 Star Financial, LLC, in 

2013.  No other dividends were paid during the examination period.  The Company received a 

cash contribution to surplus in 2014 totaling $6,100,000.  No other contributions were received 

during the examination period.  

 As stated in the Company By-Laws, Article II, paragraph 10, “the annual meeting of 

stockholders shall be held on or before June 30 of each year commencing in 2018, and 

continuing thereafter, at the principal office of the Company or such other place as the majority 

stockholder may select, at such time as the majority stockholder shall designate....”  It was noted 

that the 2018 Annual Meeting was held in September 2018, which was after June 30, 2018.  It is 

recommended that the Company comply with its By-Laws and hold the annual meeting of the 

stockholder on or before June 30 of each year. 
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 Board of Directors 

 Per Article III, paragraph 16 of the By-Laws, “all corporate powers shall be exercised by 

or under the authority of the Board of Directors of the Company, and the business and affairs of 

the Company shall be managed by or under the direction and subject to the oversight of its Board 

of Directors….”  The Company’s By-Laws, Article III, paragraph 27 states, “the Board of 

Directors shall consist of at least five (5) but no more than fifteen (15) persons.  Directors shall 

be elected at an annual or special meeting of the stockholder, and the term of office of each 

Director shall be for one (1) year subject to the election and qualification of a successor.  The 

term of office of a sitting member of the Board of Directors shall not be renewed after the age of 

75 years, nor may a person who has reached the age of 75 years stand for election….” 

 The following persons were serving as Directors at December 31, 2017: 

Name and Residence Principal Occupation 

Larry Keith Arnold President and Chief Financial Officer 
Lynn Haven, Florida The Arnold Group, LLC 

Ralph Ed Eberhart Chairman of the Board 
Alexandria, Virginia Armed Forces Benefit Association and  
 5 Star Life Insurance Company 
 
Ronald Richard Gendreau Retired 
Elgin, South Carolina 

Randall Craig Horn Retired 
Omaha, Nebraska 

Asbury Francis Lever, III Senior Consultant 
North Charleston, South Carolina American Business Development Group 

Thomas Charles Lynch * Executive Chairman of the Board 
Villanova, Pennsylvania Chrysalis Holdings, LLC 

Mark Ernest Singleton President and Chief Executive Officer 
Woodbine, Maryland 5 Star Life Insurance Company 
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Name and Residence Principal Occupation 
  
Kimberley Elizabeth Wooding Executive Vice President and  
Springfield, Virginia Chief Financial Officer 
 5 Star Life Insurance Company 

*Retired from the Board effective December 31, 2017. 

 Per Article III, paragraph 44 of the By-Laws, “outside, non-employee, members of the 

Board of Directors of the Company and the Chairman of the Board of Directors of the Company, 

may receive compensation for their services and stipends for their attendance at regular or special 

meetings of the Board or of committees of the Company, provided that nothing herein contained 

shall be construed to preclude any Director from serving the Company in any other capacity and 

receiving compensation therefor.”   As of December 31, 2017, The Chairman of the Board received 

annual compensation totaling $46,500 with no stipend.  Members of the Board received annual 

compensation totaling $28,000 with a $1,000 stipend per meeting.  The Company has identified a 

Lead Independent Director who received an additional $5,000 in compensation annually.  The Audit 

Committee Chairman received additional compensation annually totaling $5,000 with a $1,000 

stipend per meeting, and Audit Committee members received additional compensation annually 

totaling $3,000 with a $1,000 stipend per meeting. 

 Officers 

 Per Article V, paragraph 50 of the By-Laws, “the Company shall have a President/Chief 

Executive Officer, a Secretary, a Chief Financial Officer/Treasurer, and one or more Vice 

Presidents, each of whom shall be appointed by the Chairman of the Board of Directors and 

ratified by the Board of Directors.  The Chairman may appoint as additional officers, one or 

more assistants to each of the above named officers.  Any two or more offices may be held by 

the same individual, except the office of President.” 
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 The following is a listing of Senior Officers appointed and serving the Company at 

December 31, 2017: 

Name Office 

Mark Ernest Singleton President and Chief Executive Officer 
Kimberley Elizabeth Wooding Executive Vice President and  
  Chief Financial Officer 
Cynthia Leigh Light Senior Vice President, Marketing 
Paul Francis Monica* Senior Vice President, Business and  
  Individual Insurance Markets 
Michael Ryland Moser Senior Vice President, General Counsel and  
  Corporate Secretary 
David James Orr Senior Vice President and Chief Actuary 
Michael Kimo Wong Senior Vice President,  
  Association Insurance Markets 
James Russell Bradford Vice President, First Responder and  
  Federal Employee Markets  
Salvatore Joseph Campanile Vice President, Worksite Voluntary Benefit  
  and Group Sales 
Michael Eugene Houchins Vice President, Finance and  
  Assistant Corporate Secretary 
Dwayne Scott McGraw Vice President, Product Actuary 
Brenda Augrette Robinson** Vice President, Corporate Planning & Development 
John Christopher Sachs Vice President, Business Insurance Markets 
Theodore George Shuey, III Vice President, Military Markets 
Daniel Scott Swisher Vice President, Department of Defense Market 
 
* Retired December 31, 2017 
** Terminated December 31, 2017 

 
 Committees  

 Per Article IV, paragraph 45 of the By-Laws, “the Board may designate one or more 

committees, each committee to consist of one or more of the Directors of the Company….Any 

such committee, to the extent provided in the resolution of the Board or in these By-Laws, shall 

have and may exercise such lawfully delegable powers and duties as the Board may confer.” 

 Per Article IV, paragraph 48 of the By-Laws, “the Board shall establish an Audit 

Committee whose principal purpose will be to oversee the Company’s and its subsidiaries’ 
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accounting and financial reporting process, internal systems of control, independent auditor 

relationships and audits of consolidated financial statements of the Company and its subsidiaries.  

The Audit Committee will also determine the appointment of the independent auditors of the 

Company and…will assume such other duties and responsibilities as the Board may confer upon 

the committee from time to time.” 

 The following persons were serving on the Audit Committee at December 31, 2017: 

 Thomas Charles Lynch, Chairman Larry Keith Arnold 
 Ronald Richard Gendreau  Randall Craig Horn 
 Asbury Francis Lever, III 

 Per Article IV, paragraph 49 of the By-Laws, “there shall be an Investment Policy 

Committee composed of the Chairman of the Board of Directors, who shall serve as Chairman of 

the Committee, the President, the Chief Financial Officer, the Chief Actuary, and the Consulting 

Actuary to the Company.  It shall be the responsibility of the Committee (a) to assess the 

Company’s investment philosophy and strategy, and, from time-to-time, recommend desirable 

modifications thereof; (b) to evaluate the performance of the investment managers with respect 

to the implementation of the Company’s investment philosophy and strategy; and (c) to consider 

desirable investment vehicles.” 

 The following persons were serving on the Investment Policy Committee at  

December 31, 2017: 

 Ralph Ed Eberhart, Chairman  Mark Ernest Singleton 
 Kimberley Elizabeth Wooding  David James Orr 
 Michael Eugene Houchins   
 
TRANSACTIONS WITH AFFILIATES  

 Master Group Life Insurance Policy 

  The Company’s investor, AFBA, provides its members with certificates of insurance 

under a master group life insurance policy (the Policy) between AFBA and the Company.  The 
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Policy renews annually and may only be terminated by the Company for non-receipt of 

premium.  AFBA may terminate the Policy without cause with 30 day notice.  AFBA uses a 

portion of its member contributions to pay premiums to the Company due on the Policy.  The 

premium payments are calculated in accordance with a premium retention arrangement and are 

equivalent to the amount of claims incurred, increases in loss reserves during the period on the 

programs, and a retention fee.  Under the terms of this premium agreement, premiums are limited 

in any given year to AFBA’s annual membership contributions.  AFBA has no obligation to pay 

premiums in excess of its annual membership contributions; however, any premium deficit may 

be carried forward by the Company for billing in subsequent periods to AFBA.  The Company 

carries the risk that it will continue to pay death benefits under the Policy during the Policy year 

with no recoverability of premium deficiency that might arise. 

 Premium Agreement for Term Insurance 

  The premium agreement between the Company and AFBA was initially entered into on 

May 1, 1997; amended and restated July 1, 2000, July 1, 2001, January 1, 2010, December 31, 

2014, and May 1, 2017.  The current agreement covers group term insurance programs under 

Policy #LT050197 (Rev) and #060101 (collectively referred to as “the AFBA Policies”), and any 

additional group life insurance program sponsored by AFBA, (designated in attachment to the 

agreement as Group Ultimate Select Term, Policy #G-UST100 and AFBA Multi-Association 

Group Insurance Alliance Trust FBO National Guard Association of California, Policy #MAT-

CA 05012017). 

  The premium agreement states that AFBA shall remit contracted premiums to the 

Company as the sum of: 

(a) Claims incurred under the AFBA Policies and related interest expense; 
(b) Retention charges of 3% of the Policyholder member contributions collected; 
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(c) Provision for premium tax based on the effective state premium tax rate; 
(d) Reserves determined under the Commissioners’ Reserve Valuation Method; and 
(e) Except that, the payment amount is limited, in the annual premium due to the 

Company from AFBA in any policy year cannot exceed the member contributions 
received by AFBA during the same policy year. 
 

  The premium agreement provides that AFBA, as policyholder, unconditionally 

guarantees payment of premiums and conversion fees due to the Company as calculated in the 

agreement within 30 day of receipt of written notice from the Company.  AFBA represents and 

warrants that it has on hand cash funds and other liquid assets in amounts sufficient to 

collateralize fully all premiums payable to the Company.   

  The premium agreement states that premiums payable to the Company shall be reviewed 

retrospectively on an annual basis and increased or decreased as considered necessary.  Such 

premiums shall be remitted to the Company by AFBA within 30 days following termination of 

the agreement, or promptly upon written request from the Company, whichever occurs first.   

  Premiums related to the reserve calculations (as noted in (d) above), are carried as 

Accrued Retrospective Premiums (ARP) asset and do not exceed 20% of admitted surplus at 

December 31, 2017.  Beginning in 2003, the Company obtained a Promissory Note from AFBA 

to secure 100% of the ARP asset and to provide assurance that the secured amount is due on 

demand.  The note is rewritten on a yearly basis to correspond to the annually changing ARP 

balance.  The amount due for ARP and corresponding Promissory Note at December 31, 2017 

was $5,686,630.     

  Amounts due to AFBA were $2,932,057, and due from AFBA were $3,239,177 at 

December 31, 2017.   
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 Agreement to Provide Common Services Support and Pension Benefits 

  The Company operates under an intercompany management agreement with AFBA 

through the AFBA Investment Trust, and 5 Star Financial LLC (the Parent).  Under this 

agreement, which was effective December 18, 2017, the Parent shall be appointed Employer 

Agent for the Company for the purpose of the payment of wages, remittance of employment 

taxes and backup withholding.  The Company will reimburse the Parent for the payment of 

wages and related remittances incurred on its behalf.  Employee service costs are shared by the 

parties on an equitable reimbursement basis as described in exhibits attached to the agreement. 

The parties to the agreement share in the services of the Internal Audit Department of AFBA.  

The Company will reimburse AFBA for a percentage of total salary and benefit costs as outlined 

in the agreement.  The Company pays AFBA its pro-rata share of the net periodic pension costs 

calculated by AFBA’s pension actuary at the commencement of each plan year and is outlined in 

exhibits attached to the agreement.    

  AFBA agrees to provide promotional mailing for the Company, free of charge as long as 

additional promotional mailing pieces do not result in increased postage at which time the 

additional costs will be borne by the Company.  AFBA shall perform, or cause to be performed, 

application processing, medical underwriting review services, computer imaging services, 

contract administration, customer and field service representative support service, and death 

claims processing for all insurance certificates/policies directly or indirectly underwritten by the 

Company with the exception of the Master Service Agreement between the Company and 

Transaction Applications Group.  The Company is charged on a per certificate basis for 

acquisition costs and on the average in-force outstanding for processing and administration costs.   
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  AFBA and the Company share in the resources of the 5 Star Life Policy Administration 

System and FINEOS Claims Administration System.  AFBA pays a system usage fee to the 

Company for the use of the Policy Administration System and FINEOS Claims Administration 

System.  AFBA, the Parent, and the Company share in the costs associated with acquiring and 

operating the computing communication infrastructure with costs allocated as outlined in 

exhibits attached to the agreement.  AFBA and the Company pay rental fees for office space to 

the parent.     

  Total gross benefits received and gross costs incurred under the agreement for 

processing, administration, and other related services were $1,479,810 and $2,195,363, 

respectively, in 2017. 

 Consolidated Federal Income Tax Return 

  Effective June 1, 2006, the Company was included in a written tax agreement with 5 Star 

Financial LLC, 5 Star Bank, and AFBA 5 Star Investment Management Company.  This 

agreement was approved by the Company’s Board of Directors.  Under the agreement, Federal 

income taxes are calculated as if each of the companies filed taxes on a separate return basis.  

The agreement properly includes settlement dates in accordance with SSAP 101 Section 17. 

TERRITORY AND PLAN OF OPERATION 

 As evidenced by current or continuous Certificates of Authority, the Company is licensed to 

transact business in all states with the exception of New York and in the District of Columbia, 

American Samoa, Guam, Puerto Rico and the U.S. Virgin Islands. 

The Company’s primary objective is to be the select provider of life insurance products, 

without war or terrorism clauses nor occupational or geographic restrictions, to AFBA members. 

Additionally, the Company targets other niche markets and customers not restricted by AFBA’s 
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membership requirements.  The markets are split into two distribution channels, one supporting 

sales to the AFBA membership, First Responders and National Guard markets, and the other 

supporting sales to employers and worksite markets. 

The Company’s primary distribution system within each channel is through an 

independently contracted agent sales force.  This field distribution is structured around 45 

regional sales directors (“RDs”), with the majority of RDs in AFBA Association markets, and 

the Company’s worksite business using mainly independent agent brokers and enrollment benefit 

firms for distribution.  The RDs and key brokers are responsible for recruiting, training, meeting 

and developing sales objectives, local conflict resolution, and marketing for their region.  

Approximately 700 agents report to the AFBA RDs, and there are 2,500 agents, brokers and 

enrollment firms servicing the worksite/group employer markets.    

In addition to direct sales contacts through agents, the Company also distributes its 

products via the Internet and direct mail to AFBA members.  The Company has developed an 

application system for certain of its products, whereby potential customers and agents can utilize 

the Internet to complete insurance applications, sign via electronic signature and receive secure 

electronic delivery of policy documents.  Additionally, auto-issue programming has been 

designed for certain products with minimal underwriting requirements. 

REINSURANCE 

Assumed  

  The Company reported two small assumed reinsurance treaties at year-end 2017.  The first 

of these arrangements has been in effect since 1996 with John Hancock Life & Health Insurance 

Company (John Hancock) and covers business written for AFBA by John Hancock in the State of 

New York where the Company is not licensed.  At year-end 2017, it accounted for assumed 

premiums and reserves totaling approximately $58,000 and $952,000 respectively.   
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  The second assumed treaty is with National Guardian Life Insurance Company covering 

Group Accident Only and Group Fixed Indemnity Benefit policies.   This arrangement became 

effective January 1, 2016, and the contract has a stated termination date of December 31, 2018.  

This contract generated only a minimal amount of premiums and reserves in 2017.   

 Ceded  

  The Company has historically marketed several fixed term products and at all relevant times 

has reinsured roughly one-half of its mortality risk arising from these products. This reinsurance has 

generally been placed with “A-rated” counterparties who have reinsured a portion of the risk arising 

from the various life insurance products sold by the Company.    

  The oldest of these arrangements is an agreement initially effective in 2000 with Lincoln 

National Life Insurance Company (Lincoln National) wherein the Company cedes both individual 

and group “XXX Term” business to Lincoln National on a 50% coinsurance basis.  The contract 

accounts for ceded premiums and reserve credits of approximately $2 million and $40 million 

respectively at year-end 2017.  This treaty was closed to new business effective August 15, 2005. 

  Following the closing of the Lincoln National contract, the Company entered into a new 

coinsurance arrangement with Swiss Re Life & Health Insurance Company (Swiss Re).  This 

contract covered business written after August 15, 2005 through a 50% coinsurance of ordinary and 

group guaranteed level term programs that required “XXX” reserves. This contract was ultimately 

closed to new business effective June 30, 2009 at which time it was replaced through a new 50% 

coinsurance treaty with Swiss Re which covered term products issued after the effective date.  

Effective April 1, 2014, the Company and Swiss Re entered into a third coinsurance arrangement. 

This contract provided the Company with an 80% coinsurance reinsurance covering the Company’s 
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“final expense” product line.  This product was discontinued effective December 31, 2016 at which 

time the reinsurance agreement was concurrently closed to new business. 

  Based on these reinsurance arrangements as described above, at all relevant dates in time, 

the maximum net per-life exposure to the Company has been $500,000.  Collectively these contracts 

accounted for ceded premiums and reserve credits totaling $11 million and $36 million, respectively 

at the December 31, 2017 examination date. 

  Through a treaty effective December 31, 2016, the Company entered into a 100% 

coinsurance with funds held treaty with Hannover Life Reassurance Company of America covering 

an in-force block of certain 2016 issues of ordinary term life insurance sold through the Company’s 

“worksite market” business line.  Under the terms of this arrangement, the Company received a $5.7 

million ceding commission in exchange for the future underwriting profits associated with this 

block of business.  Beginning in 2017, the Company is entitled to receive a quarterly experience 

refund if underwriting profits exceed established target thresholds stipulated in the reinsurance 

treaty.  During 2017, the Company recorded $4.9 million in ceded premiums net of any experience 

refunds through this arrangement.  Ceded reserve credits totaled less than $1 million at year-end 

2017. 

  In addition to the above described reinsurance arrangements, the Company also has a 

coinsurance treaty with Optimum Reinsurance Company covering a 50% share of their critical 

illness benefit losses.  During 2017 a total of $76,000 of ceded premium was ceded pursuant to this 

arrangement and, at year-end 2017, no reserve credits were recorded under the treaty.   

  The largest segment of the Company’s business involves insuring the AFBA Group Life 

Insurance program.  For all intent and purposes this program is fully reinsured through a treaty in 

effect with the U.S. Branch of Canada Life Assurance Company (Canada Life) which covers the 
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Group Life business issued under the AFBA Group Policy.  The arrangement is structured such that 

Canada Life is responsible for the amount by which death claims and related expenses paid by the 

Company exceed the aggregate premium received from the AFBA.  The net cost for this coverage is 

$2.30 per $1,000 of Net Amount at Risk accompanied by an experience refund which can lower the 

net cost to a “risk charge” of $0.11 per $1,000.  This pricing structure, when compared with the 

“retention charge”, i.e. the comparable component of the Company – AFBA group program, 

provides the Company a minimal spread of approximately $0.70 per $1,000.  

  Under this arrangement, gross premiums ceded and experience refunds received during 

2017 were $76.4 million and $76.0 million, respectively.  The activity associated with this 

reinsurance contract also accounts for the majority of both a receivable for amounts due from 

reinsurers of $19.7 million as well as a write-in liability for amounts due to reinsurers totaling $21.1 

million at year-end 2017.  The reinsurance agreement contains an industry standard offset clause 

allowing the receivable to be netted against the payable, thus ensuring the collectability of this 

significant asset reported on the 2017 Annual Statement. 

General 

  All contracts reviewed contained standard insolvency, arbitration, errors and omissions, and 

termination clauses where applicable.  All contracts contained the clauses necessary to assure 

reinsurance credits could be taken. 

BODY OF REPORT 

 
GROWTH 

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

covered by this examination: 
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 2013 2014 2015 2016 2017 
 
Bonds $178,233,370 $186,986,206 $197,630,032 $203,876,252 $219,473,090 
Admitted assets 248,677,397 268,587,888 273,647,298 286,577,159 291,203,392 
Aggregate reserves for 
     life contracts 158,980,760 169,315,529 181,853,933 190,691,193 196,887,873 
Total liabilities 208,147,691 227,793,496 235,102,919 246,412,422 262,342,180 
Capital and surplus 40,529,706 40,794,392 38,544,379 40,164,737 28,861,212 
Premium income 116,046,552 124,239,305 124,235,473 125,610,275 126,106,510 
Net investment income 9,318,650 9,141,855 8,961,701 9,742,134 9,850,944 
Death benefits 84,093,067 86,421,071 91,341,227 95,644,275 101,800,885 
Disability benefits 75,621 48,888 (5,625) 33,456 41,868 
Net income (6,236,708) (9,639,243) (5,830,348) (6,220,099) (9,987,011) 
Life insurance in-force  39,917,133 41,835,649 43,094,038 44,532,574 48,207,866 
(in thousands) 
 
FINANCIAL STATEMENTS 

 The following financial statements are based on the statutory financial statements filed by 

the Company with the Nebraska Department of Insurance and present the financial condition of 

the Company for the period ending December 31, 2017. The accompanying comments on 

financial statements reflect any examination adjustments to the amounts reported in the annual 

statements and should be considered an integral part of the financial statements. A reconciliation 

of the capital and surplus account for the period under review is also included.  
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FINANCIAL STATEMENT 
December 31, 2017 

 
Assets Net 
  Assets Not Admitted 
 Assets Admitted Assets 
 
Bonds $219,473,090  $219,473,090 
Common stocks 640,500  640,500 
Cash and cash equivalents 9,372,668  9,372,668 
Contract loans 6,963,564  6,963,564 
Other invested assets (Schedule BA)          742,086      128,015          614,071 
 
Subtotals, cash and invested assets $237,191,908 $   128,015 $237,063,893 
Investment income due and accrued 2,433,079  2,433,079 
Uncollected premiums and agents’ balances 
 in the course of collection 18,163,041 16,640 18,146,401 
Accrued retrospective premiums 5,686,630  5,686,630 
Amounts recoverable from reinsurers 898,503  898,503 
Other amounts receivable under reinsurance 
 contracts 19,709,517  19,709,517 
Current federal income tax recoverable 
 and interest thereon 44,903  44,903 
Net deferred tax asset 10,366,127 6,600,049 3,766,078 
Guaranty funds receivable or on deposit 214,911  214,911 
Electronic data processing equipment and 
 software 901,645 901,645 
Furniture and equipment, including health 
 care delivery assets 2,608 2,608 
Receivables from parent, subsidiaries and 
 affiliates 3,239,177  3,239,177 
Prepaid expenses 485,429 485,429  
Other nonadmitted assets       1,837       1,837                      
Miscellaneous receivables 300  300 
Lease deposits           119,160      119,160                     _ 
 
Totals $299,458,775 $8,255,383 $291,203,392 
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Liabilities, Surplus, and Other Funds 
 
Aggregate reserve for life contracts $196,887,873 
Contract claims:  Life 21,265,814 
Contract claims:  Accident and health 55,832 
Premium and annuity considerations for life and  
 accident and health contracts received in advance 867,229 
Provision for experience rating refunds 901,604 
Interest maintenance reserve 1,184,280 
Commissions to agents due or accrued 761,531 
Commissions and expense allowances payable on reinsurance assumed 97 
General expenses due or accrued 2,471,595 
Taxes, licenses and fees due or accrued, excluding federal income taxes (366,064) 
Unearned investment income 174,511 
Remittances and items not allocated 41,839 
Borrowed money 9,000,000 
Asset valuation reserve 1,349,646 
Payable to parent, subsidiaries and affiliates 2,933,000 
Funds held under coinsurance 1,377,421 
Escheat funds liability 1,090,136 
Amounts due to reinsurers 21,144,097 
Guaranty fund assessment liability 174,244 
Miscellaneous payable 993,349 
Deferred gain            34,147 
 
Total liabilities $262,342,180 
 
Common capital stock $    2,500,050 
Gross paid in and contributed surplus 50,521,049 
Unassigned funds (surplus)    (24,159,887) 
 
Total capital and surplus $  28,861,212 
 
Totals $291,203,392 
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SUMMARY OF OPERATIONS – 2017 

Premiums and annuity considerations for life and accident and health contracts $126,106,510 
Net investment income 9,850,944 
Amortization of interest maintenance reserve 363,326 
Commissions and expense allowances on reinsurance ceded 3,441,453 
Other income 15,300 
System usage fee 39,734 
Conversion charge          206,527 
 
Totals $140,023,794 
 
Death benefits $101,800,885 
Disability benefits and benefits under accident and health contracts 41,868 
Surrender benefits and withdrawals for life contracts 2,662,110 
Increase in aggregate reserves for life and accident and health contracts       6,196,680 
 
Totals $110,701,543 
 
Commissions on premiums, annuity considerations and deposit-type  
 contract funds $  15,683,424 
Commissions and expense allowances on reinsurance assumed 57,001 
General insurance expenses 19,859,551 
Insurance taxes, licenses and fees, excluding federal income taxes       3,810,261 
  
Totals $150,111,780 
 
Net gain from operations before federal income taxes  
 and net realized capital gains $ (10,087,986) 
 
Federal income taxes incurred (131,677) 
Net realized capital losses           (30,702) 
 
Net income $   (9,987,011) 
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CAPITAL AND SURPLUS ACCOUNT 

 
 2013 2014 2015 2016 2017 

Capital and surplus,  
 beginning $ 52,416,812 $40,529,706 $40,794,392 $38,544,379 $ 40,164,737 
 
Net income $  (6,236,708) $ (9,639,243) $ (5,830,348) $ (6,220,099) $ (9,987,011) 
Change in net unrealized 
  capital gains (losses) (8,663) 1,835 106,786 (124,586) (45,548) 
Change in net deferred 
 income tax 1,121,095 410,547 444,910 980,757 2,919,900 
Change in nonadmitted     
 assets (6,317,647) 3,511,668 3,069,468 3,012,807 (4,084,843) 
Change in asset valuation 
 reserve (138,565) (120,121) (40,829) 11,479 (106,023) 
Surplus adjustment: Paid in  6,100,000 
Dividends to stockholders (500,000) 
SERP actuarial gain/loss 
 & prior service costs 193,382 
Net ceding commission 
 earnings on inforce  
 coinsurance treaty                     _                   _                   _     3,960,000                      _ 
 
Net change for the year $(11,887,106) $     264,686 $ (2,250,013) $ 1,620,358 $(11,303,525) 
 
Capital and surplus, 
 ending $ 40,529,706 $40,794,392 $38,544,379 $40,164,737 $ 28,861,212 

EXAMINATION CHANGES IN FINANCIAL STATEMENTS 

 Unassigned funds (surplus) in the amount of $(24,159,877), as reported in the Company's 

2017 Annual Statement, has been accepted for examination purposes.  Examination findings, in 

the aggregate, were considered to have no material effect on the Company’s financial condition. 

COMPLIANCE WITH PREVIOUS RECOMMENDATIONS 

 The recommendations appearing in the previous report of examination are reflected 

below together with the remedial actions taken by the Company to comply therewith: 
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 Premium Agreement for Term Insurance 
It is recommended that identified language in the Promissory Note from AFBA be 
removed from the promissory note so that there is no ambiguity that the asset is 100% 
secured and that the secured amount is due on demand. 
 
It is also recommended that the Company insure that its policyholder, AFBA, annually 
reduce, by premium payment, any year-end balance for accrued retrospective premium 
balance that exceeds 20% of the associated year-end surplus. 
 
In addition, it is recommended that the Company rewrite the Premium agreement 
between AFBA and 5 Star Life to include provision for late charges on unpaid premium 
as provided in Policy #LT050197(Rev) description of premium due dates.  The rewritten 
premium agreement should be submitted to the Louisiana Department of Insurance in 
conformity with La. R.S.22.691-691.26. 
 

 Action:  The Company has complied with these recommendations.  
 
COMMENTARY ON CURRENT EXAMINATION FINDINGS 

There are no additional comments or recommendations that have been made as a result of 
this examination. 

 
SUMMARY OF COMMENTS AND RECOMMENDATIONS 

 The following comments and recommendations have been made as a result of this 

examination: 

2018 Annual Meeting of Stockholder – It is recommended that the Company comply 
with its By-Laws and hold the annual meeting of the stockholder on or before June 30 of 
each year.  
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