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Lincoln, Nebraska 

February 4, 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: 

FARMERS MUTUAL INSURANCE COMPANY OF NEBRASKA 
501 South 13th Street 

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, 2012, by the State of Nebraska.  

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. 

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 
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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 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. 
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 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, the 

Company’s external auditors, during their audit of the Company’s accounts for the years ended 

December 31, 2016 and 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 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 
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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 

Policyholders 

Article III of the Company’s Articles of Incorporation states, “the Company shall operate 

upon the mutual plan and charge a fixed premium for insurance written.”  Article VI further 

states, “ each person, corporation, general partnership, limited partnership, limited liability 

partnership, limited liability company, joint venture, trust, business trust, cooperative, association 

or other entity owning a policy or policies of insurance by the Company shall be a member 

thereof and entitled to one vote which may be cast in person or by proxy.”  Article II, paragraph 

1 of the Company’s By-Laws states, “the annual meeting of the members shall be held in 

Lincoln, Nebraska on the third Wednesday in February at 10:00 a.m.”  Article II, paragraph 4 

states, “the members present at a duly organized meeting, represented in person or by proxy, 

shall constitute a quorum for the transaction of business at such meeting.”  Article II, paragraph 6 

states, “each member entitled to vote shall be entitled to one vote upon each matter submitted to 

a vote at a meeting of members.” 
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 Board of Directors 

 Article VII of the Articles of Incorporation states, “the Company’s Board of Directors 

shall be elected by the Company’s members.  The Board of Directors shall consist of nine 

Directors and shall be divided into three classes as nearly equal in number as possible. The 

Directors in each class shall be elected for a term of three years and until their successors are 

elected and qualified.  One class shall be elected by ballot annually.”  The following persons 

were serving as Directors at December 31, 2017: 

 Name and Residence Principal Occupation  Term Expires 
 
 Ann L. Parr Senior Vice President, Secretary, 2018 
 Lincoln, Nebraska and General Counsel of the Company   
 
 Dr. James K. States Dentist - Retired 2018 
 North Platte, Nebraska 
 
 Paul R. Waggoner Insurance Agent 2018 
 Alma, Nebraska 
 
 Steve D. Erwin President of US Bank - Nebraska 2019 
 Lincoln, Nebraska  
 
 Timothy G. Petersen Rancher 2019 
 Cambridge, Nebraska 
 
 Mark T. Walz Chairman of the Board of Directors 2019 
 Lincoln, Nebraska President, and Chief Executive 
  Officer of the Company 
  
 Ann M. Frohman Attorney, Frohman Law Office, LLC 2020 
 Lincoln, Nebraska  
  
 Robert T. Grimit Attorney - Retired 2020 
 Lincoln, Nebraska  
 
 Richard J. Labenz Partner, Labenz & Associates, LLC 2020 
 Lincoln, Nebraska 
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 Officers 

 Article IV, paragraph 1 of the By-Laws state, “the required Officers of the Company shall 

be a President, a Secretary and a Treasurer.  In addition, the Company may have, at the 

discretion of the Board of Directors, a Chief Executive Officer, a Chief Operating Officer, a 

Chief Financial Officer, one or more Executive Vice President(s) (as the Board of Directors may 

determine), one or more Senior Vice President(s) (as the Board of Directors may determine) and 

such other Officers as may be deemed necessary by the Board of Directors, the Chief Executive 

Officer or the President.”  Article IV, Paragraph 2 states, “the President, Secretary and Treasurer 

of the Company, as well as any Chief Executive Officer, Chief Operating Officer, Chief 

Financial Officer, Executive Vice President(s) and Senior Vice President(s) of the Company, 

shall be elected by the Board of Directors at its annual meeting or at a special meeting called for 

that purpose.” 

Executive Officers elected and serving the Company at December 31, 2017, were as 

follows: 

 Name    Office 
 

Mark T. Walz Chairman, President, and Chief Executive Officer  
Lisa M. Finkner Vice President, Treasurer, and Chief Financial Officer 
Travis E. Lebo Senior Vice President of Underwriting and Actuarial 

Services 
Ann L. Parr Senior Vice President, Secretary, and General Counsel 

  
 Administrative Officers appointed by the Executive Committee and serving at  
 
December 31, 2017, were as follows: 
 
 Name Title 
 Chad M. Dlouhy Vice President, Underwriting  
 James A Fredrickson Vice President, Policy Development 
 Aaron K. Glause Vice President, Claims 
 Mark T. Gokie Vice President, Assistant General Counsel 
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 Name Title 
 Andrew J. Kraus Vice President, Agencies 
 Timothy R. Schlegelmilch Vice President, Investments and Real Estate 
 Dale K. Theisen Vice President, Information Systems 
 
 Committees 

Article III, Paragraph 14, of the Company’s By-Laws states, “the Board of Directors 

may, by resolution or resolutions passed by a majority of the whole Board, appoint an Executive 

Committee and one or more other committees, each committee to consist of two or more 

Directors or the Company, which committees shall, to the extent permitted by law, have and may 

exercise such powers of the Board of Directors in the management of the business and affairs of 

the Company as shall be delegated to them.  The powers of any such committee shall be set forth 

in the resolution or resolutions appointing such committee.”  

 The following persons were serving on the Executive Committee and other standing 

committees at December 31, 2017: 

 Executive Committee Audit Committee 
  
 Mark T. Walz, Chairman Richard J. Labenz, Chairman 
 Ann L. Parr, Secretary Steven D. Erwin 
 Robert T. Grimit Robert T. Grimit 
 Mark T. Walz 
  
 Employee Benefits Committee Investment Committee 
   
 Mark T. Walz, Chairman Mark T. Walz, Chairman 
 Ann L. Parr Ann L. Parr, Secretary 
  Steven D. Erwin 
   
 Compensation Committee Proxy Committee 
 
 Robert T. Grimit, Chairman Mark T. Walz, Chairman 
 James K. States James K. States 
 Mark T. Walz  
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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, 2017: 

 Illinois Indiana Iowa 
 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 279 agencies and 1,139 agents in Nebraska and 

133 agencies and 477 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 are also 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 Swiss Reinsurance America 

Corporation (Swiss 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, fourth, and fifth layers provide 

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

  1st  $   625,000 xs $    500,000 per occurrence 
  2nd  $1,000,000 xs $1,125,000 per occurrence 
  3rd  $1,000,000 xs $2,125,000 per occurrence 
  4th  $2,000,000 xs $3,125,000 per occurrence 
  5th  $2,000,000 xs $5,125,000 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 and fifth layer on all risks 

involved in one loss occurrence, and $8,000,000 per calendar year. 

  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 a $20,000,000 annual aggregate deductible.  The limit for 

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

 Layer Limits  

 1st  95% of $10,000,00 xs $10,000,000 xs $20,000,000 or 95% of $20,000,000 all 
loss events 

 2nd 95% of $10,000,000 xs $20,000,000 or 95% of $20,000,000 all loss events  
 2nd (3rd Event) 100% of $10,000,000 xs $20,000,000 or 100% of $20,000,000 all loss events 
 2nd (5th Event)  100% of $10,000,000 xs $20,000,000 or 100% of $20,000,000 all loss events 
 3rd  100% of $35,000,000 xs $30,000,000 or 100% of $70,000,000 all loss events 
 4th 100% of $45,000,000 xs $65,000,000 or 100% of $90,000,000 all loss events 
 5th 100% of $90,000,000 xs $110,000,000 or 100% of $180,000,000 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 

remaining 5% of such ultimate net loss under the 1st and 2nd layers.  During 2017 the Company’s 

loss experience prompted the purchase of a third event excess and fifth event excess of loss 

contract in the 2nd layer as outlined above which also provided for one automatic reinstatement.                                                                     
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  Under a casualty excess of loss reinsurance agreement with Swiss 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, owners 

landlords and tenants liability, comprehensive personal liability, 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 (1st layer $1,000,000 xs $500,000; 2nd 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 Swiss 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 75% 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 $17,500,000. 

 Assumed 

 Reinsurance assumed business, as shown in Schedule F of the Company's 2017 Annual 

Statement, is in a run-off position. 
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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 for the period 

covered by this examination: 

 2013 2014 2015 2016 2017 
 
Bonds $299,916,008 $268,985,480 $333,319,471 $383,776,551 $413,204,753 
Admitted assets 512,378,598 536,174,950 590,963,362 653,498,620 680,320,760 
Loss reserves 51,964,661 60,425,464 72,917,421 85,295,618 81,592,794 
Unearned  
     premiums 118,849,187 131,175,036 142,314,126 150,399,483 157,382,456 
Total liabilities 219,187,828 253,815,590 286,665,356 319,868,176 326,889,286 
Unassigned funds 
     (surplus) 292,190,770 281,359,360 303,298,006 332,630,444 352,431,474 
Premiums earned 251,013,113 254,988,007 304,126,225 319,277,598 336,526,658 
Losses incurred 147,550,110 188,287,624 176,671,740 184,540,377 207,659,196 
Underwriting 
     gain (loss) 12,603,566 (23,353,816) 22,754,053 21,359,436 14,124,441 
Net investment 
     gain 11,851,795 12,617,490 10,431,553 11,107,822 12,757,017 
Net income 20,038,698 (7,705,093) 27,306,252 26,380,266 21,967,692 
 
FINANCIAL STATEMENTS 

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

the Company with the State of 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 
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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.  

FINANCIAL STATEMENT 
 December 31, 2017 
 
Assets Net 
  Assets Not Admitted 
 Assets Admitted Assets 
 
Bonds $413,204,753  $413,204,753 
Common stocks 112,152,261  112,152,261 
Real estate occupied by the company 19,363,380  19,363,380 
Real estate held for the production of income 7,835,768  7,835,768 
Cash, cash equivalents, 
     and short-term investments 30,718,129  30,718,129 
Receivable for securities              5,000               5,000 
 
Subtotals, cash and invested assets $583,279,291  $583,279,291 
Investment income due and accrued 4,266,458  4,266,458 
Uncollected premiums and agents' 
     balances in course of collection 44,782,019 $    147,648 44,634,371 
Amounts recoverable from reinsurers 11,700,043  11,700,043 
Funds held by reinsured companies 100,000   100,000 
Federal income tax recoverable 2,247,988  2,247,988 
Net deferred tax asset 9,381,127  9,381,127 
Guaranty funds on deposit 51,328  51,328 
EDP equipment 314,088  314,088 
Furniture and equipment 894,343 894,343 
Corporate owned life insurance 24,318,327  24,318,327 
Company owned automobiles 788,778 788,778 
Prepaid pension asset 3,985,111 3,985,111 
Prepaid expenses 92,329 92,329 
Balance receivable reinsurance  
     assumed 54  54 
Other assets           197,685      170,000            27,685 
 
Totals $686,398,969 $6,078,209 $680,320,760 
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Liabilities, Surplus, and Other Funds 
 
Losses $ 81,592,794 
Reinsurance payable on paid losses 6,892 
Loss adjustment expenses 9,379,133 
Commissions payable, contingent commissions and other similar charges 12,815,130 
Other expenses 22,758,242 
Taxes, licenses and fees 1,833,877 
Unearned premiums 157,382,456 
Advance premium 5,820,712 
Ceded reinsurance premiums payable 4,643,536 
Funds held by the company under reinsurance treaties 679,136 
Amounts withheld or retained by company 41,483 
Provision for reinsurance 104,835 
Liability for pension benefits 23,532,079 
Liability for postretirement benefits          6,244,322 
Other liabilities             54,659 
 
Total liabilities $326,889,286 
 
Special surplus funds: 
  Guaranty fund  $    1,000,000 
Unassigned funds (surplus)   352,431,474 
 
Surplus as regards policyholders $353,431,474 
 
Total $680,320,760
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STATEMENT OF INCOME - 2017 
 

 
Underwriting Income 
 
Premiums earned $336,526,658 
 
Deductions: 
  Losses incurred $207,659,196 
  Loss expenses incurred 25,114,398 
  Other underwriting expenses incurred        89,628,623 
 
Total underwriting deductions $322,402,217 
 
Net underwriting gain $  14,124,441 
 
Investment Income 
 
Net investment income earned $  11,498,757 
Net realized capital gain       1,258,260 
 
Net investment gain $  12,757,017 
 
Other Income 
 
Finance and service charges not included in premiums $       360,135 
Miscellaneous income             (4,060) 
 
Total other income $       356,075 
 
Net income before federal income taxes $  27,237,533 
Federal income taxes incurred       5,269,841 
 
Net income $  21,967,692 
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CAPITAL AND SURPLUS ACCOUNT 
 

 2013 2014 2015 2016 2017 
 
Surplus, beginning $269,722,510 $293,190,770 $282,359,360 $304,298,006 $333,630,444 
 
Net income $  20,038,698  $   (7,705,093)$   27,306,252 $  26,380,266 $  21,967,692 
Change in net 
  unrealized capital 
  gains (losses) 6,879,249 3,844,959 (3,617,957)       7,009,791     12,235,092 
Change in net 
  deferred income tax 274,119 5,312,997 (2,359,227)  (1,754,946)    (8,902,350) 
Change in  
  non-admitted  
  assets (1,396,688) (1,973,682) 1,565,689      1,333,297    898,997 
Change in provision  
  for reinsurance     (104,835) 
Change in liability 
  for pension benefits 
  net of deferred taxes (2,591,082) (9,231,737) 40,594 (1,988,557) (4,819,560) 
Change in liability 
  for postretirement 
  benefits net of 
  deferred taxes          263,964       (1,078,854)         (996,705)      (1,647,413)    (1,474,006) 
Net change for 
  the year     23,468,260    (10,831,410)     21,938,646     29,332,438     19,801,030 
 
Surplus, ending $293,190,770 $282,359,360 $304,298,006 $333,630,444 $353,431,474 
 
EXAMINATION CHANGES IN FINANCIAL STATEMENTS 
 
 Unassigned funds (surplus) in the amount of $352,431,474 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: 

Custodial Agreement –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. 
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Action: The Company has complied with this recommendation. 

 
COMMENTARY ON CURRENT EXAMINATION FINDINGS 

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

examination. 

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

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

examination. 
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 State of Nebraska 




	December 31, 2017
	HISTORY
	Management and Control
	Policyholders
	Timothy G. Petersen Rancher 2019
	Executive Committee Audit Committee

	Robert T. Grimit Robert T. Grimit
	Steven D. Erwin
	Compensation Committee Proxy Committee
	Kansas Nebraska North Dakota
	South Dakota
	GROWTH




	Board of Affidavits.pdf
	Ann Frohman
	Ann Parr
	Bob Grimit
	James States
	Mark Walz
	Paul Waggoner
	Rich Labenz
	Steve Erwin
	Tim Petersen


