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STATE OF NEBRASKA 

Department of Insurance 

EXAMINATION REPORT 

OF 

GRANGE MUTUAL INSURANCE COMPANY of CUSTER COUNTY 

as of 

December 31, 2017 



Broken Bow, Nebraska 
May 22, 2019 

Honorable Bruce R. Ramge 
Director of Insurance 
Nebraska Department of Insurance 
1135 “M” Street, Suite 300 
Lincoln, Nebraska 68508 

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: 

GRANGE MUTUAL INSURANCE COMPANY of CUSTER COUNTY 
420 South 8th Avenue 

Broken Bow, Nebraska  68822 

(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 the provisions of 

Section §44-5904(1) of the Nebraska Insurance Statutes. 

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 
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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.  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 Members and 

Board of Directors held during the examination period, were read and noted.  Attendance at 

meetings and election of Directors and Officers were also noted. 

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

interests were reviewed.  The Certificate of Authority to conduct the business of insurance in the 

State of Nebraska was inspected and a survey was made of the Company’s general plan of 

operation. 

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 substantive examination 

process.   

All accounts and activities of the Company were considered in accordance with the 

provisions of Section §44-5904(1) of the Nebraska Insurance Statutes.  The assets were verified 

and evaluated and the liabilities were determined in order to present the statement of the 

Company’s financial condition as of December 31, 2017. 

Any failure of items to add to the totals shown in schedules and exhibits appearing 

throughout this report is due to rounding. 
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DESCRIPTION OF COMPANY 

HISTORY 

The Company was incorporated on July 29, 1912, as a fire, lightning, windstorm, and 

tornado company operating under the assessment plan in the County of Custer, Nebraska.   

MANAGEMENT AND CONTROL 

Members 

Article IV of the Articles of Incorporation provides that, “the membership of the 

Company shall be limited to those persons or organizations having insurance in full force and 

effect.  Membership and insurance may be obtained only by written application signed by the 

applicant and shall commence only when approved by the Secretary or his authorized 

representative and shall cease when such insurance is cancelled or terminates from any other 

cause.  This application shall be considered a part of the policy.”  Further, Article V states that, 

“the annual membership meeting shall be held at Broken Bow, Nebraska, on the third 

Wednesday in February of each year, commencing at 1:30 o’clock P.M.  Special membership 

meetings may be called by the Board of Directors at any time and shall be called upon petition of 

one-fourth of the Members of the Company.  Due notice of the time and place of such special 

meetings shall be given the membership.  Each Member shall be entitled to one vote in the 

election of Directors and on all matters coming before any membership meeting, and if unable to 

attend in person, may appoint any Officer, Director or Member as his proxy to vote his policy.” 

Surplus Note 

 On November 23, 2011, the Company obtained authorization to issue surplus notes in the 

amount of $10,000 per note, up to a maximum amount of $340,000 from the Nebraska 

Department of Insurance.  The notes were issued with fixed interest rates of 4% per annum for 
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terms of ten (10) years.  Repayment of the surplus notes or payment of interest shall made only 

with the approval of the Director of Insurance.  During the exam period the Company made 

repayments of principal and interest, as well as issued another note.  The following surplus note 

transactions were approved by the Director of Insurance: 

Approval Date Balance Interest 

November 23, 2011 $340,000 
March 12, 2013 (70,000) $16,740 
March 13, 2014 (30,000)   10,561 
March 9, 2015     9,600 
December 22, 2015   200,000 
March 20, 2017   29,458 
Surplus note balance $440,000 $76,359 

Board of Directors 

Article VI of the Articles of Incorporation states that, “the corporate powers of the 

Company shall be vested in a Board of no less than five (5) and no more than nine (9) Directors, 

each elected by a majority vote of the annual meeting for a term of three years or until his 

successor is duly elected and qualified.”  Article I, Section 2 of the By-Laws states that, “the 

Members shall elect Directors who shall hold office until the next succeeding annual meeting 

and until their successors have been elected and qualified unless their service is earlier 

terminated because of death, resignation or removal.”  It appears that the term durations are 

conflicting between the Articles of Incorporation that establish three year terms, and the By-

Laws that establish a one year term. 

Article I, Section 6 of the By-Laws states that, “the annual meeting…shall be held at the 

same place as the annual meeting of Members unless some other place is agreed upon by vote of 

a majority of the ten elected Board of Directors.”  The reference to “ten elected Board of 

Directors” contradicts the limit of nine Directors noted in Article VI of the Articles of 
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Incorporation.  It is recommended the By-Laws or Articles of Incorporation be amended to 

address these inconsistencies. 

It was noted during review of the minutes for the meeting of the Board of Directors that 

investment activity is reviewed semi-annually and not quarterly as required by Nebraska 

Insurance Statute §44-5105(3).  In the past, the Company utilized an Executive Committee for 

this quarterly review, but it was determined that the Executive Committee had not met since 

2013.  It is recommended that the Company comply with the Nebraska Insurers Investment Act 

and ensure that the Board of Directors, on no less than a quarterly basis, receive and review a 

summary report of the Company’s investment portfolio, activities, and practices, in order to 

verify the investment activity is consistent with its written investment plan. 

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

Name Residency Term Expires 

Tom Bernard  Chadron, Nebraska 2020 
Bill Brush North Loup, Nebraska 2020 
Brennan Miller Omaha, Nebraska 2019 
Vickie Tyler Omaha, Nebraska 2019 
Jeff Royal Omaha, Nebraska 2018 
Tom Spahn Ogallala, Nebraska 2018 

There were discrepancies noted between the minutes of the annual member meetings and 

the Directors listed in the 2017 annual statement.  Bill Brush’s term expired in 2017 and he was not 

a Director at year-end, but is listed in the 2017 annual statement as a Director.  Jeff Royal signed the 

2017 annual statement, but was never officially elected as a Director according to the annual 

member meeting minutes.  Sarah Dowdy was elected as a Director at the 2017 annual member 

meeting and Curtis Smith was elected as a Director in 2015, yet did not appear as a Director in the 

2017 Annual Statement.  It was subsequently discovered that Sarah Dowdy and Curtis Smith 

resigned prior to the statement date, and are properly not included on the annual statement.  It is 
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suggested that the annual member meeting minutes document all Director resignations, 

terminations, and elections that occur during the period from the previous meeting. 

There were multiple changes between the examination date and the issuance of this report. 

In 2018, Sarah Dowdy, Brennan Miller, and Jeff Royal all resigned and Bill Brush was re-elected, 

as well as the new election of Chase Forrester.  In 2019, Julie Hueftle and Trent Russell were 

elected as Directors.  

Officers 

Article VI of the Articles of Incorporation states that the Directors, “…shall elect such 

Officers as may be required for the proper conduct of the business of the Company, who shall 

serve for a term of one year or until their successors have been duly elected and qualified.”  

Article II, Section I of the By-Laws states that, “the Officers of the Company shall be a 

President, one or more Vice Presidents (as the Board of Directors shall determine), a Secretary, 

and a Treasurer and such other Officers and agents as may be deemed necessary by the Board of 

Directors.  Any two or more offices may be held by the same person.”   

The following is a listing of Officers elected and serving the Company at December 31, 

2017: 

Name Office 

Bill Brush President 
Tom Spahn Vice President 
Camille Synak Secretary 
Brennan Miller Treasurer 

During the examination, it was noted that the Directors and Officers of the Company do 

not complete conflict of interest statements.  As a best practice, it is suggested that the Company 

require each of its Directors and Officers to complete a conflict of interest statement on an 

annual basis.  
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FIDELITY BOND AND OTHER INSURANCE 

At December 31, 2017, the Company carried fidelity bond coverage in the amount of 

$50,000 with Western Surety Company.  Based on the Exhibit R of the NAIC Financial 

Condition Examiners Handbook that incorporates admitted assets and gross income to establish 

the minimum required amount of fidelity insurance, the Company is deficient.  It is 

recommended that the Company obtain at least $75,000 fidelity coverage to comply with the 

guidelines.   

The Company carries a Directors and Officers liability policy with NAMICO, in the 

amount of $250,000, subject to a $10,000 deductible. The Company also has a professional 

liability policy with NAMICO in the amount of $250,000, that is also subject to a $10,000 

deductible.   

TERRITORY AND PLAN OF OPERATION 

As evidenced by a current Certificate of Authority, the Company is licensed to transact 

business in the State of Nebraska, as specified under §44-201, subsections 5 and 18 of the Nebraska 

Insurance Code, which are Property Insurance and Marine Insurance. 

The Company utilizes a series of policy forms, which comprise both casualty and liability 

coverage.  The policies are sold by local agencies and by the Company itself.   

At December 31, 2017, the Company charged an annual assessment of $10.92 per thousand 

for fire and extended coverage on all rural risks with a $500 deductible.  Urban risks other than 

homeowners were charged at $8.86 per thousand for risks over $25,000 with a $500 deductible.  

Homeowners’ assessments are derived from a rate table and are based on underwriting criteria.  All 

policies are currently issued on a one-year basis, and are billed annually or semi-annually.  There is 

a $50 policy fee charged on new business with an additional $10 billing fee for each semi-annual 

billing. 
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REINSURANCE 

Ceded 

Effective January 1, 2017, the Company entered into a reinsurance agreement with 

Nebraska Farmers Mutual Reinsurance Association of Wahoo, Nebraska (NFMRA).  Prior to 

incurring the retention limit, NFMRA assumes 100% of any insured loss on a single risk greater 

than $40,000 up to $660,000.  Recoveries made under this section, which are greater than 

recoveries available under the aggregate retention, are deducted from subsequent aggregate 

recoveries.   

 The Company retains the first $1,000 of each risk, each loss with respect to mobile home 

risks located in trailer courts.  The reinsurer’s limit of coverage for losses in any one trailer court 

is $48,000.  Two or more trailers in one location constitute a trailer court. 

NFMRA agreed to participate in losses to single risks insured up to a limit of $1,200,000 

for farm outbuildings and machinery pertaining to farm owners’ policies, or $700,000 for all 

other covered property.  The contract provides that the Company is the judge of what constitutes 

one risk except that in no event shall a building and its contents be considered more than one 

risk.   

 Under the contract for 2017, the Company retained a liability equal to $2,700 per million 

of its fire or wind insurance in force at the beginning of the year, whichever was greater.  The 

Company’s aggregate retention for 2017 was $844,202. 

 Review of the contract noted that the agreement does not require reporting of losses on a 

quarterly basis, which is required by NAIC Accounting Practices and Procedures Manual SSAP 

No. 62R, paragraph 8d.  It is recommended that the reinsurance agreement with NFMRA be 
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amended to include verbiage that requires quarterly reporting of losses, and as such, 

reimbursement for loss payments on at least a quarterly basis. 

General 

 All contracts reviewed contained a standard insolvency, arbitration, offset, and errors and 

omissions clause.  All contracts contained the entire agreement clause as required per SSAP No. 

62R, paragraph 8c of the NAIC Accounting Practices and Procedures Manual. 

BODY OF REPORT 

FINANCIAL STATEMENTS 

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

statement of income and disbursements, reflects the financial condition of the Company at 

December 31, 2017.   All amounts are based on the findings of the current examination: 

STATEMENT OF INCOME AND DISBURSEMENTS 

2013 2014 2015 2016 2017 

Balance, beginning of year $1,094,150 $1,143,266 $   855,694 $   850,360 $   865,895 

Income 
Gross receipts from assessments $1,141,583 $1,348,836 $1,552,294 $1,658,206 $1,731,131 
Gross membership, cancellation 
  and policy fees 67,504    69,763    75,006    73,835    70,915 
Assessments paid in advance  42,676        49,459  24,469 
Total underwriting income $1,209,087 $1,418,599 $1,669,976 $1,781,500 $1,826,515 

Interest on investments 15,744 31,782 47,356 59,062 129,401 
Borrowed money 275,000 436,928 120,878 
Liability premiums 914 
Premium collected for other 
  companies 73,322 33,867 26,498 
Income tax refund    66,781 
Miscellaneous  39  89 
Reimbursement of adjusting 
  expenses                                                                                   112,830 

Total income $1,298,192 $1,759,337 $2,180,758 $1,907,343 $2,190,538 
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Disbursements 
Gross losses paid $   943,475 $1,297,223 $   838,159 $   729,314 $1,954,404 
Less discount salvage 12,153 255  62,901 
Less reinsurance recovered  603,736      460,039        51,601                         905,304 
Net losses paid $   327,586 $   836,929 $   786,558 $   666,413 $1,049,100 

Adjusting expense 43,389    67,643 66,363    68,253    128,402 
Commissions to agents 139,910 161,652 207,536 222,976 229,619 
Salaries of office employees 94,449 92,630 81,269 79,116 84,528 
Rent 12,000 12,000 12,000 12,000 12,000 
Insurance department licenses 
  and fees 129 4,078 8,703 
All other taxes 25,645 69,891 19,376 13,754 22,717 
Advertising, printing, and 
  stationary 6,898 648 174 541 241 
Telephone, postage, and 
  utilities 5,405 255 1,006 669 847 
Reinsurance premiums paid 282,264 590,986 775,335 633,312 563,426 
Interest on borrowed money 16,831 14,949 28,141 19,584 52,938 
Liability premiums 19,124 3,574 13,705 
Office expense 15,322 25,145 25,747 14,242 13,364 
Company insurance 4,862 
Management fees 36,000 47,000 49,200 49,200 49,200 
Meeting expense 1,911 98 
Professional dues 12,234 7,197 8,460 5,803 7,207 
Education 78 69 273 105 
Bond fee 257 
Technology support 2,615 10,128 7,031 5,625 
Office equipment 2,894 3,472 4,320 3,610 5,475 
Computer and EDP equipment 12,000 12,000 12,000 12,000 12,000 
Professional services 18,861 10,797 43,394 14,825 12,640 
Bank charges 50 487 81 20 
State insurance exam fees 8,949 
Legal expense 2,112 2,517 31,487 5,800 
Premium balance charge off 347 774 
Investment expense 1,823 2,883 
Other expenses 757 390 (374) 13,837 18,787 
Software maintenance 5,700 599 
Annual meeting 227 471 
Conversion adjustment 5,602 
Miscellaneous underwriting  
  expense 399 
Prior year unrealized gains 
  included in ledger assets 61,186 
Prior year annual statement 
  adjustment 20,679 10 
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Disbursements cont. 
Over (short) $         (122) $ $ $ $
Borrowed money repaid 70,000 50,000 30,452 
Commissions paid to agents 
  for other companies     24,020   28,717 

Total disbursements $1,249,076 $2,046,909 $2,186,092 $1,891,808 $2,282,911 

Balance, end of year $1,143,266 $   855,694 $   850,360 $   865,895 $   773,522 

STATEMENT OF ASSETS AND LIABILITIES 
December 31, 2017 

ASSETS 

Ledger Assets 
Bonds    $  37,164 
Common stock 623,528 
Other cash deposited in banks (80,156) 
Reinsurance receivable from NFMRA  112,830 
Total ledger assets $   693,366 

Non-Ledger Assets 
Cost of options not yet exercised $ (13,770) 
Unrealized gain on investments 473,043 
Customer receivables   147,342 
Total non-ledger assets $   606,615 

Gross assets $1,299,981 

Assets Not Admitted 
Agents’ balances representing business written prior Oct. 1 $  26 
Total assets not admitted $           (26) 

Total admitted assets $1,299,955 
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LIABILITIES AND SURPLUS 

Unpaid losses adjusted  $   287,012 
Less reinsurance  252,074 
Net unpaid losses $     34,938 

Unearned premiums 603,609 
Accounts payable 2,049 
Commission payable 35,728 
Advance from reinsurer 44,696 
Premium written for others 6,871 
Premium taxes payable 8,609 
Borrowed money 502,198 
Interest on borrowed money          8,710 
Total liabilities $1,247,408 

Surplus note 440,000 
Surplus as regards members  (387,453) 
Total surplus $     52,547 

Total liabilities and surplus $1,299,955 

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: 

Accounts and Records – Examination changes made within the 2012 Annual Statement 
are primarily due to inconsistencies within the general ledger and running the business on 
an accrual basis.  It is recommended that the Company make every effort to fully 
understand all ledger entries to ensure they are accurately posted, including 
reconciliation. 

Action:  The Company has complied with this recommendation. 

Accounts and Records – It is recommended that the Company should reconcile the 
general ledger balances for premiums and claims to subsidiary records on a monthly basis 
and retain the reconciliation as part of it work papers. 

Action:  The Company has complied with this recommendation. 
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Accounts and Records – It is recommended that the general ledger unpaid claims 
account not be used for tracking unpaid claims, rather using the open claims report for 
reporting unpaid claims at year end on the Annual Statement. 

Action:  The Company has complied with this recommendation. 

Accounts and Records – Non-ledger and accrual adjustments made for the 2012 Annual 
Statement should not be entered into the 2013 ledger.  It is recommended that those 
adjustments for 2012 and input in 2013 be reversed out of the 2013 ledger. 

Action:  The Company has complied with this recommendation. 

Reinsurance – It is recommended that the Company attain documentation from all 
sources of reinsurance recoveries along with any other documentation for income and 
assets per Section §44-5905 of the Nebraska Insurance Statutes. 

Action:  The Company has complied with this recommendation. 

Custodial Agreement – It is recommended that the Company formalize an agreement 
which complies with Title 210, Chapter 81, Section 3 of the Nebraska Department of 
Insurance Rules. 

Action:  The Company has complied with this recommendation. 

The Insurance Center Agreement – It is recommended that the Company attain an 
agreement in writing and signed with The Insurance Center as soon as possible. 

Action:  The Company has complied with this recommendation. 

COMMENTARY ON CURRENT EXAMINATION FINDINGS 

Bonds $     37,164 

The Company’s investment portfolio consisted of investment in one bond.  The 

Company’s Annual Statement included the reporting of the bond with common stocks.  The 

exam team noted that the cost of the bond was $37,163.70 and the amortized cost or market 

value for the bonds was $40,697.58, which includes an unrealized gain of $3,532.88.  Bonds 

should be carried at cost with any unrealized gains (losses) included as a non-ledger asset.  The 

examination found the amount of bonds should have been reported as $37,164 on page 5, line 3 
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of the Company’s Annual Statement.  It is recommended, in future filings, that the Company 

properly segregate the assets and report bonds separate from common stocks.  It was noted that 

the Company has since simplified its investment approach and currently invests primarily in 

Certificates of Deposit. 

Common Stock $   623,528 

The Company’s common stock portfolio consisted of investment in 32 common stocks.  

The Company’s Annual Statement value for stocks was $660,692.12, but erroneously included 

the cost of the Company’s bond investment of $37,163.70.  The Annual Statement page 5, line 5 

is the difference of the Company’s original reporting less the reclassification of the bond, for a 

reporting value $623,528.42.  Common stocks are appropriately valued at cost and unrealized 

gains are included as a non-ledger asset.   

Bonds and Common Stock - Custodial Agreement 

The Company’s bonds and common stocks were held at Morgan Stanley Smith Barney, 

LLC (Morgan Stanley) in Omaha, Nebraska, under an executed custodial agreement.  It is 

recommended that the Company amend its existing custodial agreement to address Nebraska 

Administrative Rules and Regulations Title Chapter 81.003.02, provisions (e) and (j) to ensure 

compliance. 

Cash Deposited in Banks $    (80,156) 

This asset consisted of a savings account and a checking account, both with Security 

State Bank located in Ansley, Nebraska.  These deposits were verified by obtaining a direct 

confirmation from each bank.  The amount indicated thereon for the checking account was 

reconciled to the Company's records as of December 31, 2017, by giving consideration to 

outstanding checks.    
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The Company initially recorded the negative cash balance from its cash accounts as a 

liability on its Annual Statement, included on page 5, line 34 as “Overdrawn Cash.”  Per the 

NAIC Accounting Practices & Procedures Manual, SSAP No. 2R, paragraph 4, negative cash 

balances should be reported as a negative asset and not as a liability.  It is recommended that 

going forward, the asset of cash be reported on page 5, line 8, whether the balance is positive or 

negative. 

Reinsurance Receivable from NFMRA $   112,830 

Subsequent to the initial filing of the 2017 Annual Statement, it was discovered that a 

receivable was due from the Company’s reinsurer, Nebraska Farmers Mutual Reinsurance 

Association (NFMRA).  Through confirmation with NFMRA, it was determined that the amount 

receivable for the Company was $112,829.97, and that it was collected during the first quarter of 

2018. 

Non-ledger Cost of Options $    (13,770) 

As the Company’s ledger reports on a cash basis, the non-exercised options for the 

company do not qualify as ledger assets.  The cost value of these options at year-end were 

confirmed by the Morgan Stanley statement at $(13,769.74).  These options were not reflected in 

the 2017 Annual Statement.  It is recommended that these investments be reported at cost value 

as a non-ledger adjustment to appropriately reflect investments held by the Company.  As 

described with the bonds, the Company has since simplified its investment approach and 

currently invests primarily in Certificates of Deposit. 

Unrealized Gain on Investments $    473,043 

The Company’s unrealized gain on its bonds, common stocks, and options was confirmed 

by Morgan Stanley for a value of $473,042.61.  Initially, the Company had reported the 
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unrealized gain of only its common stocks at a value of $478,137.99.  It is recommended that the 

Company report all of its unrealized gains or losses as a non-ledger entry to accurately reflect the 

market value of the stocks and the amortized value of its bond.   

Customer Receivables $    147,342 

The Company’s premiums due from customers was confirmed at $147,341.72.  Initially, 

the Company had reported this receivable at $147,315.37, but erroneously had deducted the non-

admitted amount of $26.35 for amounts over 90 days past due.  The exam team is reporting the 

full receivable as the non-admitted amount is deducted on page 5, line 19.  It is recommended 

that the Company report premium receivables in their entirety as an asset, then deduct the non-

admitted portion subsequently in the Annual Statement.   

Net Losses Adjusted and Unpaid $      34,938 

The Company established a liability for unpaid losses amounting to $34,937.48 in its 

December 31, 2017 Annual Statement.  Losses adjusted and unpaid at year-end 2017 was 

estimated at $287,011.53 and the balance was reduced by reinsurance collectible in the amount 

of $252,074.05.  The difference is the liability recorded by the Company.  The Company 

establishes an initial reserve of $1,000 when a claim is submitted and adjusted as more 

information becomes apparent.   

Unearned Premiums $   603,609 

The Company reported unearned premiums of $603,609.45 in the December 31, 2017 

Annual Statement.  Amounts reported are calculated by applying unearned period factors to the 

premium received.   
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Borrowed Money $   502,198 

The Company borrowed money on a margin loan from its custodian, Morgan Stanley in 

the amount of $812,000.  This loan has been partially repaid with the company’s investments in 

the amount of $309,802.35.  The balance was confirmed by Morgan Stanley as $502,197.65 at 

year-end 2017. 

Surplus Note Interest Payable $        8,710 

The Company reported its liability for surplus note interest as $8,709.81 in the Annual 

Statement.  With appropriate approval by the Director of Insurance, this liability was settled and 

the balance was cleared in 2018. 

Accounts Payable $       2,049 

The Company reported accounts payable in its 2017 Annual Statement for $2,048.57. 

Commissions Payable $     35,728 

The Company owed $35,727.92 in commissions to its agents at year-end 2017. 

Advance from Reinsurer $     44,696 

The reinsurer, NFMRA, provided the Company with excess funds when remitting 

reinsurance payments.  During 2017, NFMRA provided $950,000 to the Company.  The actual 

reinsurance recoverable amount was $905,304.36.  The difference of $44,695.64 was reported as 

an advance from the reinsurer to be applied to future settlements. 

Premium Written for Others $       6,871 

The Company maintains a running balance of premium collected and paid for the liability 

block of business that was settled monthly.  At year-end 2017, there was $6,871.33 in the 

account that was still owed to the insurers who write the liability coverage.   
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Premium Taxes Payable $       8,609 

The Company reported premium tax liability in its 2017 Annual Statement in the amount 

of $8,608.88.   

Surplus Note $   440,000 

 The Company reported the balance of its surplus note in its 2017 Annual Statement in the 

amount of $440,000.   

Policyholder Surplus $  (387,453) 

Policyholder surplus, as determined by this examination, amounted to $(387,453) at 

December 31, 2017.  

Gross Receipts from Assessments $1,731,131 

The Company reported premium receipts for 2017 in the amount of $1,731,130.76.  The 

exam team was unable to obtain reports as of year-end 2017 that verify this amount.  It is 

recommended for future examinations, that the Company work with its system provider to retain 

documentation that supports the year-end premium collected accounts within the general ledger.  

During this exam, the specific report was titled “2017 Policy Activity Report.”  

The Insurance Center Expenses $  164,076 

The Insurance Center (TIC) was the service provider for the Company and expenses were 

paid to TIC regarding payroll, management fees, rent, and computer and EDP equipment in the 

amount of $164,076 in 2017.  The exam team noted that the monthly amounts paid from the 

Company to TIC changed and the underlying agreement was not amended to reflect the change 

in fees.  It is suggested that if the agreement with TIC continues, it be amended to reflect changes 

to the fee structure.  
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SUBSEQUENT EVENT 

ORDER OF SUPERVISION 

The Company’s financial position as of December 31, 2017, along with its obligations 

related to operational expenses, reinsurance premiums for the 2018 policy year, 2018 loss claims 

retention rate, policy premium rates, and the funds withheld by Security State Bank (Dundee 

Bank) of Ansley, Nebraska, have placed the Company in a position to experience foreseeable 

future cash flow and liquidity problems.  Effective April 16, 2018, the Director of Insurance 

found the Company to be in hazardous condition and issued an Order of Supervision pursuant to 

Section §44-4809(2)(a)(i) of the Nebraska Insurance Statutes.  

Subsequent to the Order of Supervision, the Company entered into a reinsurance 

agreement with NFMRA, whereby the Company cedes 100% of its business to NFMRA, which 

addresses many of the items noted above. 

SUMMARY OF COMMENTS AND RECOMMENDATIONS 

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

examination: 

Articles and By-Laws – It is recommended that the Company amend its Articles of 
Incorporation, By-Laws, or both to address inconsistencies regarding term durations and 
the maximum number of elected Directors that are allowed on the Board. 

Quarterly Investment Activity Review – It is recommended that the Company comply 
with the Nebraska Insurers Investment Act and ensure that the Board of Directors, on no 
less than a quarterly basis, receive and review a summary report of the Company’s 
investment portfolio, activities, and practices, in order to verify the investment activity is 
consistent with its written investment plan.  

Annual Member Meeting Minutes – It is suggested that the annual member meeting 
minutes document all Director resignations, terminations, and elections that occur during the 
period from the previous meeting. 

Conflict of Interest Statement – It is suggested that the Company require each of its 
Directors and Officers to complete a conflict of interest statement on an annual basis.  
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Fidelity Bond – It is recommended that the Company obtain at least $75,000 fidelity 
coverage to comply with the minimum fidelity insurance required by Exhibit R of the 
NAIC Financial Condition Examiners Handbook.   

Reinsurance Reporting Frequency – It is recommended that the reinsurance agreement 
with NFMRA be amended to include verbiage that requires quarterly reporting of losses, 
and as such, reimbursement for loss payments on at least a quarterly basis. 

Custodial Agreement – It is recommended that the Company amend its existing 
custodial agreement to address Nebraska Administrative Rules and Regulations Title 
Chapter 81.003.02, provisions (e) and (j). 

Bonds – It is recommended that the Company properly segregate the assets and report 
bonds separate from common stocks. 

Cash – It is recommended that the asset of cash be reported on page 5, line 8, whether the 
balance is positive or negative. 

Non-ledger Cost of Options – It is recommended that investments in options be reported 
at cost value as a non-ledger adjustment to appropriately reflect investments held by the 
Company.     

Unrealized Gain on Investments – It is recommended that the Company report all of its 
unrealized gains or losses as a non-ledger entry to accurately reflect the market value of 
the stocks and the amortized value of its bond.   

Customer Receivables – It is recommended that the Company report premium 
receivables in their entirety as an asset, then deduct the non-admitted portion 
subsequently in the Annual Statement.   

Gross Receipts from Assessments – It is recommended for future examinations, that the 
Company work with its system provider to retain documentation that supports the year-
end premium collected accounts within the general ledger.  During this exam, the specific 
report was titled “2017 Policy Activity Report.”  

The Insurance Center Expense – It is suggested that if the agreement with TIC 
continues, it be amended to reflect changes to the fee structure. 
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Respectfully submitted, 

"'Tuaak Russell:a,ri 
Examiner-in-Charge 
Department of Insurance 
State of Nebraska 



State of Nebraska, 

County of Lancaster, 

------=Is=aak="-'R=u=ss""'e=ll'---------- --� 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 Grange 

Mutual Insurance Company of Custer County.

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 of Grange Mutual 

Insurance Company of Custer County was performed in a manner consistent with the standards and procedures

required by the Department of Insurance of the State of Nebraska.

Subscribed and sworn before me by fu fr?u.tSW..,. 
GENERAL NOTARY - State of Nebraska 

BENJAMIN HOSTETLER 

My Comm. Exp. March 3, 2021 

(SEAL) 

Notary Public 

My commission expires ...? -� -,2/

on this a day of J<J-,t;_ ,2012_. 

[date]. 
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