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Newport Beach, California 
January 10, 2018 

 
Honorable Bruce R. Ramge 
Director of Insurance 
Nebraska Department of Insurance 
941 “O” Street, Suite 400 
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: 

PACIFIC LIFE INSURANCE COMPANY  
 
which has its Statutory Home Office located at 

 
6750 Mercy Road 

Omaha, Nebraska 68106 
 
with its Principal Executive Office located at  

 
700 Newport Center Drive 

Newport Beach, California 92660 
 
(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, 2016, and includes such subsequent events and transactions as were 

considered pertinent to this report.  The States of Nebraska, Arizona, and Vermont participated 

in this examination. 

 The same examination staff conducted a concurrent financial condition examination of the 

Company’s subsidiaries, Pacific Life and Annuity Company (PLAC), Pacific Alliance 
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Reinsurance Company of Vermont (PARV), Pacific Baleine Reinsurance Company (PBRC), and 

affiliate Pacific Annuity Reinsurance Company (PARC). 

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.  

 The examination was completed under coordination of the holding company group 

approach with the Nebraska Department of Insurance serving as the coordinating state along 

with participation from the Arizona Department of Insurance and the Vermont Captive Insurance 

Division. The companies examined under this approach benefit to a large degree from common 

management, systems and processes, and internal control and risk management functions that are 

administered at the consolidated or business unit level.   

The coordinated examination applies procedures sufficient to comprise a full scope 

financial examination of each of the companies in accordance with the examination procedures 

and standards promulgated by the NAIC and by the respective state insurance departments where 

each of the companies is domiciled.  The objective was to enable each domestic state to report on 
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their respective companies’ financial condition and to summarize key results of examination 

procedures. 

 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 

(Board) 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 shareholders, Board and committees, held during the 

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

of Directors and Officers, approval of investment transactions and authorizations of salaries were 

also noted. 

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

interests were reviewed, as were plans for employee welfare and pension.  Certificates of 

Authority to conduct the business of insurance in the various states were inspected and a survey 

was made of the Company’s general plan of operation. 

 Data reflecting the Company's growth during the period under review, as developed from 

the Company's filed annual statements, is reflected in the financial section of this report under 

the caption "Body of Report". 

 The Company's reinsurance facilities were ascertained and noted and have been 

commented upon in this report under the caption "Reinsurance".  Accounting records and 

procedures were tested to the extent deemed necessary through the risk-focused examination 



4 
 

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 Deloitte & 

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

the year ended December 31, 2016.  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 originally incorporated in 1868 as a stock life insurance company 

under the name Pacific Mutual Life Insurance Company of California. In 1959, the Company 

restructured as a mutual company.  Pacific Mutual Holding Company (PMHC) was formed in 

1997 following a plan of conversion to a mutual holding company structure.  Concurrently, the 

Company converted to a California domiciled stock life insurance company, issued all of its 

capital stock to an intermediate stock holding company named Pacific LifeCorp (PLC) and 

continued its corporate existence under the current name.  PMHC is controlled by members who 

are the Company policyholders. 

Prior to October 2006, PMHC owned 98% of PLC.  The remaining 2% ownership was 

held by an Employee Stock Ownership Plan (ESOP) within the Company’s Retirement Incentive 
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Savings Plan. As a result of PLC’s buyback of the outstanding allocated and unallocated shares 

from the ESOP in October 2006, PLC became a wholly owned subsidiary of PMHC. 

The Company transferred its legal domicile from the State of California to the State of 

Nebraska, effective September 1, 2005. PMHC transferred its state of legal domicile from the 

State of California to the State of Nebraska effective June 29, 2007 to reunite PMHC and the 

Company under one regulatory authority. 

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 

reported in the 2016 Annual Statement, is represented by the following (principal subsidiaries are 

denoted through the use of indentations and are 100% owned): 

Pacific Mutual Holding Company 
 Pacific LifeCorp 
  Pacific Life & Annuity Services, Inc.  
  Pacific Life Insurance Company  
   Aviation Capital Group Corp.  
   Pacific Alliance Reinsurance Company of Vermont 
   Pacific Baleine Reinsurance Company 
   Pacific Life & Annuity Company 
   Pacific Life Aviation Holdings, LLC 
   Pacific Life Reinsurance Company II Limited 
   Pacific Select Distributors, LLC 
   Pacific Services Canada Limited 
  Pacific Annuity Reinsurance Company 
  Pacific Life Re Holdings LLC 
   Pacific Life Re Holdings Limited 
    Pacific Life Re Services Limited 
     Pacific Life Re Limited 
  Pacific Life Reinsurance (Barbados) Limited 

 See “Subsequent Events” section of the report for additional information.    
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 Shareholder 

According to the Articles of Incorporation, the Company “… is authorized to issue six 

hundred thousand shares of common stock with a par value of fifty dollars per share …”  All 

shares were listed as outstanding as of December 31, 2016. 

Cash dividends paid to PLC during the examination period were as follows:  
 

Year  Amount 
2016  $                   0 
2015  0 
2014  200,000,000 
2013    200,000,000 
Total  $400,000,000 

 
As stated in the Company By-Laws, “the annual meetings of Shareholders shall be held 

at such date, on or before the 30th day of June in each and every year, and time as designated by 

the Board of Directors.”  

Surplus Notes  

On December 30, 1993, the Company issued Contribution Certificates, also referred to as 

surplus notes (1993 Surplus Notes) in the principal amount of $150 Million for net cash proceeds 

of approximately $147.4 Million at an interest rate of 7.90% maturing on December 30, 2023. 

Interest is payable semiannually on June 30 and December 30. The 1993 Surplus Notes are 

unsecured and subordinated to all present and future senior indebtedness and policy claims of the 

Company. Each payment of interest on, and the repayment of principal of, the 1993 Surplus 

Notes may be made only out of the Company's surplus and with the prior approval of the 

Director of the Nebraska Department of Insurance (NDOI). Total interest paid during 2016 

amounted to $11,850,000.  

 On June 15, 2009, the Company issued $1 Billion of surplus notes at a fixed interest rate 
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of 9.25%, maturing on June 15, 2039 (2009 Surplus Notes). Interest is payable semiannually on 

June 15 and December 15. The Company may redeem the 2009 Surplus Notes at its option, 

subject to the approval of the Director of the NDOI for such optional redemption. The 2009 

Surplus Notes are unsecured and subordinated to all present and future senior indebtedness and 

policy claims of the Company. Each payment of interest on, and the repayment of principal of, 

the 2009 Surplus Notes may be made only out of the Company's surplus and with the prior 

approval of the Director of the NDOI.   

 On January 22, 2013, with the approval of the Director of the NDOl, the Company 

repurchased and retired $323 Million of principal through a tender offer of its 2009 Surplus 

Notes. A tender offer premium payment of $155 Million was recorded in interest expense. 

However, interest expense was reduced by $112 Million due to the amortization from surplus of 

deferred derivative gains. For the year ended December 31, 2013, the transactions described 

above reduced total capital and surplus $478 Million.  

 On February 11, 2016, with the approval of the Director of the NDOI, the Company 

repurchased and retired an additional $56 Million of principal of its 2009 Surplus Notes. A 

premium payment of $24 Million was recorded in interest expense and reported through net 

investment income. Partially offsetting the interest expense is $18 Million from the amortization 

from surplus of deferred derivative gains. Overall, surplus decreased $80 Million (pre-tax) from 

the repurchase of the 2009 Surplus Notes during the year ended December 31, 2016.  Total 

principal and/or interest paid during 2016 amounted to $138,781,468. 

 On March 30, 2010, the Company issued a $450 Million, 10-year surplus note to its 

parent, PLC, at a fixed interest rate of 6.00% with semi-annual interest payments due February 5 

and August 5, maturing on February 5, 2020. The surplus note is unsecured and subordinated to 
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all present and future senior indebtedness and policy claims of the Company. All payments of 

interest and principal on the surplus note can be made only with the prior approval of the 

Director of the NDOI. Total interest paid during 2016 amounted to $27,000,000. 

Concurrent with the repurchase on January 22, 2013 of the 2009 Surplus Notes and, with 

the approval of the Director of the NDOI, the Company issued a $500 Million, 30-year surplus 

note to its parent, PLC, at a fixed interest rate of 5.125% with semi-annual interest payments due 

January 25 and July 25, maturing on January 25, 2043 (2013 Surplus Note). Each payment of 

interest and principal on the 2013 Surplus Note can be made only with the prior approval of the 

Director of the NDOI. The 2013 Surplus Note is unsecured and subordinated to all present and 

future senior indebtedness of policy claims of the Company. Since net cash proceeds received 

from the 2013 Surplus Note issuance was $494 Million, ($500 Million in principal less a $6 

Million original issue discount), the 2013 Surplus Note issuance increased total capital and 

surplus of $494 Million. Total interest paid during 2016 amounted to $25,625,000. 

Date 
Issued 

Interest 
Rate 

Par Value  
(Face of Notes) 

Carrying  
Value of Notes 

Principal and/or 
Interest Paid 

During the Year Maturity 
12/30/1993 7.900% $   150,000,000  $   149,904,100  $  11,850,000  12/30/2023 
6/15/2009 9.250%      621,002,000      620,778,743    138,781,468  6/15/2039 
3/30/2010 6.000%      450,000,000       450,000,000      27,000,000  2/5/2020 
1/22/2013 5.125%      500,000,000       494,679,087      25,625,000  1/25/2043 

  $1,721,002,000 $1,715,361,930 $203,256,468  

 
See “Subsequent Events” section of the report for additional information.  

Board of Directors 

  Per Article III, Section 1 of the By-Laws, “…all corporate powers shall be exercised by 

or under the authority of, and the business and affairs of the corporation shall be controlled by or 

under the direction of, the Board of Directors.”  The Company’s By-Laws, Article III, Section 2 
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states “the number of Directors of the corporation shall be fixed from time to time exclusively 

pursuant to a resolution adopted by a majority of the Board of Directors but shall consist of not 

less than five and one of them shall be a resident of the State of Nebraska.” 

 The following persons were serving as Directors at December 31, 2016: 

Name and Residence Principal Occupation 

Sharon A. Cheever Senior Vice President and General Counsel   
San Juan Capistrano, CA Pacific Life Insurance Company 
 
Adrian S. Griggs Executive Vice President and Chief Financial Officer 
Newport Beach, CA Pacific Life Insurance Company 
 
Jane M. Guon Vice President and Secretary 
Irvine, CA Pacific Life Insurance Company 
 
Lawrence F. Harr Director/Partner 
Omaha, NE Lamson, Dugan and Murray, LLC 
 
James T. Morris  Chairman, President and Chief Executive Officer 
San Juan Capistrano, CA Pacific Life Insurance Company 
 

Officers 

 The Company’s By-Laws, Article IV, Section 1, states “the officers of the corporation 

shall be a Chairman of the Board, a Chief Executive Officer, a President, a Secretary, a 

Treasurer, and such other Officers as may be appointed... One person may hold one or more 

offices and perform the duties thereof. One Officer shall be designated by the Board of Directors 

as the Chief Financial Officer of the corporation.”  The following is a partial listing of Senior 

Officers elected and serving the Company at December 31, 2016:  

 Name     Office 
James T. Morris  Chairman, President & Chief Executive Officer 
Mary Ann Brown   Executive Vice President 
Dewey P. Bushaw   Executive Vice President 
Adrian S. Griggs   Executive Vice President & Chief Financial Officer 
Richard J. Schindler   Executive Vice President 
Edward R. Byrd   Senior Vice President & Chief Accounting Officer 
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Kevin R. Byrne   Senior Vice President 
Joseph E. Celentano   Senior Vice President & Chief Risk Officer 
Sharon A. Cheever  Senior Vice President & General Counsel 
Thomas Gibbons   Senior Vice President 
Lorene C. Gordon   Senior Vice President 
Howard T. Hirakawa  Senior Vice President 
Tod M. Nasser  Senior Vice President 
T. Anthony Premer   Senior Vice President 
Carol R. Sudbeck   Senior Vice President 
Philip A. Teeter   Senior Vice President 
Dawn M. Trautman  Senior Vice President 
Christopher van Mierlo  Senior Vice President & Chief Marketing Officer  
Richard A. Vrieling   Senior Vice President 
Brian T. Woolfolk   Senior Vice President 
 

See “Subsequent Events” section of the report for additional information. 
 

Committees 

As of December 31, 2016, the Audit Committee; Investment, Finance and Financial 

Market Risk Committee; Governance and Nominating Committee; Compensation and Personnel 

Committee; and Corporate Interests Committee were appointed by the Board of Directors, as 

allowed for in the Company By-Laws.  These committees have the authority of the Board, with 

respect to certain exceptions listed in the By-Laws.  

The following persons were serving on the Audit Committee: 

Mariann Byerwalter  Dwight W. Decker  
Julia S. Gouw   Peter J. Taylor 
Dean A. Yoost   

 
 The following persons were serving on the Investment, Finance and Financial Market Risk 

Committee: 

Douglas D. Abbey   Dwight W. Decker  
Julia S. Gouw    J. Michael Shepherd 
Scott D. Stowell 

 
 The following persons were serving on the Governance and Nominating Committee: 
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Mariann Byerwalter   Christopher D. Furman  
Douglas S. Ingram  Peter J. Taylor 
Dean A. Yoost   

 The following persons were serving on the Compensation and Personnel Committee: 

Douglas D. Abbey   Christopher D. Furman  
Douglas S. Ingram  J. Michael Shepherd 
Scott D. Stowell   

 The following persons were serving on the Corporate Interests Committee: 

Christopher Furman   Dean A. Yoost   

TRANSACTIONS WITH AFFILIATES 

Guarantees 
 

In connection with the operations of Pacific Life Fund Advisors LLC (PLFA) and Pacific 

Select Distributors, LLC (PSD), the Company has made commitments to provide for additional 

capital funding as may be required. 

The Company has an agreement with Pacific Life Re Limited (PLRe), a wholly owned 

subsidiary of PLC, to guarantee the performance of unaffiliated reinsurance obligations of PLRe.  

This guarantee is secondary to a similar guarantee provided by PLC and would only be triggered 

in the event of nonperformance by both PLRe and PLC.  Fees received for the year ended 

December 31, 2016 were $7,418,405. 

The Company has an agreement with Pacific Life Reinsurance Company II Limited 

(PLRC), a wholly owned subsidiary of the Company, to guarantee the performance of 

unaffiliated reinsurance obligations of PLRC.  Fees received for the year ended December 31, 

2016 were $707,291. 

During 2015, the Company entered into an agreement with Pacific Life Re (Australia) 

Pty Limited (PLRA), a wholly owned indirect subsidiary of PLC, to guarantee the performance 

of certain obligations of PLRA.  This guarantee is secondary to a similar guarantee provided by 
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PLC and would only be triggered in the event of nonperformance by both PLRA and PLC. 

During 2015, PLC entered into a commitment to provide up to approximately 100 

Million pounds sterling to PLRe.  The commitment is funded upon notification to PLC by 

PLRe’s Board of Directors, which can demand the funds in any increment, up to the 100 Million 

pounds sterling limit.  Related to this commitment, the Company has agreed to guarantee 

payment to PLRe in the event of PLC’s nonperformance. 

Management Agreements, Service Contracts and Cost-sharing Arrangements 

An Administrative Services Agreement, as amended and restated April 6, 2011, was 

entered into under which the Company provides administrative services for PMHC and PLC.  

Services provided for the year ended December 31, 2016, amounted to $2,989,956. 

An Administrative Services Agreement, as amended and restated April 6, 2011, was 

entered into under which the Company is providing administrative services for its subsidiaries 

and affiliates.  Services provided for the year ended December 31, 2016, amounted to 

$23,007,947.  Amounts paid by PLAC to the Company for these services for the year ended 

December 31, 2016, were $2,302,172. 

An Investment Management Agreement, as amended and restated August 22, 2011, was 

entered into between PLAC and the Company where PLAC retained the Company to render 

investment management services for PLAC.  Fees incurred for the year ended December 31, 

2016, were $3,061,290. 

A Services Agreement, dated July 8, 1999, was entered into between the Company and 

PLAC for administrative services for PLAC for certain individual life, individual annuity, and 

institutional product contracts.  Services provided for the year ended December 31, 2016, 
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amounted to $11,301,827. 

The Company has an Administration and Shareholder Services Agreement, dated June 

13, 2001, and as amended July 1, 2008, December 31, 2010, and April 6, 2011, under which the 

Company provides administrative and support services for Pacific Life Funds.  For the year 

ended December 31, 2016, the net administration fees earned amounted to $16,861,816 and the 

support services provided amounted to $1,433,083. 

An Expense Sharing Agreement, dated January 2, 2013, and as amended and restated 

May 1, 2016, was entered into between the Company and PSD, whereby the Company agrees to 

provide certain assets and services in exchange for an expense allocation.  Amounts paid for 

these services for the year ended December 31, 2016, amounted to $49,266,397. 

An Investment Management Letter Agreement, dated November 10, 2014, was entered 

into between the Company and PLRC whereby the Company would manage and invest the assets 

of PLRC.  There were no fees incurred for this service for the year ended December 31, 2016. 

A Cost Contribution Agreement, dated December 31, 2015, was entered into between 

Pacific Life Re Services Limited (PLRS), the Company and other affiliates, under which PLRS 

is sharing the costs incurred in developing and implementing a system-based global reinsurance 

operations platform for use within the Pacific Life Re Division.  For the year ended December 

31, 2016, the Company contributed $3,689,361. 

An Administrative Services Agreement, dated June 30, 2014, was entered into between 

the Company, Pacific Private Fund Advisors LLC (PPFA) and Pacific Global Advisors LLC 

(PGA) whereby the Company was engaged to provide accounting, payroll and other services to 

PGA and PPFA, including allocation of shared costs and facilitate the allocation of costs and 
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expenses of PGA office space, other resources and Dual Employees utilized by PPFA in New 

York.  The agreement was terminated May 1, 2016 subsequent to the sale of PGA.  

An Administration Agreement, dated July 1, 2016, was entered into between the 

Company, Pacific Private Credit Fund II L.P. (PPCFL), Pacific Private Credit II GP LLC 

(PPCFG), and PPFA whereby the Company was engaged to act as the Administrator to PPCFL.  

There were no fees incurred for this service for the year ended December 31, 2016.  

An Administration Agreement, dated September 28, 2016, was entered into between the 

Company, Pacific Private Equities Opportunities Fund II L.P. (PPEOL), Pacific Private Equity 

Opportunities II GP LLC (PPEOG), and PPFA whereby the Company was engaged to act as the 

Administrator to PPEOL.  There were no fees incurred for this service for the year ended 

December 31, 2016. 

A Support Services Agreement, dated October 31, 2016, was entered into between the 

Company, PLRe (Canada Branch) under which the Company was engaged to provide certain 

support services to the Canada Branch.  There were no fees incurred for this service for the year 

ended December 31, 2016. 

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 the state of New York.  The Company conducts 

its insurance operations within three primary operating segments as well as a shared Corporate 

function.  The three operating segments are identified as the Life Insurance Division (Life), the 

Retirement Solutions Division (RSD) and Reinsurance.  The Corporate segment includes all other 

assets, liabilities, and activities not allocated to any other segment.   
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 Life provides a broad range of life insurance products through multiple distribution channels 

operating in the affluent, broad and corporate markets.  Principal products include universal life, 

indexed universal life, variable universal life, interest sensitive whole life, hybrid universal life with 

long-term care, corporate owned life insurance, and traditional products such as whole life and term 

life.  Distribution channels include independent producers, financial advisory networks, independent 

brokerage general agencies, wire-houses, and M Financial, an association of independently owned 

and operated insurance and financial producers. 

 RSD offers a diversified range of variable and fixed annuity products, mutual funds and 

institutional and structured products, such as structured settlement and group retirement annuities, 

through multiple distribution channels.  The segment utilizes independent distribution channels, 

including independent planners, regional broker-dealers, wire-houses, and financial institution 

distributors.    

 The Reinsurance segment includes the domestic retrocession business, which assumes 

mortality risks from other life reinsurers.  Additionally, retrocession agreements related to non-

traditional longevity reinsurance are assumed from PLRe.  

 Corporate provides various corporate administrative and investment management services 

on behalf of the other business segments, the majority of which are allocated to the segments at cost.  

Additionally, the Corporate segment also manages the surplus assets of the Company, the 

Company’s financing activities (including the issuance of long-term and short-term debt), securities 

lending and the Company’s Corporate Product business, and other corporate activities. 
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REINSURANCE 

 Assumed  

With the 2011 acquisition of the Manulife Financial Corporation (Manulife) retrocession 

business, the Company agreed to assume and reinsure 100% of the reinsured liabilities under a 

co-insurance basis adding a total of $78.5 Billion in life insurance in force.  The business was 

written through John Hancock Life Insurance Company and John Hancock Life and Health 

Insurance Company.  Concurrent to this transaction, the Company signed a treaty with PLRB to 

retrocede reserves related to U.S. business from the acquisition.  Non-U.S. business from 

Manulife was directly assumed by PLRB.  At December 31, 2016, reserves ceded to PLRB under 

this arrangement totaled $462 Million.  As PLRB is domiciled outside the U.S. and is therefore 

an unauthorized reinsurer, the Company held collateral in a funds withheld account of $50 

Million, a reinsurance trust account valued at $33 Million, and a letter of credit of $407 Million 

to secure the total ceded reserves. An administrative services company, PSCL, was created to 

employ the staff transferring from Manulife. 

Effective October 1, 2014, Pacific Life reached an agreement with the Reinsurance 

Group of America (RGA) to assume a large block of business (face amount of approximately 

$200 Billion).  This block represents a YRT treaty primarily covering traditional life policies 

issued in the late 1990’s to early 2000’s.  As of December 31, 2016, the statutory reserve for this 

block was $69 Million and $170.3 Billion of face amount (76% of PL Retrocession). 

In 2008, the Company acquired a UK-based reinsurance company, PLRe.  PLRe provides 

reinsurance solutions in the life, critical illness, income protection, and longevity markets in the 

UK, Ireland, Australia, and Asia.  Effective at various times during 2009, 2010, 2011, 2013 and 

2014, the Company entered into several Longevity Swap Retrocession Agreements with PLRe.  
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The purpose of these agreements was to accept a retrocession from PLRe of 70% of the 

longevity swap reinsurance written by PLRe. Effective October 1, 2014, the Company entered 

into an Automatic Longevity Swap Retrocession Treaty. The purpose of this agreement is to 

automatically accept retrocession from PLRe of 70% of the longevity swap reinsurance written 

by PLRe on an on-going basis that meets the criteria for automatic inclusion as provided in the 

agreement. As of December 31, 2016, the Company received premiums in the aggregate amount 

of $57.6 Million under these agreements. The recorded statutory reserve as of December 31, 

2016, for the retrocession agreements was $277.5 Million. 

Ceded  

The Company maintains a modified coinsurance (mod-co) relationship with M-Life 

Insurance Company (MLIC) that dates back to 1984.  The Company cedes approximately 50% 

of the business produced by MLIC agents to MLIC on a mod-co basis to enable MLIC to share 

in the profitability of the business that was produced by their agents. This relationship includes 

multiple reinsurance agreements the most recent of which was effective January 1, 2012.  The 

MLIC agreements accounted for ceded premiums of $248.8 Million and modified co-insurance 

reserves of $5.8 Billion as of December 31, 2016. 

The Company entered into a reinsurance agreement with accredited affiliate PARV to 

reinsure certain Flexible Duration No-Lapse Guarantee (FDNLG) riders issued on life insurance 

products written and issued from 2005 until 2010.  The agreement cedes 100% of the FDNLG 

rider risk net of an inuring XOL agreement with Canada Life Assurance Company.  The 

transaction was structured to reinsure economic and excess reserves arising from secondary 

guarantees associated with the Company’s FDNLG life business.  As of December 31, 2016, the 

reinsurance placed with PARV accounted for ceded reserves of $1.312 Billion. 
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In late 2005, the Company experienced a significant growth in the sale of its variable 

annuity (VA) products.  As a result, a portion of the new VA business was reinsured through a 

series of mod-co, quota share arrangements.  The table below illustrates the approximate 

percentages of VA business ceded: 

 Issue Year of VA Business  Percent Ceded   
  2006         12%   
  2007         29%   
  2008         45%   
  2009*         15%  
    
*The Company ceded VA business produced in the first quarter 2009. 

This reinsurance is placed with three reinsurers, RGA, Union Hamilton Reinsurance LTD 

(Union Hamilton), and Swiss Re Life & Health America, Inc., (Swiss Re).  In 2016, the 

Company ceded premiums totaling $23.0 Million to these reinsurers. 

During the first quarter of 2015, the Company entered into a coinsurance treaty with 

Union Hamilton to reinsure 50% of the VA GMWB riders with lifetime option issued between 

April 1, 2015 and March 31, 2017.  In 2016, the Company ceded rider premiums totaling $2.3 

Million under this treaty. 

Effective December 31, 2012, the Company entered into a mod-co arrangement with 

PARC, an Arizona domiciled affiliate to cede a 5% share of its net variable annuity business.  In 

2016, this arrangement accounted for an additional cession of $120.6 Million in premiums. 

A Retrocession Agreement, dated January 1, 2013, was entered into between the 

Company and PLRC.  The purpose of the agreement is to accept retrocessions on a YRT basis of 

business reinsured by PLRC on individually underwritten ordinary life policies in excess of $1 

Million on each life. As of December 31, 2016, the Company received premiums of $1,252,400 

under this agreement. 
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Effective October 1, 2013, the Company entered into a reinsurance agreement with 

PBRC. The agreement reinsures certain Pacific Prime Term life insurance policies issued from 

2013 through 2014 and FDNLG riders on certain universal life and indexed universal life 

policies issued from 2009 through 2014.  The FDNLG riders ceded to PBRC are on a separate 

group of policies than those with FDNLG riders ceded to PARV and Canada Life Assurance 

Company.  The reserves ceded to PBRC under this agreement were $221 Million as of December 

31, 2016.  Effective January 1, 2015, the Company entered into a new reinsurance agreement 

with PBRC.  This agreement reinsures Promise Term, certain Pacific Prime Term and FDNLG 

riders on certain universal life issued from 2015 and later.  The reserves ceded to PBRC under 

this agreement were $57 Million as of December 31, 2016. 

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:   

 2013 2014 2015 2016 

Bonds $ 27,693,978,317 $ 30,013,105,874 $ 34,523,848,765 $ 38,441,152,680 
Separate Accounts 58,634,332,660 58,113,760,968 54,466,299,529 54,782,493,723  
Admitted assets 109,064,765,998 112,503,492,765 113,241,838,354 118,628,447,191 
Aggregate reserves  
 for life contracts 40,119,911,344 42,882,778,466 46,691,485,592 50,040,513,241 
Liability for deposit- 
 type contracts 1,811,320,911 2,078,205,336 2,134,561,266 2,721,461,761 
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Total liabilities 102,561,878,937 105,331,940,612 105,479,358,853 110,080,026,927 
Capital and surplus 6,502,887,061 7,171,552,153 7,762,479,501 8,548,420,265 
Premiums earned 8,702,003,443 8,573,868,633 9,039,688,744 8,300,487,952 
Net investment  
 income 1,857,788,489 2,216,878,778 2,461,007,860 2,414,587,951 
Death benefits 483,623,807 650,219,323 1,356,076,129 1,457,450,601 
Annuity benefits 523,326,129 572,169,122 616,856,588 701,794,984 
Net income 521,432,489 634,781,179 519,752,368 849,987,344 
Life insurance in-force 
 (000s omitted) 293,626,673 492,148,630 483,805,990 480,423,843 
 

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, 2016. 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, 2016 
 Net 
  Assets Not Admitted 
Assets Assets Admitted Assets 
 
Bonds $  38,441,152,680                          $  38,441,152,680 
Preferred stocks 19,345,791  19,345,791 
Common stocks 2,740,663,503 $112,430,904 2,628,232,599 
Mortgage loans on real estate: first liens 9,876,372,773  9,876,372,773 
Properties occupied by the company 132,604,474  132,604,474 
Properties held for production of income 34,106,255  34,106,255 
Cash, cash equivalents, and short-term  
 investments 708,706,721  708,706,721 
Contract loans 7,430,370,992 727,792 7,429,643,200 
Derivatives 418,496,735  418,496,735 
Other invested assets 1,644,826,380 10,609,048 1,634,217,332 
Receivables for securities 34,671,011  34,671,011 
Securities lending reinvested collateral assets 184,405,876  184,405,876 
Derivatives collateral receivable                         7,514,089                                               7,514,089   
 
Subtotal, cash and invested assets $  61,673,237,280 $123,767,744 $  61,549,469,536 
Investment income due and accrued 489,882,274  489,882,274 
Uncollected premiums and agents’ balances 
 in the course of collection 144,976,757 1,137,893 143,838,864 
Deferred premiums and agents’ balances and 
 installments booked but deferred and not  
 yet due 143,636,124  143,636,124 
Amounts recoverable from reinsurers 103,927,681  103,927,681 
Funds held or deposited with reinsured  
 companies 256,609,486  256,609,486 
Other amounts receivable under reinsurance  
 contracts 102,350,584  102,350,584 
Current federal and foreign income tax 
 recoverable and interest thereon 175,876,412  175,876,412 
Net deferred tax asset 1,136,546,677 440,436,117 696,110,560 
Guaranty funds receivable or on deposit 3,169,643  3,169,643 
Electronic data processing equipment and  
 software 95,713,274 80,438,806 15,274,469 
Furniture and equipment, including health care 
 delivery assets 9,550,824 9,550,824  
Receivables from parent, subsidiaries and  
 affiliates 21,108,594  21,108,594 
Health care and other amounts receivable 20,153,044 9,072,690 11,080,353 
Prepaid pension costs 1,229,977 1,229,977  
Cash value of life insurance policies $110,159,649  110,159,649 
Accounts and notes receivable 8,347,428  8,347,428 
Other assets 15,111,812  15,111,812 
Prepaid expenses 32,627,801 32,627,801  
Leasehold improvements              1,614,609        1,614,609     0                             0              
 
Total assets excluding Separate Accounts  $  64,545,829,929     $699,876,461  $  63,845,953,468  
From Separate Accounts $  54,782,493,723                          $  54,782,493,723 
 
Total Assets $119,328,323,652 $699,876,461     $118,628,447,191 
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Liabilities, Surplus, and Other Funds 
 
Aggregate reserves for life contracts $  50,040,513,241 
Aggregate reserve for accident and health contracts 19,181,961 
Liability for deposit-type contracts 2,721,461,761 
Life contract claims 765,715,168 
Policyholders’ dividends 103,006 
Dividends apportioned for payment 8,727,035 
Dividends not yet apportioned 1,250,385 
Premiums and annuity considerations for life and accident and health   
     contracts received in advance 711,890 
Other amounts payable on reinsurance, including assumed and ceded 113,239,983 
Interest maintenance reserve 175,230,879 
Commissions to agents due or accrued-life and annuity contracts  
     and deposit-type contract funds 22,197,293 
Commissions and expense allowances payable on reinsurance assumed 10,312,223 
General expenses due or accrued 196,660,421 
Transfers to Separate Accounts due or accrued (net)  (833,232,879) 
Taxes, licenses and fees due or accrued 5,732,180 
Unearned investment income 234,088,838 
Amounts withheld or retained by company as agent or trustee 122,661,921 
Remittances and items not allocated 32,149,066 
Liability for benefits for employees and agents if not included above 180,849,371 
Borrowed money and interest thereon 52,531,808 
Asset valuation reserve 674,825,608 
Reinsurance in unauthorized and certified companies 463,819 
Funds held under reinsurance treaties with unauthorized reinsurers 142,130,363 
Payable to parent, subsidiaries and affiliates 7,376,515 
Funds held under coinsurance 58,558,091 
Derivatives 42,442,485 
Payable for securities 11,035,823 
Payable for securities lending 184,405,876 
Derivatives collateral payable and income accruals 250,114,985 
Disbursements payable 36,309,268 
Unclaimed accounts and uncashed checks 6,757,136 
Other liabilities 10,322,698 
Contingency reserves                  2,704,987 
Total liabilities excluding Separate Accounts business $  55,297,533,204 
From Separate Accounts Statement $  54,782,493,723 
 
Total liabilities $110,080,026,927 
 
Common capital stock $         30,000,000 
Other surplus adjustments – derivatives 238,243,839 
Surplus notes 1,715,361,930 
Gross paid in and contributed surplus 1,185,438,610 
Unassigned funds (surplus)       5,379,375,886 
Surplus $    8,518,420,265    
Total capital and surplus $    8,548,420,265 
 
Totals $118,628,447,191 
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SUMMARY OF OPERATIONS – 2016 

Premiums and annuity considerations for life and accident and health contracts  $  8,300,487,952 
Considerations for supplementary contracts with life contingencies  136,641 
Net investment income 2,414,587,951 
Amortization of interest maintenance reserve 28,913,333 
Commissions and expense allowances on reinsurance ceded 140,531,695 
Reserve adjustments on reinsurance ceded (913,296,498) 
Miscellaneous income: 
 Income from fees associated with investment management, administration and 
  contract guarantees from Separate Accounts 1,241,053,896 
 Charges and fees for deposit-type contracts 33,119,644 
 Fee income 138,590,912 
 Miscellaneous income 22,232,165 
 Reinsurance recapture fee          60,890,634 
 
Totals $11,467,248,324 
 
Death benefits $  1,457,450,601 
Matured endowments (excluding guaranteed annual pure endowments) 1,468,704 
Annuity benefits 701,794,984 
Disability benefits and benefits under accident and health contracts 4,991,833 
Surrender benefits and withdrawals for life contracts 5,775,917,696 
Interest and adjustments on contract or deposit-type contract funds 67,364,276 
Payments on supplementary contracts with life contingencies 549,320 
Increase in aggregate reserves for life and accident and health contracts     3,415,250,888 
 
Totals $11,424,788,301 
 
Commissions on premiums, annuity considerations, and deposit-type contract funds $     743,539,592 
Commissions and expense allowances on reinsurance assumed 24,870,193 
General insurance expenses 642,153,267 
Insurance, taxes, licenses and fees, excluding federal income taxes 83,821,923 
Increase in loading on deferred and uncollected payments 298,644 
Net transfers to or (from) Separate Accounts net of reinsurance (2,440,386,921) 
Net periodic benefit cost 7,725,155 
Miscellaneous disbursements (2,601,728) 
Contingency expense            1,278,155 
  
Totals $10,485,488,581 
 
Net gain from operations before dividends to policyholders and federal income taxes $     981,759,744 
Dividends to policyholders 8,993,127 
Federal income taxes incurred        169,476,172 
Net gain from operations after dividends to policyholders and federal income taxes and 
 before realized capital gains  $     803,290,445 
Net realized capital gains (excluding gains transferred to IMR)          46,696,899 
 
Net income $     849,987,344 
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CAPITAL AND SURPLUS ACCOUNT 
 
 2013 2014 2015 2016 

Capital and surplus, December 31, 
 prior year $6,175,101,247 $6,502,887,061 $7,171,552,153 $7,762,479,501 
 
Net income $   521,432,489 $   634,781,179 $   519,752,368 $   849,987,344 
Change in net unrealized 
  capital gains (87,178,207) 327,794,439 136,062,038 38,161,269 
Change in net unrealized foreign 
 exchange capital gain 959,556 (11,733,324) (9,948,894) (7,443,032) 
Change in net deferred income tax 106,033,418 (79,476,000) 43,732,254 33,020,955 
Change in nonadmitted assets   (161,215,316) 122,282,737 (35,932,027) (84,262,466)  
Change in liability for reinsurance   
 in unauthorized companies (1,041,960) 1,086,316 (45,628) 21,287 
Change in reserve on account of  
 change in valuation basis (77,321,791)     
Change in asset valuation reserve 194,065,361 (98,515,745) (50,301,594) 5,792,631 
Change in surplus notes 171,435,342 228,532 228,532 (55,956,262) 
Surplus adjustment: 
 Change in surplus as a result of  
  reinsurance (14,495,554) (14,179,428)   
Dividends to stockholders (200,000,000) (200,000,000)   
Adjustments to retirement plans 3,151,101 (5,900,431) (4,507,008) 2,651,326 
Correction of prior year errors (10,400,597)    
Other surplus adjustments –  
 derivatives (117,638,028) (7,703,182) (8,112,693) (26,456,288) 
Prior period tax adjustment    (23,580,000) 
Prior period adjustment to  
 subsidiary valuation                                                                                      54,004,000  
   
Net change in capital and surplus 
 for the year $   327,785,814 $   668,665,092 $   590,927,348 $   785,940,764 
 
Capital and surplus, December 31, 
 current year  $6,502,887,061 $7,171,552,153 $7,762,479,501 $8,548,420,265 
 
 
EXAMINATION CHANGES IN FINANCIAL STATEMENTS 
  
 Unassigned funds (surplus) in the amount of $5,379,375,886, as reported in the 

Company's 2016 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. 
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COMPLIANCE WITH PREVIOUS RECOMMENDATIONS 

 No recommendations were made as a result of the previous examination. 

COMMENTARY ON CURRENT EXAMINATION FINDINGS 

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

examination. 

SUBSEQUENT EVENTS 

HOLDING COMPANY  

During March 2017, the Company contributed 100% of its stock ownership in Aviation 

Capital Group Corp. and its subsidiaries (ACG Corp.) to Pacific Life Aviation Holdings LLC 

(PLAH). Effective March 31, 2017, ACG Corp. was converted to an LLC named Aviation 

Capital Group LLC (ACG). 

 In September 2017, ACG and PLAH entered into a Purchase and Investment Agreement 

with TC Skyward Aviation U.S., Inc., a Delaware corporation (the Investor) and direct 

subsidiary of Tokyo Century Corporation, a Japanese corporation. Pursuant to the Purchase and 

Investment Agreement, the Investor has agreed to purchase a 20% membership interest in ACG. 

At the request of ACG and subject to certain conditions specified in the Purchase and Investment 

Agreement, the Investor has also agreed to provide additional equity capital to ACG through 

December 31, 2020. This transaction closed in December 2017. 

SURPLUS NOTES 

In October 2017, with the approval of the Director of the NDOI, the Company issued 

$750 Million of 4.3% surplus notes maturing on October 24, 2067 (2017 Surplus Notes). The 

2017 Surplus Notes accrue interest at a fixed rate of 4.3% through October 23, 2047, and 

thereafter until maturity at a floating rate equal to the three-month LIBOR rate plus 2.796%.  
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With the approval of the NDOI, the Company and PLC repurchased and retired $236 

Million of the Company’s 2009 Surplus Notes, $16 Million of the Company’s 1993 Surplus 

Notes, $14 Million of PLC’s 6.6% senior notes, $90 Million of PLC’s 5.125% senior notes, and 

$217 Million of PLC’s 6.0% senior notes through a tender offer. In connection with the tender 

offer, the Company repurchased and retired $90 Million of its 5.125% internal surplus note 

issued to PLC and $217 Million of its 6.0% internal surplus note issued to PLC. PLC also 

redeemed $177 Million of PLC’s 6.0% senior notes. In connection with this redemption, PLIC 

repurchased and retired $177 Million of its 6.0% internal surplus note issued to PLC. 

OFFICERS 

Effective January 2017, Adrian S. Griggs was promoted to Chief Operating Officer, 

Carol R. Sudbeck was promoted to Executive Vice President and Chief Administrative 

Officer, and Dawn M. Trautman was promoted to Executive Vice President.  

Effective March 2017, Darryl D. Button was hired and named Executive Vice 

President & Chief Financial Officer.  

Effective November 2017, Kevin Byrne was appointed CEO of Pacific Asset 

Advisors, LLC (PAAL), Joe Celentano will transition from the Chief Risk Officer role in 

Corporate to oversee Finance, Risk, Valuation and Compliance in RSD, and John Dieck has 

been promoted to Senior Vice President and Chief Risk Officer.  

Effective December 2017, Mary Ann Brown and Richard J. Schindler retired from 

the Company. 

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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