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SCOPE OF THE EXAMINATION 

This examination covers the period January I, 2002 through December 31, 2006 and 
comprises a comprehensive review of the books and records of the Company. The 
examination followed the statutory requirements contained in the Washington 
Administration Code (WAC), the Revised Code of Washington (RCW), and the 
guidelines recommended by the National Association of Insurance Commissioners 
(NAIC) Financial Condition Examiners Handbook (FCEH). lbe examination included 
identification and disposition of material transactions and events occurring subsequent to 
the date of examination that were noted during the examination. 

Corporate records, external referenee materials, and various aspects of the Company's 
operating procedures and tinancial records were reviewed and tested during the course of 
this examination and are commented upon in the following sections of this report. In 
addition, the certitied public accountant's (CPA's) work papers were reviewed and 
utilized, where possible, to facilitate efficiency in the examination. 

INSTRUCTIONS 

The examiners reviewed the Company's tiled 2006 NATC Annual Statement as part of the 
statutory examination. This review was performed to detelmine if the Company 
completed the NAIC Annual Statement in accordance with the NAIC Annual Statement 
Instructions and to determine if the Company'S accounts and records were prepared and 
maintained in accordance with Title 48 RCW, Title 284 WAC, and the NAIC Statements 
of Statutory Accounting Principles (SSM) as contained in the Accounting Practices and 
Procedures Manual (AP&P). 

The following summarizes the exceptions noted while performing this review: 

1. Annual Statement Errors 

The result~ of the examination disclosed several instances in which the Company's 
tiling of the 2006 NATe Annual Statement did not conform to the AP&P and the 
NATC Annual Statement Instructions. While the Company needs to correct these 
deficiencies, none of the follo"wing items were material to the financial statements and 
no examination adjustments were necessary. 

a. Notes to Financial Statements, No. 10 - The Company did not disclose the 
amounts due from or due to related parties on the NAIC Annual Statements for 
the period under examination, 'Ibis is required by the NAIC Annual Statement 
Instructions and SSAP No. 25, Paragraphs 17-18. 

b. Liabilities, Surplus, and Other Funds - The Company reported a liability of 
$25,386,790 on line 24.7: Funds held under coinsurance. This amount represents 
premiums received from policyholders as of December 31, 2006 but not yet paid 



to reinsurers. 'Ibis docs not meet the detinition of funds held under coinsurance. 
Per the NAIC Annual Statement Instructions, the Company should have reported 
this amount on line 9.3 which is Other amounts payable on reinsurance. 

c. Schedule of Assets, Liabilities, Surplus, and Other }<'unds - TIle Company 
reported an asset in the amount of $5,199,795 for the Servicemans Group Life 
Insurance (SGLI) receivable on page 2 line 13.1, Unallocated premiums and 
agent's balances. This amount should have been reported on page 2, line 14.3, 
Other amounts receivable under reinsurance contracts. . 

d. Statement of Actuarial Opinion - The Statement of Actuarial Opinion 
incorrectly stated that $0 was allocated to tlle Asset Valuation Reserve (AVR). It 
should have stated that $14,298,000 was allocated to the AVR. This error does not 
affect tlle financial statements. 

Tbe Company is instructed to comply with RCW 48.05.250 by filing its financial 
statements in the general form and context approved by the NAIC, and WAC 
284-07-050(2) which requires adherence to the NAIC Annual Statement 
Instructions and the AP&P, 

2. Intercompany Allocations 

The Memorandum of the Oral Administrative Services and Expense Sharing 
Agreement (Agreement) between FNWL and Famlers Group, Inc. (FGI) states: 
"Costs will be allocated utilizing time analysis methods, statistical means or other 
metllodology deemed appropriate by the parties. Such allocation metllods shall be 
reviewed and mutually agreed to by FGI and FNWL on an annual basis in the FNWL 
budgeting process." The Agreement also states that the amounts payable shall be 
determined and settled by FGl and FNWL monthly or as soon after the end of each 
month as can reasonably be performed. The Company settles the investment advisory 
charges once per year, which is not in accordance with the Agreement. The 
Company was unable to provide documentation to substantiate tllat expenses were 
allocated utilizing time analysis methods, statistical means or other metllodology, or 
that tlle allocation methods were mutually agreed to by FGI and FNWL as required by 
the Agreement. We were therefore unable to verify that the charges allocated to 
FNWL were fair and reasonable. as required by RCW 48.318.030 (I )(a), or that the 
method of allocation was in compliance with SSAP No. 70. 

The Company is instructed to comply witb RCW 48.31B.030(1)(a) and SSAP No. 
70 by maintaining documentation of the methods used to allocate expenses by 
parties involved in the intercompany billings and clearly and accurately 
disclosing the nature and details of tbe transactions, including such accounting 
information as is necessary to support the reasonableness of the charges or fees. 
The Company is also instructed to adbere to tbe terms of its intercompany 
contracts by documenting the review and approval of the allocation methods 
once per year and by settling balances according to the Agreement terms. 
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3. Custodial Agreement Deficiencies 

Although the Company responded in its 2006 NAIC Annual Statement General 
Interrogatories, 24.01, that its custodial agreement with JPMorgan Chase Bank 
(JPMorgan) complied with the FCEH, it did not contain sever'dl provisions required 
by the FCEH. In addition, the Company's undisclosed custodial agreement with BNY 
did not contain all provisions required by the FCEH. 

JPMorgan Chase Bank, N.A. Custodial Agreement, dated June 24, 2007 

• The agreement does not state that securities shall be withdrawable upon 
demand of the Company. 

IINYSecurities LendjMAgreemepl. dated May 24, 2005 

• The agreement does not state that FNWL' s customer account will be labeled 
in the name ofFNWL, nor does it state that FNWL's securities held by BNY 
will be separately identified on BNY's records as being owned by FNWL 

• The agreement does not state that securities, other than those held to meet 
deposit requirements, are withdrawn upon demand by FNWL. 

• The agreement does not require BNY to reimburse FNWL losses caused by 
BNY's ordinary negligence or employee misconduct. 

• The agreement does not require that, in the event of a loss of securities for 
which BNY is obligatcd to indemnify FNWL, BNY shall promptly replace the 
securities or the value of said securities and the value of any loss of rights or 
privileges resulting from said loss of securities. 

• The agreement states that BNY is 110t liable for acts beyond its "control" 
whereas the FCEH requires the term "reasonable control." The agreement also 
erroneously includes BNY's inability to obtain labor, material, equipment, 
services, or transportation as being beyond BNY's control. The FCEH does 
not define these scenarios as being beyond a custodian's reasonable control. 

• In the event BNY gains cntry into a clearing corporation through an agen~ the 
agreement does not require BNY to enter into a written agreement subjecting 
the agent to the same liability as BNY for the loss of securities. 

• The agreement does not require BNY to provide \\-Titten notice to the ore 
within three business days if the custodial agreement has been terminated or 
100% of the account assets in anyone custody account have been withdrawn. 

• The agreement does nOI require that, on reasonable notice, FNWL, or an 
independent accountant selected by FNWL or the OlC, be allowed to examine 
BNY's records relating to FNWL's securities. 

• The agreement does not require BNY and its agents, upon reasonable request, 
to send to FNWL all internal control reports received from a clearing 
corporation which the clearing corporation permits to be redistributed, or such 
reports prepared by BNY's outside auditors. 

J 



• The agreement does not require BNY to maintain records sufficient to verify 
certain information relied upon by FNWL in preparation of its annual 
statement and supporting schedules. 

• The agreement does not require BNY to provide, upon v'.'ritten request from 
the OlC or FNWL, the appropriate affidavits, with respect to FNWL's 
securities held by BNY. 

• The agreement does not require BNY to secure and maintain insurance 
protection in an adequate amount. 

• The agreement does not require loaned securities be held by a qualified 
<;ustodian under RCW 48.13.450(6). 

The Company is instructed to comply with RCW 48.05.250 by filing a true 
annual statement. The Company is instructed to follow NAIC Annual Statement 
Instructions and tbe AP&P, as required by WAC 284-07-050(2). The Company 
is instructed to correct aU of the deficiencies noted above and execute revised or 
amended custodial agreements. 

4. Incomplete Accounts and Records 

Several sampled policy files were mlssmg various information such as policy 
acceptance letters, specification pages, and copies of the policy contract. The policy 
files did not contain full and adequate accounts lind records of the Company's 
transactions and affairs. as required by RCW 48JJ5.280. 

Tbe Company is instructed to comply witb RCW 48.05.280 by keeping full and 
adequate accounts and records of its assets. obligations, transactions and affairs. 

5. Securities Lending 

The Company incorrectly included collateral of$337,018,097 within Aggregate write­
ins for other than invested assets and Aggregate write-ins for liabilities, respectively 
on the NAIC Annual Statement. In accordance with Paragraph 56 of SSAP No. 91 
(Accounting for Transfers and Servicing Assets and Extinguishments Liabilities), the 
Company should not reflect the collateral in the Company's balance sheet as an asset, 
and should not establish It liability for the return of the collateral when the pledged 
collateral is not available for the general use (restricted). The collateral is not 
available for general use (restricted) according to the Company's security lending 
agreement with Dank of New York. 

The Company is instructed to comply witb RCW 48.05.250 by fding its financial 
statements in the general form and context approved by tbe NAIC, and WAC 
284-07-050(2) whicb requires adherence to the NAIC Annual Statement 
Instructiollll and the AP&P. 
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6. NAIC Actuarial Guidelines 

a. Variable Annuities 
For variable annuities, FNWL's methodology ignores the potential of a free partial 
'hithdrawal immediately at the valuation date which is not in accordance with NAIC 
Actuarial Guidelines XXXIII and XXXIV. Additionally, there are errors in the 
durational premium data imported into the valuation &'Ystem from the administration 
feed, which has resulted in the system' s calculation algorithm being incorrectly 
applied to the different pn'1!lium and surrender charge records, 

b. Traditional Premium Paying Polices Reserve Calculations 
The Company's terminal reserves for premium paying traditional life policies are 
somewhat lower, and at some early durations even negative, due to the manner in 
which its vendor purchased software calculates the initial expense allowance using 
continuous functions. While Actuarial Guideline XVIII permits the use of continuous 
functions in the calculation of dle initial expense allowance, the resulting outcomes 
for terminal reserves should be consistent with those underlying the Commissioners 
Reserve Valuation Method (CRVM) as described in RCW 48.74,040 for curtale 
calculations. Additionally, the net deferred premiums (based on net rather than gross 
premiums) are also affected. 

The Company is instructed to ensure that the reserves are calculated in 
accordance with NAIC Actuarial Guidelines XXXIII and XXXIV, and to ensure 
that the CRVM initial expense allowance for traditional life business is 
calculated in accordance with NAIC Actuarial Guideline XVII£. This is in 
compliance with WAC 284-07-050(2) which requires adherence to the NAIC 
Annual Statement Instructions and the AP&P which includes Actuarial 
Guidelines - Appendix C. Additionally, the Company must ensure that data 
input into its valuation system is correct. Due to immateriality, no examination 
adjustments were necessary. 

7. Advance Premiums 

The Company incorrectly classifies modal premiums received for amounts 
attributable to modal premium due dates aner the valuation date but prior to the next 
policy anniversary as advance premiums. 'Ibis does !lot adhere to SSAP 51 No. 25 
which defines advance premiums as those premiums received by the reporting entity 
prior to the valuation date but which are due on or after the next policy anniversary 
date. 

The Company is instructed to comply with RCW 48.05.250 by filing its imancial 
statements in the general form and context approved by the NAIC, and with 
WAC 284-07-050(2) which requires adherence to the NAIC Annual Statement 
Instructions and the AP&P which includes Actuarial Guidelines - Appendix C. 
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8. Substandard Reduced Paid-Up Policies 

The Company does not use substandard mortality tables for reserves on substandard 
paid up polices. This is inconsistent with the paragraph required by WAC 284-07-
380(2)(f)(v} in the Company's actuarial opinion. 

The Company is instructed to allow for the substandard mortality, as 
appropriate, for tbe valuation of its reduced paid up policies originally issued to 
substandard lives. Tbis recognition of tbe additional mortality is required witb 
the opinion statement pursuant to WAC 284-07-380(2)(I)(v). Due to 
immateriality. no examination adjustment was necessary. 

9. Indeterminate Premium Universal Life 

The Company does not test the reserves on Indeterminate Premium Universal Lite to 
see if the basic policy reserves calculation pursuant to WAC 284-84-030 is sufficient 
to cover a scale of cash surrender values in accordance with WAC 284-84-050(2). 

Pursuant to WAC 284-84-050(2), tbe Company is instructed to perform tests to 
ensure that tbe policy reserves on Indeterminate Premium Universal Life is 
sufficient to cover a scale of cash surrender values. Due to immateriality, no 
examination adjustment was necessary. 

COMMENTS A!\,U RECOMMENUA TIONS 

1. Indeterminate Premium Universal Life Policies - Non-Forfeiture Benefits 

The Company's Indeterminate Premium tlniversal Life Policies provide for non­
forfeiture benefits (Reduced Paid-Up and Extended Telm Insurance) originating from 
minimum surrender values to be calculated at a guaranteed rate of 7%. Under RCW 
48.74.030 (3)(b) these benefits would be valued at lower rates of interest following 
conversion to the non-forfeiture benefits which would result in a negative financial 
impact on the statutory books in the year of cOllversion. To the extent that the 
conversion activity is minor as is currently the case, the impact is inconsequential. 
However, shOUld the level of this activity increase significantly, there could be a 
significant, adverse financial impact to the Company, which would be reversed in 
subsequent years as the policies that convert to reduced paid-up and extended term 
insurance run off the books. 

It is recommended that the Company consider incorporating testing for the non­
forfeiture options in its cash Row testing projection model. It sbould also 
consider sensitivity testing for these options to reflect outcomes in situations such 
as shock premium increases in low interest rate environments and anti-selection 
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between healthy and unhealthy policy-owners in terms of reduced paid up or 
extended term options. 

2. Structured Settlements 

In calculating the structured settlement reserves, the valuation uses interest rates that 
are in some cases higher than rates available on investments backing the structured 
settlement liabilities. In view of the long tenn nature of its obligations under 
structured settlements, the Company, as recommended by NAIC Actuarial Guideline 
IX-B should recognize the yield on the supporting assets in conjunction with any 
other allocated assets in establishing the liability for structured settlements 

In view of the long term nature of its obligations under structured settlements, 
the Company, as suggested by NAIC Actuarial Guideline IX-B, should 
recognize the yield on the supporting assets in conjunction with any other 
allocated assets such as those supporting the Interest Maintenance Reserve 
(IMR) in establishing the reserves for structured settlements. 

COMPANY PROFILE 

Company History 
The Company was incorporated as a Washington stock insurance company on February 
21, 1910, as New World Life Insurance Company. In 1954, FGI, a Nevada Corporation, 
acquired a controlling interest in the Company and later changed the name to Farmers 
New World Life Insurance Company. During 1977 and 1978, FGI acquired all of the 
remaining stock of FNWL In 1988, ultimate control of I'GI was acquired by British 
American Tobacco Industries p.l.c. (BAT) of London, England. In September 1988, the 
financial operations of BAT merged with Zurich Insurance Company to fonn Zurich 
Financial Services (ZPS) headquartered in Zurich, Switzerland. 

Territory and Plan of Operation 
As of December 31, 2006, the Company was authorized to transact business in the 
District of Columbia and all states except New York. 

The Company concentrates its activities in the individual life insurance and annuity 
markets. Principal lines of business include traditional and universal whole life products. 
as well as term life insurance. Additionally. FNWL issues flexible and single premium 
deferred annuities, single premium immediate annuities, equity-indexed annuities, 
variable universal life insurance, and variable annuity products. 
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Growth of Company 
The Company's growth, as reported in its NAIC Annual Statements, is illustrated below: 

Assets Liabilities CaRital and Sumlus 
2002 $6,049,234,65l $5,070,365,047 $978,869,604 
2003 6,428,057,736 5,375,918,673 1,052,139,063 
2004 6,828,278,964 5,733,697,731 1,094,58l,233 
2005 6,744,360,028 6,109,781,233 634,578,790 
2006 6,966,390,093 6,297,838.287 668,5Sl,806 

Net Investment 
Premiums Income DisabiUtt Benefits 

2002 $783,697,965 $346,034,689 $2,186,685 
2003* ($3,735,222) 344,756,368 2,379,354 
2004 653,175,246 357,671,694 2,246,323 
2005 653,515,279 347,1 18,295 3,189,042 
2006 659,505,131 326,190,392 3,188,324 

*Note: In the fourth quarter of 2003, FNWL entered in to a modified coinsurance 
arrangement with Kemper Investors Life [nsurance Company (KILICO) that transferred 
some of its annuity business. SSAP 61 requires the Company to reduce premium income 
by the amounts paid to the reinsurer. The Company ceded premiums for the current and 
prior years which exceeded the amount of direct and assumed premiums in 2003. 
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Ordinary Ufe lnsuranee in Force by Jurisdiction 

.JURlSDICII~ AMJUNf JURISDlCTI~ AMJUNf 

Alabama $1,718,578,163 Montana 1,140,154,491 
Alaska 60,716,093 Nebmska 1,309,013,910 
Arizona 10,571,860,160 Nevada 4,803,154,268 
Arkansas 2,240,345,442 New Hampshire 38,508,701 
California 64,463,827,106 New Jersey 168,110,007 
Canada 1,244,147 New Mexico 2,799,048,394 
Colorado 9,189,109,429 New Y()rk 214.686,424 
Connecticut 67,779,432 North Carolina 287,974,390 
Delaware 19,504,222 North Dak ota 255,640,596 
District of 12,830,363 Ohio 2,862,651,623 
Florida 695,623,617 Oklahoma 6,083,169,110 
Cicorgia 361,836,848 Oregon 6,871,290,233 
Hawaii 116,072,733 Pennsylvania 197.021,686 
Idaho 1,828,605,[46 Rhode Island 10,549,286 
Illinois 9,245,470,948 South Carolina 99,792,247 
Indiana 1,&40,675,172 South Dakota 667,508,486 
Iowa 869,708,505 Tennessee 1,988,113,778 
Kansas 2,800,480,934 Texas 31,781,695,645 
Kentucky 115,364,643 Utah 4,181,477,616 
Louisiana 128,414,177 Vermont 18,557,532 
Maine 23,548,237 Virginia 1,788,893,646 
Maryland 187,844,784 Washingtnn 9,186,457,219 
Massachusetts 127,039,284 W cst Virgini a 32,434,772 
Michigan 2,191,915,362 Wisconsin J ,972,228,499 

Minnesota 5,945,756,019 Wyoming 661,463,979 
Mississippi 87,712,931 Others 186/366,668 
Missouri 5,004,461,897 

TOTAL $199,522!289,000 
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Affiliated Companies 

FNWL IS a wholly·-owned subsidiary of FOI, a management and insurance holding 
company, whose companies specialize in personal lines business including full coverage 
personal automobile and homeowners insurance. FGI is ultimately owned by ZFS, a 
global insurance organization headquartered in Switzerland. FNWL owns 100% of 
WVGRR, Properties, LLC, a real estate joint venture. 

The following is an abbreviated organizational chart: 

Zurich Financial Services 

Zurich Group Holding (flk/a Zurich Financial Services) 

Farmers Group, Inc. 

"--- L{jan-n-e-r-s..lNew Worl~ Life Insurance Company .~ 
WVGRR Properties, LLC 

Intercompany Contracts 
The Company was a party to various intercompany contracts with affiliates. Significant 
contracts in force at December 31, 2006 were: Administrative Services Agreement used 
to allocate charges for services performed by or paid for by an affiliate; Agreement for 
Reimbursement of Marketing and Agency Expenses, used to allocate and reimburse 
affiliates for marketing and agency expenses; Tax Sharing Agreement, used to allocate 
taxes among affiliates; and the Memorandum of the Oral Administrative Services and 
Expense Sharing Agreement, used to allocate various expenses to the Company that were 
paid for or performed by an affiliate. (See Instruction No.2.) 
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MANA{;EMENT AND CONTROL 

Ownership 
FNWL is a wholly-owned subsidiary of FGl, a management and insurance holding 
company whose companies specialize in personal lines business including full coverage 
personal automobile and homeowners insurance, FGl is ultimately owned by ZFS, a 
global insurance organization headquartered in Switzerland, ZFS is the ultimate 
controlling person, 

Board of Directors (BOD) 
Members of the BOD as of December 31, 2006: 

Jerry Joseph Carnahan 
Paul NOl1l1an Hopkins 
Michael Walter Keller 
Ryan Ray Larson 
Constantine Paul Patsis 
James Innes Randolph 
Gary Ralph Severson 
John Francis Sullivan, Jr, 
Oscar Clemente Tcngtio 
Peter Viktor Eckert 

Officers 
Officers as of Dee ember 3 1,2006: 

Name 
Constantine Paul Patsis 
Oscar Clemente T engtio 
Brian Frederick Kreger 
Ryan Ray Larson 
Laszlo George Heredy 
Michael Walter Keller 
James Innes Randolph 
Pit!TTe Christophe Rene Wauthier 

Committees 

Title 
CEO & President 
VP & Chief Financial Officer 
VP, Gener.il Counsel, & Secretary 
VP & Chief Actuary 
VP & Chieflnvestment Officer 
VP & Chief Marketing Officer 
VP & Assistant Secretary 
VP & Assistant Treasurer 

The Company has the following committees of the BOD: 

• Audit Committee 
• Risk and Compliance Committee 
• Executive Committee 
• Investment Committee 
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Conflict ofInterest 
The Company has a policy that requires all employees, directors, and otlicers to complete 
a conflict of interest statement annually. The purpose of the statement is to detect any 
activities or participation on the part of an employee or director that could possibly be 
interpreted as a conflict of interest. Our review did not reveal any exceptions. 

Fidelity Bond and Other Insurance 
Fidelity bonds and other insurance were reviewed in relation to the property and liability 
claims that may arise in the ordinary course of business. FNWL has all the standard types 
of coverage normally maintained by companies of its type. Additionally, the fidelity 
bonds and other insurance meet or exceed the NAIC minimum guidelines to protect its 
assets and policyholders. 

Officers', Employees', and Agents' Welfare and Pension Plans 
FGI sponsors a qualified, non-contributory defined benefit pension plan. The benefits are 
based on years of service and the employee's compensation during the last 5 years of 
employment. FOr's funding policy is to make sutlicient contributions to the pension plan 
to fully provide for employees' benefits at the time of retirement. In addition, the 
Company provides postretirement benefits to retired employees through a plan also 
sponsored by FO!. 

The Company ha.~ no legal obligation for benefits under these plans. I'GI charges the 
Company an allocated share of such contributions based on characteristics of the 
popUlation of plan participants. The Company was allocated and contributed $5,100,000 
and $5,000,000 for pension costs for 2006 and 2005, respectively. Pension plan 
liabilities are only recorded by FOI. 

CORPORATE RECORDS 

The corporate records were reviewed for the period lmder examination. All BOD 
meetings were conducted with a quorum present There have been no changes to the By­
laws since the last examination. The Articles of Incorporation were amended on May I, 
2007 to change the number and makeup of the BOD, to define the existence of the 
Company as perpetual and unlimited, and to give the BOD authority to make or amend 
the By-Laws of the Company, subject to the power ofthe stockholders. 

MORTALITY AND LOSS 

FNWL provided copies of its actuarial workpapers and reserve reports as of December 
31, 2006. Tests were performed on the underlying data, methods, and calculations as 
deemed necessary. Valuation reports and procedures were tested to establish that 
accurate and complete in-force infonnation as of December 31, 2006 was represented in 
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the valuation reports and workpapcrs. A sampling of contracts and payments was taken 
from active life and disabled lite reserve reports, premium collection records and paid 
claims reports. The samples were tested for completeness and accuracy and it was 
determined that the Company's calculations were based on accurate and complete 
demographic data. 

During the course of thc examination, the OIC actuary performed such testing of the 
Company's reserving methodologies and philosophies as was deemed necessary to form 
an opinion \,ith respect to the items reported. The OIC actuary relied upon the 
Company's listings and summaries of in-force policies and contracts. 

The general examination emphasis was to review the methods, assumptions or other 
bases used to determine the actuarial items reported on the NAIC Annual Statement, and 
to determine whether the repofted amounts were within a reasonable range and in 
compliance with Washington law. 

In the OIC Actuary's opinion reserves were within a reasonable range, and subject to his 
findings as noted in Instructions No. 6-9 and Comments and Recommendations No.1 and 
2, the methods, assumptions and methodologies used by the Company were appropriate, 
and all material relevant assets and liabilities on the NAIC Allliual Statement were 
reported 1n accordance with accepted methods and principles. 

REINSURANCE 

FNWL entered into eleven new ceded reinsurance agreements during the examination 
period with eight reinsurers. Nine of the agreements are co-insurance treaties, one is a 
facultative yearly renewable term (YRT) treaty and one is a modified co· insurance 
agreement with an affiliate. In addition, FNWL assumed structured settlement business 
from various insurance companies. 

Reinsurance agreements were found to be in compliance with Washillb>ton State 
reinsurance statutes. All but one of the reinsurers are authorized in the state of 
Washington. The Company holds a valid Ictter of credit for the unauthorized reinsurer. 
The treaties are properly classified in Schedule S of the 2006 NAIC Annual Statement. 
The Company has controls in pJace to adequately monitor its reinsurance program 
including the financial condition of the reinsurers. FNWL utilizes the services of a 
reinsurance intermediary to solicit, negotiate, and place reinsurance cessions on its behalf. 
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STATUTORY.DEPOSITS 

'Ine Company had the following statutory deposits as of December 31, 2006: 

State Par Value Market Value 
Arkansas $159,682 $172,653 
Georgia 52,310 59,436 
Massachusetts 532,274 575,510 
New Hampshire 559,893 600,625 
New Mexico 124,253 126,563 
North Carolina 447,915 480,500 
Washington 2,050,787 2,119,678 
TOTAL $3,927,114 $4,134,965 

ACCOUNTING RECOR.DS AN.D INFO&'\1A nONS SYSTEMS 

The Company maintains its accounting records on a Generally Accepted Accounting 
Principles (GMP) accrual basis of accounting and adjusts to Statutory Accounting 
Practices (SAP) basis for NAIC AIIDuai Statement reporting, The Company is audited 
annually by the certified public accounting firm of PriceWaterhouseCoopers, The 
Company received an unqualified opinion for all years under review, The Company's 
accounting procedures, internal controls, and transaction cycles were reviewed during the 
planning and testing phase of the examination and no exceptions were noted, 

The management of FNWL is sufficiently knowledgeable of information system issues 
and provides direction and oversight through its Information Systems (IS) Steering 
Committee, Systems development, acquisition and maintenance controls were evaluated 
to gain assurance that appropriate internal controls are in place. The IS department 
maintains written docwnentation for the system development life cycle, systems design 
standard manual, programming standards manual, and the document standards manual. 

Operations and application controls were reviewed to determine the type of hardware 
installed, operating systems and proprietary software in use, back up and recovery 
facilities employed, and the internal controls exercised to maintain data security. The 
Company has sufficient internal controls in place to monitor system activity and 
processes. 

FNWL has a formal, vllritten disaster recovery plan for the restoration of the rs and a 
formal, written business continuity plan that addresses the continuation of all significant 
business activities, including financial functions, telecommunication services and data 
proeessing services, in the event of a disruption of normal business activities, as 
recommended by NAtC guidelines. 

14 



SUBSEOUENT EVENTS 

There were no material events adversely impacting the Company between the 
examination date and the last day of our fieldwork. 

FOLLOW lJP ON PREVIOUS EXAMINATION FINDINGS 

All previous report instructions were corrected. 

FINANCIAL STATEMENTS 

Assets, Liabilities, Surplus and Other }"unds 
Summary of Operations 
Reconciliation of Surplus for the Period Since the Last Examination 
Analysis of Changes in Financial Statement Resulting from the Examination 
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FARMERS NEW WORLD LIFE INSlJRANCE COMPANY 
ASSETS, LIABlLrrIES, SURPLUS AND OTHER FtNDS 

DECEMBKR 31, 2606 

IlA.tANCf. PER EXi\MINATION 

COMPANY ADJ{;ST MEl'iTS 

Assefll 

Bood, $\,409,592,65& $0 

Prefem:,d sfN:ks 25,324,010 

Mortgage Joans. on re-aJ estate-lirst liens 160,418 

Real e. .. tate~p.:roperties hekt for production of income 60,614,205 

Cash.and short t«m investments 10),576,942 

Cootnwt loons 255,399,055 

Other invested nsscls 9),491,521 

Aggregate mite--ins for invested assets 4,407,826 

Subtotals, cash and Jm'ested aMCts 5,952,566,635 0 

hwc3tment income rlue and accru~ 65,642.955 

Pre,miunls and considerations: 

Unco!t¢l;tt.>d premiums and agents' balance in course of collection 6,938,976 
Deferred premiums. ngents' halances and in,·;taUments booked but 
defem:d and tJOtyet due 124,483,930 

Amount l"IXoVt!rable from reInsurers 2),&85,790 

Oher amounts recet\'ubk under re\ns~e eontracts 20,095,603 

CUrret1t federal & ibrcign income tax ret;\)vernble 2,270,898 

Net deferred tax asset 15,164,650 

Guuranty funds receivable or on depOSit 1,660,658 

Eloctronic &ta ph)Ccssing equipment and wftware 83,762 

ReceivaWes from parent, !iUbsidiari~ and atl1liates 2,006,314 

Aggregate writ~ins for other than invested assets 343,437,7)9 (337,018,097! 

Total as.liCts excluding separate accounts, segregat¢d 6,SSS,4J7,89() (337,018,097) 
From ,~ratc- aCCQunts, segregated ru;couflts, and protected cell 
ar,;oounts 407,952,203 

Total Asset§ $6,966,390,093 (SJ37,OI8,097) 

16 

BALANCE J'[R 

EXAMINA TlO"! 'iOn:s 

$5,409,592,65& 

25.324,010 

160,418 

60,614,205 

J03,576,942 

255,)99,055 

93,491,521 

1,407,&26 

5,952,;,6,635 

65,642,955 

6.938,976 

124,483.930 

23.&85,790 

20,()95,603 

2.270.898 

15,364,650 

1,660,658 

83,762 

2.006,314 

6,419,622 

6,22 1,4 19/793 

407.952,20] 
$6,629,37J,9% 



FAIL\1ERS NEW WORLD LIFE INSURANCE COMPANY 
ASSETS, LIABnU1ES, SURPLUS AND OTHER FUNDS (Continued) 

DECEMBER 31, 2006 

BAlANCE Pl:R EXAMINA nON BAlANCE PER 

Li. bllifite. 

Aggregate reserve H:r life contracts 

Aggregate reserve for health cont!'a(..1s 

UabiJity [Of deposit-type contrncls 

Contract daims ~ life 

Cootract dtlims ~ accident & nl'ahh 

Premiums and annuity considerations received. in adv.ancc 
Comraclliabililies not included elscwhere:Othcr accounts 
payabie on reinsurance 

Interest maintenarJCe reserve 

Commissions to agents du\! and acau.:d 
Commissions anu expense ullowanct.-s payable on reinsurance 
J$,iUmcd 

General expenses due or accrued 

Tmnsfers to separate accounts due or accrutd 

Taxes. licenses ami fees due or accrued 

Unearned inv~i:ment income 
Amounts withheld or retained by compmlj' as agent or trus!ee 

Amounts held for agents account 

Remittances and items £lOt allNated 

Misc liabmties--asset valvatio:lt reserve 

Payable tt.) parent, subsidiaries and affiliates 

r:unds held under ooillsurance 

Aggregate writC'-ins fOr liabill1ies. 

Totalliabillt!es exdnding separate Actouut 

Front separate- accounts statement 

T01>l Li.biliti .. 

Commoo capital stock 

Gross puid in and contributed 

Unassigned funds (surplus) 

Capital and ,urplus 
Tom) lAabiUde~ SurpJusj and Other Funds 

COMPANY 

$4.80&,983,41)8 

481.158 

440,957,780 

41,367,345 

42&,631 

2.835,055 
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26,257.330 

36.2&1,52g 

1,828,798 

22,954 

22,846,586 

(35.405.046) 

;,415,247 

661.444 

799,139 

6,122,053 

35.732.697 

28,806,399 

16,(iJ7.OJ1 

25,386~79Q 

366,039,257 

5.889.886,084 
407,952,203 

6,297,8J!1,187 

6.599.833 

3, l 99,470 

658.752,Sil3 

668.55i,&O\\ 

ADJUST:I'IENTS EXAMINATION 

so 

(337,0 1 s.o97) 

(:137.018,097) 

o 
($337,018,097) 

$4,866,983,408 

481,)58 

440,957,780 

41.367,345 

428,63! 

2,m.055 

26.257,EJO 

36.281,528 

1.828.798 

22,954 

22.846,586 

(J 5 0405,046 ) 

5,415,247 

661,444 

799,139 

6,122.053 

35,732,697 

28,806,399 

16.037,031 

25,386,79Q 

29,021,160 

5.889,886.084 

407,952,203 

5,960,820,190 

6,599,833 

3,199,470 

{iSS,75l,5O) 

668,5Sl,S06 

56.m,J71,9% 

NOTES 



FAR.,'\IERS lIt'EW WORLD LIFE INSURANCE COMP AiW 
SUMMARY m' OPERATIONS 

YEAR ENDED DECEMBER 31, 20% 

BALANCE EXAMINATION 

PI:R COMPASY ADJliSTMENTS 

Income 

Premiums and annuity considerafions $659,lO5,13l $0 
~et im'~iment income 326,190,392 

Alrl;)rtizalion of interest maintenance ~"Cr\'e 6,771.361 

Commissions and expense allowance on Tt'lnSUl'ance 77.240.478 

Reserve adjustments on reinsummce cedoo (70,150,567) 

Income from fees associated with investment trulnl!gement 4,905,021 

Aggregate write-ins lQr miscdbmeous income 10,223,377 

T'tliinemn. I.020,6R5,I'IJ 0 

Beoefits 

Death beru:lit' 169,IJO,980 

Matured endowment" (excluding guarantee annual pure t':lldQVnnenls) ·143.034 

Annuiiy benefils 22,345,755 

Disahility ~nefits 3,188,324 

Coupons, guaranteed annual pure endowments and similar benefits 1,781,524 

Su.rrender benefits 242,501,251 

Group conversions (JI,457) 

Interest and adjuslmen!s on cootmcts or dcposit~type con1ract funds 22,854,531 

Payments on supplementary oontrdcts \\1tn lite c:ootingencit1 41,269 

lncrease in aggrega{ereserves for life llad health policies and ('xmtroct:; 62,035.292 

T ottls.-•• fils 524,290,509 0 

ExptDSt'S 

Commissions on premiums and nnnt>ity con~lderntlons 93,572,m 

Commission and e8:pcflSC allowances on rcinsurnn<Xl os.wmed 289,765 

Genernl insurance expenses 150,610,902 

Insurance taxcs~ licenses and fees, ext!, federal income laxt'S 19,663,988 

Increase in loading 1,657.187 

Net lmrufers to or (from) separate accounts net of reinsurance 44,632,055 

T 0",1 E.pen, ... Dd 8 •• ofil, 834,717,596 0 

Net gain fmm operations before divjdends to policyholders and income 
taxes 185,961,597 
J:ederal and torcign income tax/;s !ncum:d {excluding tax on capital 
gains) 59,533,487 
Net gain trom opm!~iortli after divtdcnd$1o policy holdcl'!I and fedcrn! 
jllcome taxes and befure rcaliz£d capilal gains tlr losses 126,434,110 
Net realized carital gains (losses) (C'Xc!uding gain~ (losses) lrausfcrrcd 
to Ihe [MR) 15,765,348 

Net Income $142.199,458 $0 
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8,\LANCE PER 

EXAMINATION 

$659,505,1>1 

326,190,392 

6,771,361 

77,240,478 

(70,150,567) 

4,905,021 

16.223.317 

1.020,6&5,193 

169,IJO,980 

44J,O}! 

22,.145,755 

),188.324 

1.781,524 

242,5Q 1 ,257 

(31.457) 

22,854,531 

41,269 

62,035,292 

52'l290J09 

93,572,990 

289,765 

1 SO,6W!102 

19,663,988 

1,657,387 

44,632,055 

834,717,596 

185,%7597 

59,533,487 

126,434,110 

15,765,348 

$142.199,45& 



FARMERS NEW WORLD LIFE INSURANCE COMPANY 
SUMMARY OF OPERA TlONS, Continued 

YEAR ENDED DECEMBER 31, 2006 

BALANCE ~~XAMINATlON 

PER COMPANY ADJUSTMENTS 
Capital and Surplus A<:ctnmt 

Capital and Surplus. December 3 J, Previous Year $634,578,790 

Net income 142.199,458 

Change in unrealized capital gains (losses) (J.3(19,ll48) 

Change in net deferred income tax (l 0,732,127) 

Change in non .. adrnitted assets and related Hems 18,165,459 

Change in as-'iCt valuation rcsetve (5,730,367) 

Change in surph.L;'; as a result of reinsurance (6,620,359) 

Dividends to stockhulders ( lOo,aOO,OOO) 

Net change in eapthll and surplus for the year .l3,973,OI6 

Capital and Surplus, December 31, 2006 $668,551,806 

FAR'I1ERS NEW WORW LIFE INSURANCE COMPANY 
RECONCILIATION OF SURPLUS 

FOR THE PERIOD SINCE THE I,AST EXAMINATION 

Capital and Surphu At(O:1l:nt ~ 00 lll!!! 
Capital,nd Surpius, I>t«mbtr 31; PtevilHts Yur S6J4,51s'1tJO SI,094,JII,m $1,052, \19,063 

Set income 142,l99,458 !75,116,!!ilJ 164,16),7&) 

Chang< innet unrealized capila! gal.sI1=) IJ,lIl'J,il4S) 17,561,$97) 110,014,861) 

Change in ncr defem::d inromt llix 110,132,127) (5,'.>41,816) (10,559,257) 

ChMlgejn lKm-admilted assets and reWed items 18.165,459 19344,343) [1,7)9,791 

Change in reserve 1,'lJi a«:OlWt (If mange in va2uatJon basis 
(increase) or deaease 

Change IJj assc! valual.ion re8~e (5,7)i},361} 4,084,8)5 IM4!,lll 

Change in l\urpius ll:\, a rc~ull of Ti'11l~uran\:e (&fi20)59) (i,86),203) ii,mAI4) 

Dividends ft) iitoc.khclden 1100,000,000) (6l1l';OO,OOO) 1l!l,600,OOO) 

Aggregate llrile-iu5 tOr gains mid loMe:; in surplus 8:36,698 

Xc! thatl&C in capIta) JlII'J surpJU!i for the )'~r lJ,91l.0Io (460,V02,44J) 42,442,170 

C.pittl and SurpI .... Ile<.mbe.31, 1006 S668,5S1,8il6 5634,578,1?\l SI,~94,181,1ll 
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$0 

$0 

BALANCE PER 

EXAMINATION 

$634,578,790 

142,199,458 

(3,309,048) 

(Hl,732,127) 

18,165,459 

(5,730,367) 

(6,620,359) 

(100,000,000) 

3J,973,(l16 

$668,551,M6 

l.i!!!l 1l1li1 

!')78,869,604 11,074,659,549 

99.10),0)5 64,6)',148 
39,607,704 (2,14SJS6) 

(22,542,904) 27.213,559 
93,58.l,81J [93,107,644) 
(J,2M,697) 

(l7,'l1',!27) 22,717,848 
24,101,VlI 

IILO,OOO,OOO) (115,000,000) 

71,169,459 195,789,94;) 
Sl,05:!,m,%l 5971,%9,61)4 



FARMERS NEW WORLI) LIFE INSURANCE COMPA:'IIV 
ANALYSIS OF CHANGES IN FINA:'IICIAL STATl\U:NT RESULTING FROM THE 

EXAMINATIO:'II 
DECEMBER 31,2606 

Per Annual 
Statement 

o.pitaland surplus 12/3112006 Per Annual Stalement 
Assets 
Aggregate write-im for other than 
invested assets 
Liabilities 
Aggregate write·in.~ for liabilities 

Change in surplus 

Capital and Surplus, lZl31i2006 
per examination 

$343,437,719 

366,039.257 

Per Examination 

6,419,622 

29.021,160 
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Notes 

Increase 
(Decrease) in 

Surplus 

($337,018,097) 

337,0 lS,{)97 

Total 

$668,551,806 

o 

$668,551,806 



NOTES TO FINANCIAL STATEMENTS 

1. Security Lending Collateral 

The Company incorrectly included security lending collateral and the liability for the 
collateral of $337,018,097 witbin Aggregate "Tite-ins for invested assets and 
Aggregate write-ins for liabilities, respectively. In accordance with Paragraph 56 of 
SSAP No. 91 (Accounting for Transfers and Servicing Assets and Extinguishments 
Liabilities), the Company should not reflect the collateral in the Company's balance 
sheet as an asset, and should not establish a liability for the retum of the collateral 
when the pledged collateral is not available for the general use of the transferor 
(restricted). 

Based upon SSAP No. 91, Paragraph 56, the collateral for securities lending and the 
liability for the collateral balance should be zero. (See Instruction No.5.) 
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STATE OF WASHINGTON } 
} ss 

COUNTY OF lONG } 

Adrienne C. DeBella, being duly sworn, deposes and says that the foregoing report 
subscribed by her is true to the best of her knowledge and belief. 

She attests that the examination of Farmers New World Life Insurance was performed in 
a manner consistent with the standards and procedures required or prescribed by the 
Of Ike of the Insurance Commissioner of the State of Washington and the National 
Association of Insurance Commissioners (NAIe). 

tA~~/~u~6e{==-_ 
Adrienne C. DeBella, CPA, CFE 
Exanliner-in-Charge 
State ofWashingtoll 

Subscribed and sworn to before me on this 30th day of June, 2008. 
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